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You don'’t need to drive too far on a rural road in Australia to encounter
a pothole, soft edge, or other hazard. Our local roads, especially in
the bush, are a dangerous disgrace. They need more funding, and the
money needs to be better targeted, with cleaner lines of accountability
from the funding source to the end point of better, safer roads.

More than 75 per cent of Australia’s roads are managed by councils.
These are the sealed and unsealed roads that link homes and
businesses to the arterials, corridors, and freeways of the road network.
Metropolitan councils often have the resources to manage their road
networks professionally, but many remote and rural councils can’t afford
to properly maintain their vast stretches of road.

A gradual erosion of untied funding has been terrible for local roads,
especially in rural areas. We estimate an extra $1 billion is needed next
year just to keep the roads in the same state they’re in today. But many
councils do not have a realistic way of raising this revenue themselves.
And while budgets are tight, delay is a false economy: when a road
deteriorates too far, it ends up costing much more to restore.

A $1 billion annual funding injection from the federal government

would mean an extra 25 per cent on top of what councils are currently
spending on road maintenance. But that’s only about 10 per cent of
what the federal government spent on roads last year. Taxpayers would
get better bang for their buck if the federal government spent an extra
$1 billion on improving our local roads rather than on new megaprojects
in the major cities.

It's not only a matter of new money. Taxpayers would also get better
value if the federal government stopped favouring the densely
populated states of NSW and Victoria, to the detriment of Tasmania
and the NT, and cut back the share of the funding pool it directs to
metropolitan councils that are already self-sufficient.
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But extra money, even if it's better targeted, won’t be enough to fix the
problem of local roads. A Grattan Institute survey of councils conducted
for this report reveals that an extraordinary number of councils don’t
even know what roads they manage. A quarter of the councils we
surveyed don’t know exactly what roads and bridges they manage; for
remote councils, it'’s almost half.

The problem of poorly maintained roads is largely a problem of
governance and the way local government is funded more generally.
To help councils better manage their roads, the federal government
should establish a national road hierarchy, minimum service standards,
and basic data specifications for councils to follow. State governments
should provide templates to help under-resourced councils create and
maintain asset management plans and long-term financial plans in a
consistent way.

Better road management would help councils cut through the morass
of red tape and time-wasting obligations they currently face. Councils
are obliged to spend part of any Roads to Recovery grant on road
signs acknowledging the federal government as the funding source,
and to get the money out the door within six months; tied state grants
sometimes favour projects that aren’t priorities for local residents. The
federal and state governments also induce councils to divert money
away from roads by charging them compulsory waste and emergency
services levies, and by requiring them to administer regulations without
sufficient funding to cover costs.

This report maps the way to a better road network across Australia: an
annual funding increase of $1 billion for local roads, better targeting to
make sure the money goes to where it is needed most, and reforms to
ensure that councils have the tools and time to fix the potholes and give
their communities the roads they need.
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The federal government should: State and federal governments should reform tied funding arrange-
ments to reduce poorly-targeted application, compliance, and
increase core funding to local governments with a $600 million accountability requirements.

annual increase in the Financial Assistance Grants, and a $400
million annual increase to Roads to Recovery funds. It should
index both funds to a cost index that reflects changes in the costs

that councils face, and population; and The federal government should:

establish a national road hierarchy and associated minimum

establish a $200 million per year fund to assess and upgrade service level standards for local as well as state roads;

local roads identified as priority freight routes, in exchange for the

council providing permit access to compliant heavy vehicles. establish a small list of essential data items attached to the road
hierarchy, to enable the measurement of council’s performance, in
consultation with states and Local Government Associations; and

provide funding and support to councils to acquire the necessary

The federal government should fix the distribution of the Financial technology, software, and staff training to collect and use this data.

Assistance Grants by:
State governments, in consultation with Local Government Associa-

allocating grants between and within states according to the tions, should develop best practice templates of documents for asset
principle that every council should have the capacity to provide a management plans and long-term financial plans. These templates
similar level of service to their community; should be audited annually by council audit committees, and every five

years by state auditors-general.
reducing the minimum grant to 10 per cent of an equal-per-capita

share of the Financial Assistance Grants pool;

combining the local roads component of the Financial Assistance
Grants with the general component; and

allocating funds for Roads to Recovery and similar programs
according to the same distribution used for the Financial
Assistance Grants.

Grattan Institute 2023
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It's no secret that our roads are in a state of disrepair, and that people
are fed up. Recent headlines show just how fed up they are:

State by state guide: The nightmare roads Aussies hate."
‘Diabolical’ state of Victoria’s roads opens up an election pothole.?

Pothole plague: rain-damaged roads trigger thousands of calls for
help.3

Local councils manage 77 per cent of our roads by length, but many
councils do not have the revenue, capacity, or expertise to manage
them to an acceptable standard. The problem will only get worse as
more frequent heatwaves and flooding cause major damage to our
roads and delayed repairs lead to more costly problems down the track.

This report outlines how funding can be better directed to the roads that
need it most, and how — with the right support — councils can improve
their practices to maintain roads to a higher standard and get more
bang for their ratepayers’ buck.

Maintaining roads to a safe and acceptable standard may not make

for an exciting press release, but it is an essential government service.
We need adequately maintained roads to ensure trucks can stock our
supermarkets, and we can all get safely and quickly to our jobs and the
shops, see our friends and family, and everything in between.

1. Herald Sun (2023).
2. Hatch (2022).
3. Naylor (2022).
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Local roads are funded through a combination of councils’ own-source
revenue, and tied and untied grants from the federal, state and territory
governments.

Over the past decade, demand for local roads has increased, as has
the cost of maintaining roads, but untied grants to local councils have
not kept pace. The primary grants relied upon by councils are the
Financial Assistance Grants from the federal government, but the
indexation of these grants has not matched the cost increases faced
by councils (Figure 1.1 on the following page). If indexation had kept
pace with local government costs, this year’s grants would be almost
$600 million, or 20 per cent, higher.

Over the same period, as councils have expanded into a wider range
of services that all come with additional costs, states have imposed
restrictions that reduce councils’ ability to increase their own-source
revenue.

These pressures mean that councils are no longer spending enough
to maintain their roads. Grattan modelling suggests that councils are
collectively underspending on roads by at least $1 billion, or almost a
quarter of current maintenance expenditure, every year.

We estimate this gap by using digital mapping data to calculate the
sources of variation in local road maintenance costs, such as urban
density and rainfall. Applying these adjustments to standardised prices
for maintenance works, we compare how much each council would
need to spend on annual road maintenance to prevent their roads
deteriorating, against what they are currently spending. Further detail
on this approach is outlined in Appendix A on page 65.

This $1 billion underspend is only the amount required to maintain
roads in their current condition, which — for many councils — is already
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below the standard expected by their communities.* And that $1 billion
figure includes some councils, mostly in major cities, that are putting
extra funds into improving, not simply maintaining, their roads. The
councils that are underspending are underspending by $1.3 billion each
year.

Chapter 2 explains how this underfunding comes about, including
requirements for additional service-delivery by local government, and
state restrictions on revenue raising.

While there is an overall underspend, the problem is much more
pronounced in regional and remote areas.®

Remote councils cover enormous areas, and have vast road networks
that require maintenance (Table 1.1 on the following page). But
because their populations are very small, it’s difficult for remote
councils to raise enough revenue to fund the maintenance of their
roads.®

These councils have limited ability to increase their own-source
revenue, and are heavily reliant on grants from federal and state
governments.

As a result, the underspend on road maintenance is larger in more
remote areas (Figure 1.2 on the next page). The typical regional area

4. In 2021, the Australian Local Government Association estimated that the
replacement cost of roads in poor condition was $17.8 billion (Verity 2021). In
2022, NRMA used council estimates of the cost to lift road assets to a satisfactory
standard to calculate a NSW road infrastructure backlog of $1.9 billion (NRMA
2022).

5. In this report, we use ABS Remoteness Area classifications (ABS 2021a) to class
all councils as major cities, remote, or regional, based on the area in which most of
their population lives.

6. ABS (2022a).
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Figure 1.1: Federal government funding for local government has not
kept up with costs

Financial Assistance Grants 2001-2022, actual value and estimated value if
indexed by local government costs

FA Grants indexed to Y
local government costs P

$3b 7’

Actual FA Grants

$2b

Indexation freeze

2000 2005 2010 2015 2020

Notes: Values determined by taking value of grants in 2001 and indexing annually
according to (a) the method outlined in the Local Government (Financial Assistance)
Act 1995 (population and growth in the Consumer Price Index), with an indexation
freeze starting in 2014-15 and ending in 2016-17 (orange); (b) population and growth
in the SA local government price index (red).

Sources: Department of Infrastructure, Transport, Regional Development,
Communications and the Arts 2023a, The South Australian Centre for Economic
Studies 2023, ABS 1999.
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Table 1.1: Typical characteristics of different council types

Remoteness Population Road length (km) Land area (km?)

Major cities 116,567 598 92
Regional 12,825 1,210 3,303
Remote 1,383 1,084 13,720

Note: Median values.
Sources: ALGA 2021; ABS 2022a.

underspends by 42 per cent of their current budget, and for remote
areas the underspend is more than 75 per cent. This compares to less

than 14 per cent for councils located in major cities.

Roads in regional and remote areas are not expected to meet the same
standard as more heavily-trafficked roads in densely populated areas.
But we aren’t even spending enough to maintain these roads in their

current condition.

Chapters 3 and 4 explain why more funding is needed, and how the
allocation of funding should change. Chapter 3 argues that untied
funding, which the federal government provides to all councils, currently
favours the more populous states and directs too large a share of the
money to councils that are already self-sufficient. Chapter 4 argues
that tied grants, which the federal and state governments provide to
support specific national and state priorities, tend to come with too
much pointless red tape, which often has unintended consequences.

But additional funding alone will not be enough to solve the problems
faced by local road managers, because many councils, particularly in
regional and remote areas, do not have the staff, data, or technology

they need to manage their roads effectively.

Figure 1.2: The underspend on road maintenance is much greater in
regional and remote areas
Median additional spending needed to maintain roads in current condition

60%

40%

20%

0%

Major‘ cities Regional Remote

Sources: Grattan Institute modelling (see Appendix A on page 65), ALGA 2021.
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Despite well-established guidelines that detail how to manage roads
properly,” there is still a gaping divide between best practice and

what many councils are doing. In Grattan’s Road Manager Survey
(see Box 1), a quarter of councils reported not knowing how many
bridges they managed within £10 per cent accuracy, and this rises to
almost half for remote councils. Missing or inadequate council planning
documents often fail to meet legislated requirements, let alone best
practice, and councils frequently fail to consult their communities on
road priorities.

But many councils can’t do better because they don’t have the data,
technology, staff, or time. Almost 90 per cent of councils report having
difficulty hiring in the past 12 months, particularly for engineers and
asset managers.® Nearly half of remote councils report having no
staff dedicated to asset management, despite being responsible for
an average of 1,200km of roads.® Data collected to help councils
benchmark their performance are riddled with errors, and the
technology councils need to collect and store accurate data on their
assets is often unaffordable.

Chapter 5 outlines the uphill battle councils face when it comes to
managing their assets effectively, and provides a long-term plan to build
capacity so that councils can determine and deliver the services that
their communities value.

7. Inthe Grattan Road Manager Survey, councils listed the guides they used to
assist them with asset management. Commonly listed guides include NAMS+

by IPWEA, the International Infrastructure Management Manual by IPWEA, the
Australian Road Research Board’s best practice guide, Austroads Integrated Asset
Management Guide for roads, and the ISO 55001 Asset Management Standard.
Grattan Road Manager Survey. See Appendix D on page 71 for further detail.

9. ALGA (2021).

©
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Councils across Australia are highly varied. Different councils
do things very differently, depending on the communities they
represent, their levels of funding, the skills of their staff, and their

geography.

To better understand these different approaches and experiences,
Grattan Institute conducted a survey in mid-2023 of council

road managers. We asked 23 questions, covering how councils
operate, their funding arrangements, their asset-management
practices, and the challenges they face in managing their roads.

Councils within the NSW Central West Joint Organisation piloted
the survey, before it was distributed to all councils via state Local
Government Associations. Eighty-one councils, or about 15 per
cent of all councils, responded.

For further detail of the questions and responses, see Appendix D
on page 71.
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While it may be tempting to put off providing additional funding for
maintenance for as long as possible, doing so is often costly, for two
reasons.

First, the need for maintenance is only growing as heavy rainfall and
extreme heat events occur more frequently. Both cause significant
damage to roads.

Second, putting off maintenance is a false economy. If you put off a
low-cost preventative maintenance procedure now, the problem can
grow into a much bigger one that will require a much more costly
intervention down the track.

Even in the face of high uncertainty and variability, two key trends in
Australia’s climate are clear: heavy rainfall and extreme heat are both
on the rise.

The intensity of heavy rainfall events in Australia has increased by
about 10 per cent or more in some regions in recent decades.'® This

is particularly evident in northern Australia, where average wet season
rainfall and daily rainfall totals from thunderstorms have increased since
the 1970s (Figure 1.3).

More generally, the proportion of total annual rainfall that comes from
heavy rain days has increased, and current trends indicate that extreme
rainfall events are likely to become more intense. "

Excess water has a very detrimental impact on roads. Heavy rainfall
affects the slopes and batters of the road formation, and, in extreme

10. Bureau of Meteorology (2023).
11. Binskin et al (2020, pp. 58-62).
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Figure 1.3: Rainfall has increased in northern Australia
Difference between annual rainfall and long-term average rainfall during wet
season, northern Australia, 1910 to 2020

400mm
200mm
|||I “|| | ||II Y, I||| Adffl |
o gk
11-
—s00mm year average
1900 1925 1950 1975 2000

Notes: Anomalies of October to April rainfall for northern Australia (north of 26°S
inclusive). Anomalies are calculated with respect to the 1961 to 1990 average.

Source: Bureau of Meteorology 2023.
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cases, can wash a road away entirely.’> When water gets into the sub-
layers of a road, it causes major damage to the pavement levels; when
there is water under a road’s topmost level, or seal, vehicles driving
along that seal cause the water to pop up and create potholes.

Extreme heat is also on the rise. The period from 1910 to about 1965
saw temperature variations that were usually below the long-term
average annual temperature, but since then temperature anomalies
in Australia have usually been above the long-term average — and are
rising (Figure 1.4).

Extreme heat is also very detrimental. It effectively bakes the surface of
asphalt or bitumen, drying it out so that it cracks or fails, and leaving

it vulnerable to water getting into the pavement level and causing
additional damage.

The impact of water damage on roads has been so pronounced that
in 2023 Austroads, the body representing Australasian government
road transport and traffic agencies, overhauled its technical guidance
on how agencies should build or upgrade roads in light of changing
hydrology.'?

The Australian Local Government Association estimated that repairs
to roads in NSW, Victoria, South Australia, and Queensland caused
by major flood events in 2022 would cost $3.8 billion,' more than the
total annual spending on local road maintenance in those states.'®
Shortcomings in the current arrangements for disaster recovery

12. Allan (2023, pp. 1-2).

13. Austroads based its update on Geoscience Australia’s analysis of the increasing
and changing effects of rainfall and run-off. Key innovations in the new Austroads
guidance include a new flood peak estimation technique, and more detail of
flood events that are rarer than just a 1 or 2 per cent annual probability of being
exceeded. Source: Babister et al (2023, p. 4).

14. ALGA (2022).

15. ALGA (2021).
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Figure 1.4: Average temperatures are rising
Difference between annual mean temperature and long-term average
temperatures, Australia, 1910 to 2020

1°C

0°C

-1°C

11-year average

1925 1950 1975 2000
Source: Department of Climate Change, Energy, the Environment and Water 2021.
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are being examined by the Senate Select Committee on Australia’s
Disaster Resilience, and the Independent Review of Commonwealth
Disaster Funding.®

Many councils are facing highly constrained budgets. This creates
strong incentives to delay any repairs until a problem reaches the point
where a road is unusable, as does the fact that the impacts and costs
associated with delaying maintenance are not felt for some time, while
political terms are relatively short.

Many councils have ended up operating under a default ‘worst-first’
maintenance regime, where there is a permanent backlog of
rehabilitation works — and even failure of parts of the network —
because of funding shortfalls.

This approach obviously creates costs to road users. But it can also
result in councils spending a lot more to repair a road once its condition
has become critical, and can end up costing much more over the life of
the asset than more minor repairs carried out sooner.

The less costly option (in present-value terms) is known as a ‘stitch-
in-time’ model, where repairs and rehabilitation occur at the optimal
time to prevent accelerating deterioration that would require more costly
interventions later (Box 2).

Many road managers find that stitch-in-time pavement strategies
provide a return on investment of around two to three times better
than that achieved when assets are allowed to either deteriorate in
an uncontrolled manner, or to a condition where full replacement is
necessary.'” Full rehabilitation works are very costly, of the order of 5

16. Parliament of Australia (2023) and National Emergency Management Agency
(2023a).
17. Toole et al (2021, p. 7).
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A new road deteriorates only gradually at first; there is very little
cracking of pavement surfaces, rutting occurs only little by little,
and while roughness does increase steadily over time, it tends not
to be felt by drivers when the pavement is relatively new.2 Over
time, road users experience heightened crash risk, longer and
less reliable travel times, a less pleasant ride, and higher vehicle
emissions. Maintenance is intended to mitigate these effects.

Maintenance of a road involves all the actions needed to keep it
as near as practicable to its original condition, or to restore it to
that state. It includes:

routine maintenance, including minor, frequent tasks such as
pothole patching, crack sealing, drainage maintenance and
repainting line markings;

periodic maintenance, undertaken every few years, such as
resurfacing, where a new asphalt overlay is laid; and

urgent maintenance of unforeseen problems needing
immediate attention, such as clearing landslides that block
roads.

People define maintenance in a variety of ways; in this report, we
include rehabilitation and renewal at the end of a road’s useful
life as part of road maintenance. Rehabilitation and renewal are
sometimes excluded from the definition of maintenance because
they are accounted for differently in council budgets.

a. D. T. Martin and Choummanivong (2015, Chapter 5).
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to 10 times as much as a preventative treatment program.'® Several
Australian road agencies use a stitch-in-time approach, and Austroads
recommends it highly.®.

Early interventions also have more predictable outcomes because the
nature of a road’s decay once it enters a rapid deterioration phase

is more variable and less well understood than earlier on, when
deterioration is more gradual.?°

Several case studies confirm the savings from a stitch-in-time
approach. One study modelled the costs to VicRoads over a 10-year
period of various optimised maintenance regimes for key non-urban
Victorian highways.2! The point of comparison was a business-as-usual
scenario where the near-term budget was constrained, and minimum
standards still had to be met. The study found that, despite higher
annual budgets, each of the optimised regimes cost VicRoads less than
the business-as-usual cost over the 10-year period, because delaying
maintenance in favour of an initially lower-cost minimum standard
increased costs in the medium and long term. In other words, the study
showed that penny-pinching in the short term is a false saving.??

The Queensland roads agency made a similar finding in a study

that modelled the accelerated rehabilitation of a 71km stretch of the
Dawson Highway. In the model, the rehabilitation works were designed
to be financed by a loan facility, with repayments to be met from future
funding allocations to the Queensland roads agency and from any

18. Toole et al (2021); and Western Australian Auditor General (2009, p. 19).

19. Toole et al (2021, p. 7). Also recommended by Western Australian Auditor General
(2016, p. 13)

20. D.T. Martin and Choummanivong (2015, p. 1).

21. The Hume, Goulburn Valley, Western, and Sturt Highways, and the Princes
Highway as far east as Sale, these being the National Land Transport Network
roads outside Melbourne.

22. D. T. Martin et al (2018, pp. 39—41). The study was conducted by the Bureau of
Infrastructure, Transport and Regional Economics.
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savings arising from completing the works in a more cost-efficient way.
The study found that accelerated rehabilitation works funded this way to
be much more cost-efficient, leading to a saving of the order of 17 per
cent of the normal maintenance funding.2?

Road maintenance may not make for an inspiring election announce-
ment, but nothing fires up Australian drivers quite like an unfilled
pothole.

In a recent survey, Victorians rated both sealed and unsealed local
roads roads among the most important of all council services, but
these were also the services where Victorians were least impressed by
councils’ performance (Figure 1.5 on page 15). Unsealed roads were
ranked worst, and sealed roads sixth worst, out of 28 council services.

In NSW, almost 30,000 people — a record number — voted in a
2022 NRMA survey aimed at identifying the state’s worst roads.2*
Similar surveys by insurers in Queensland, Victoria and Tasmania
also received several thousand votes.?> Some disgruntled drivers in
Melbourne have even begun to protest their poor quality roads by
planting gardens in potholes that have taken too long to be fixed.?8

It's understandable that road users are upset, because the burden felt
by the community from poor road maintenance is large.

Roughness and defects on the road surface increase the risk of
crashes, particularly in wet conditions. It is estimated that there are
more than 960,000 road crashes involving 1.7 million vehicles each
year in Australia. In 2022, 1,194 people died in crashes on Australian

23. Naudé et al (2008).

24. Bowring (2023).

25. RACQ (2023), RACV (2023) and RACT (2023).
26. Scriberras (2023).

13
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roads,?” and every year almost 40,000 people are hospitalised.?®
BITRE estimate that the social cost of road crashes — including
monetised costs to individuals and their families, the health system,
other drivers, workplaces, and governments — is around $27 billion
each year.?®

Regional and remote areas are over-represented in road accidents,
and in the serious injuries and fatalities resulting from them, due to

a combination of high speeds, poorly maintained roads, a lack of
roadside safety infrastructure, and limited access to heath services.*°

In addition to the safety risks, and higher maintenance costs later,
poorly maintained roads impose other costs on road users. Rougher
road surfaces increase travel times and vehicle costs, and are
unpleasant to drive on. And hitting a pothole is not only dangerous, but
can also cause significant damage to the wheel, axle, and suspension,
often requiring a tow-truck and costly repairs.

27. BITRE (2023).

28. Ibid.

29. BITRE (2022a).

30. Department of Infrastructure, Transport, Regional Development, Communications
and the Arts (2023b), Department of Infrastructure, Transport, Regional
Development, Communications and the Arts (2023c) and Parliament of Australia
(2022).

Grattan Institute 2023
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Figure 1.5: Victorians rate roads as a priority, but aren’t happy with councils’ performance
Community ratings of performance and importance of council services, index

Importance Performance

Art centres & libraries
Appearance of public areas
Recreational facilities
COVID-19 response

Waste management

Elderly support services
Emergency & disaster mngt
Family support services
Community & cultural
Enforcement of local laws
Disadvantaged support serv.
Environmental sustainability
Tourism development
Bus/community dev./tourism
Informing the community
Traffic management
Business & community dev.
Parking facilities

Local streets & footpaths
Town planning policy
Consultation & engagement
Community decisions
Sealed local roads
Lobbying

Population growth

Planning & building permits
Slashing & weed control
Unsealed roads

0 20 40 60 80 0 20 40 60

Unsealed roads

Waste management

Elderly support services
Sealed local roads

Local streets & footpaths
Emergency & disaster mngt
Community decisions
Slashing & weed control
Population growth
Informing the community
Disadvantaged support serv.
Family support services
Consultation & engagement
Appearance of public areas
Town planning policy
Recreational facilities
Traffic management
Planning & building permits
Environmental sustainability
Parking facilities

Lobbying

Business & community dev.
Bus/community dev./tourism
Enforcement of local laws
Art centres & libraries
COVID-19 response
Community & cultural
Tourism development

Note: Respondents answered on a 5-point scale from ‘not all that important’ to ‘extremely important’. These scores are converted to an index between 0-100.
Source: JWS research 2023.

Grattan Institute 2023 15



Potholes and pitfalls: How to fix local roads

Plenty of drivers are already complaining about the state of local roads,
especially country roads, and for good reason. Yet just to maintain local
roads in their current — often very poor — state would require at least

an additional $1 billion of expenditure each year, and there’s no current
provision for that.

It's not that there is a shortage of money for roads in general.
Investment in new roads has reached new heights over the past
decade. But state and federal governments are much more interested
in building big new roads than in maintaining the ones we already have,
particularly those under local government management.

There’s no agreement about who should bear the cost of maintaining
local roads. While it would be ideal if local governments could fund this
work themselves, that’s not a realistic option for the many councils that
already impose substantial rates burdens on lower-income populations.
Councils are further stymied because higher levels of government
induce them to divert funds away from road spending, and impose
restrictions on how councils raise and spend their own revenue.

While state governments are responsible for most of the administrative
and cost burdens councils face, states do not balance these cost
burdens with a reliable and adequate funding stream for local roads.
The difficulty for states is that they themselves rely on the federal
government to partially fund their spending responsibilities. This
chapter therefore argues that the federal government is best equipped
to make up the shortfall in funding for the maintenance of local roads.
And its incentive to do so is its interest in the road network as a whole
—in ensuring that trucks and people can get to where they need to go
safely and reliably, all around the country.

Grattan Institute 2023

Roads matter to all sectors of the economy and all parts of society,
and it’s not surprising that road use has increased steadily over time
(Figure 2.1 on the following page). This is particularly true for trucks,
which are responsible for most of the damage to roads. Truck freight
was barely affected by the recessions of the 1970s, 1980s, 1990s, the
global financial crisis of 2008-09, or the response to the pandemic.

But even though roads are the arteries of the nation, road maintenance
spending has barely grown. For outer regional and remote areas,
maintenance expenditure has actually gone backwards over the last
decade.?' Grattan Institute modelling estimates that these trends — ever
more road use and lagging investment in road maintenance — have led
to an annual maintenance underspend of $1 billion.*2 That is, simply

to stop the network from deteriorating further, councils would need to
collectively increase annual spending on road maintenance by almost
a quarter. The cost of reconstructing and resealing roads that have
reached the end of their useful life is included in our estimate of the
underspend.

The past decade has been a boom time for public investment in
transport infrastructure. In NSW, infrastructure spending increased
from around 3 per cent of gross state product (GSP) in 2013-14 to
almost 4 per cent in recent years, and the government keeps revising
upwards what it expects to spend (Figure 2.2 on page 18). Other states

31. ALGA (2021).
32. Grattan analysis. See Appendix A on page 65 for further detail.
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and the federal government are similar.

Not only has the amount of work underway reached all-time highs, so
has the size of projects being built. Australian governments have gone
from having only a couple of very large projects under construction

at any one time to a point where most of their transport infrastructure
spending is devoted to projects worth $5 billion or more.33

But even though spending on roads and transport is so high, it is
almost all for new assets. There is a serious mismatch between new
investment and the maintenance of roads we already have, and this
mismatch gives rise to three problems.

First, the rising prevalence of megaprojects has drawn labour,
equipment, and materials away from smaller projects, and created
near-term shortages that have pushed up the prices for engineering
construction work in general. This makes it particularly difficult for
councils to attract and retain staff to work on local road maintenance
at affordable prices.3*

Second, the additional investment in new roads is brewing a problem
for later. That's because construction accounts for only 20 per cent

or so of the total lifetime cost of a road.3® The majority of costs come
from operating, maintaining, renewing, and disposing of a road.

And because most of these expenses occur well past the forward
estimates — and often well past the end of any given political term —

the government of the day lacks incentive to worry about the long-term
costs associated with the exciting new infrastructure projects it commits
to. This problem is common to all levels of government, since all levels
contribute to the funding of roads (Figure 2.4 on page 20).

33. Terrill et al (2020).

34. Grattan road manager survey. See Appendix D for further detail.

35. Department of Infrastructure, Transport, Regional Development and Local
Government (2018, p. 50).
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Figure 2.1: Maintenance expenditure on local roads has grown much
more slowly than road use
Growth in road use and maintenance expenditure, indexed relative to 2009

120 Road freight
(tonne—kilometres)
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Passenger vehicles
110 (kilometres)
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Notes: Expenditures determined from all councils in the National Local Roads Data
System that have data available for 2009-2019. Expenditure includes renewal and has
been adjusted by the real BITRE Road Construction and Maintenance Price (RCMP).
Passenger kilometres and freight tonne-kilometres refer to all roads; data for locally-
managed roads are not separately reported.

Sources: ALGA 2021, BITRE 2022b.
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Finally, overinvesting in megaprojects and underinvesting in
maintenance shortchanges the community, because the net benefits
of local roads projects are typically much higher than those of
megaprojects. For instance, a small local Black Spot project is only
eligible to be considered for funding if its benefits to the community
outweigh its costs by two to one; by contrast, even before their costs
blew out by billions of dollars, Melbourne’s West Gate Tunnel and the
Inland Rail freight line both were only expected to yield one dollar of
benefit for every dollar spent.3¢

This year, the federal government conducted a 90-day review of its
$120 billion infrastructure pipeline, and signalled a pause on projects
that are at risk of cost blowouts.3” The commitment to spend $120
billion over 10 years still stands, however. Taxpayers would see greater
value if some of that funding pipeline were redirected from building new
assets into the maintenance of roads we already have. This would not
even be particularly expensive: the increase in funding needed to deal
with road maintenance is only a small fraction of what federal and state
governments spend on roads overall (Figure 2.3 on the following page).

Local governments are constituted under the laws of state governments
and territory governments.®® They are not recognised in the Australian
Constitution. One implication of this is that there is no uncontested
mechanism for the federal government to transfer funds directly to
councils.3®

36. VAGO (2019, p. 53); and Infrastructure Australia (2016).

37. Department of Infrastructure, Transport, Regional Development, Communications
and the Arts (2023d).

38. The ACT government undertakes both territory and local government functions.

39. Drew and Dollery (2015, p. 522).
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Figure 2.2: Spending on infrastructure has grown rapidly over the past
decade
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Source: Grattan analysis of NSW and federal budget documents.
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In practice, the federal government provides untied funding to local
government via state grants commissions. It specifies principles to
guide the distribution of the funds to councils, but it does not insist on
a uniform approach, and state practices vary considerably. The federal .

. . Th K of annual road expenditure
goverr_lment aISO_ proyldes tied grapts, as do the States'_ e bulk o Annual road expenditure by level of government, and local road funding gap,
council revenue is raised by councils themselves, principally through 2021
property rates.

Figure 2.3: The required increase in funding is only a small share of

But the governance relationships between funding and spending bodies
are weak. The delegation of authority to local government to carry

out specific responsibilities is not clean or clear; the control that local
governments need to carry out their delegated roles is often weak,
particularly in terms of resourcing; and accountability to the level of
government providing the funding is poorly designed and can a times $10b
be in tension with councils’ accountability to their communities.

$15b

The upshot is that it’s far from obvious which level of government

should fund the $1 billion per year gap. The following sections lay out $5b
the arguments for and against different means of funding the gap,

and concludes that the federal government is the level of government

that should make up the $1 billion annual shortfall in funding for the

maintenance of local roads.

$0b ;
Federal State Local road funding gap

Sources: BITRE 2022b, Grattan modelling (see Appendix A).

Grattan Institute 2023 19



Potholes and pitfalls: How to fix local roads

Figure 2.4: How road funding works
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2.4 Local governments are often at their limit of raising their
own revenue

Local governments raise 83 per cent of their funding from their own
sources.*® The single largest source of council revenue is land rates.
Rates are a form of land tax levied on property owners, both business
and residential. Different councils have different valuation methods,
payment frequency, and tax rates. Councils also raise substantial
revenue from the sale of goods and services.*

Land taxes such as council rates are generally considered to be
efficient taxes.*? Council rates also have the benefit of being levied
and spent by the same level of government, a feature that minimises
the fiscal illusion that can result when the cost of service provision is
masked from citizens.

Even though council rates have these attractive features, the solution
to the road maintenance funding gap is not a simple matter of raising
rates, for three reasons. First, the capacity to increase rates revenue is
very mixed across the country; second, federal and state governments
induce councils to divert funds away from roads by various means; and
third, state governments restrict councils’ control of their own revenue.
These factors are explained in the subsections below.

2.4.1 Many regional and remote councils already place a high
rates burden on lower-income populations

Regional and remote councils manage far larger road networks than
metropolitan councils. Even though local roads in more remote areas
generally don’t have the traffic load of urban roads, some roads are

40. Department of Infrastructure, Transport, Regional Development, Communications
and the Arts (2023a, p. 4).

41. lbid (p. 5).

42. Cao et al (2015, Chapter 6).

Figure 2.5: Regional and remote councils face higher costs per resident
to maintain sealed roads
Median estimated sealed network maintenance cost per resident, 2021
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$200

$100

$0

Major‘ cities Regional Remote

Source: Estimates determined by Grattan Institute modelling (Appendix A on page 65).

heavily trafficked, and, in any case, there is a minimum standard that
councils must maintain for the safety of the driving public.

But maintaining large networks is expensive, and maintaining large
networks in regional and remote areas is particularly expensive. The
cost per person is much higher in regional and remote areas than in
major cities (Figure 2.5).

The higher cost is partly due to remoteness, and partly due to the wide
geographic area that remote councils cover. These higher costs are
borne by smaller populations, and remote residents tend to have lower
incomes. There’s also less scope for remote and regional councils to
raise revenue from sources such as parking fees. Nonetheless, remote

Grattan Institute 2023
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councils are, on average, already raising $1,778 more in annual rates
and charges per person than major city councils (Figure 2.6).

The focus of local government has shifted over time. While roads are
still a key priority, transport expenditure has fallen from almost 50 per
cent of total local government expenditure in the 1960s to 21 per cent
today.*3

Instead, councils have focused more on the environment and human
services. Child care and aged care are provided by private and not-
for-profit providers in cities, but in regions they are often not viable and
it falls to councils to provide services. Environmental protection was
only identified as a separate area of expenditure in 2017-18, and now
accounts for 15 per cent of local government expenditure (Figure 2.7 on
the next page).

The changing focus of local government is sometimes attributed to cost
shifting from higher levels of government. The argument is that councils
curtail road expenditure because they find they must divert some of
their revenue to functions and responsibilities legally required of them
by other governments without sufficient funding to cover them or the
capacity to raise more revenue.

Cost shifting is hard to quantify because of woolly demarcation
between the roles of state and local government. For instance, one
state specifies the role of a council as ‘to provide good governance
in its municipal district for the benefit and wellbeing of the municipal
community’;** another requires local government ‘to provide services
and facilities that benefit its area, its ratepayers and residents, and

43. Commonwealth Grants Commission (2001) and ABS (2023a).
44. Local Government Act 2020 (Vic), s. 8.
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Figure 2.6: Regional and remote Australians face a higher rates burden
than people in major cities
Average rates and charges revenue per resident, by council

Remote
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Notes: Size of dots reflects population size. 2022 dollars. See Appendix B on page 69
for further detail on how we estimate income per resident by Local Government Area.

Sources: ABS 2016; ABS 2022b; ABS 2021a; ABS 2022a; ABS 2020; ATO 2020a;
ATO 2020b; and publicly available information from council budget documents.
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visitors to its area’.*> It is simply not clear in many cases whether any
given service obligation can be considered a cost shift or part of the
council’s core business.*¢

Even for services that are clearly the responsibility of local government,
there tends to be little clarity about required service quality. Councils
determine how responsive they are to changing community needs and
attitudes — for instance, whether to install women’s change rooms at
sports fields in order to accommodate growing numbers of women
taking up football and soccer,*” or to extend library opening hours to
service a lower socio-demographic community.

Notwithstanding this vagueness, there are some clear cases of cost
shifting. They come about about in two ways.

State governments generally do not reduce road funding directly,
because their contribution to local roads tends to be non-ongoing;*®
rather, the difficulty councils face is that reductions in funding for other
services squeeze the budget for road maintenance.

Library funding in Victoria is a good example of this. In the 1970s, it
was shared 50:50 between the state and local governments; today the
state contributes just 17 per cent. Similarly, base funding for school
crossing supervisors in Victoria is well below the 50 per cent in place

45. Local Government Act 1999 (SA), s. 7.

46. McCracken (2023, p. 5); and SA Productivity Commission (2019).

47. Sutton (2019, p. 3).

48. States’ contribution to local roads has been highly variable over the past twenty
years, but in aggregate has increased more in real terms than federal funding has
(based on a comparison of three federal programs - Financial Assistance Grants,
Roads to Recovery and the Local Roads and Community Infrastructure Program -
with total transfers from federal and state governments to local governments).
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Figure 2.7: Spending on transport has grown much more slowly than on
other areas

Real growth in local government expenditure between 2013 and 2022, by
category
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Source: ABS 2023a.

in the 1970s.® Some councils argue that school crossings are a state
responsibility.®

Victorian councils also pay more than they used to for costs associated
with their planning function. One council noted that it must now fund the
independent panel required to make recommendations on planning

49. While the 2023-24 budget increased the state’s funding contribution for school
crossing supervisors back to nearly 50 per cent, this top-up only lasts for one year.
50. Eddie (2022).
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scheme amendments, as well as heritage advisory services and
heritage studies.®’

But it's the federal government that provides the primary untied
ongoing funding to local councils. lts decision to freeze indexation of
the Financial Assistance Grants between 2014-15 and 2016-17 was
therefore most unwelcome to councils. In a related move, the federal
government also removed the Local Roads Supplementary Grant to
South Australia in 2014-15, before reinstating it in 2017-18.

Councils administer some legislation and regulations on behalf of
state governments, but these functions may come without funding to
cover the costs. For instance, councils in various states manage the
regulation of dogs and cats;*? litter;>® roof trusses;** noxious weeds
and flood controls; flammable cladding on buildings;® and the auditing
of food businesses under food safety regulations.®® In some states
councils are required provide homes with four bins by 2030.5”

The rules surrounding disaster recovery are another case of obligations
that exceed the funding provided to meet them. Councils are
underwritten by the federal government to build back after a flood, fire
or other natural disaster; however, this contribution is often limited to
like-for-like replacement.

Limiting the funding to rebuilding like-for-like prevents councils from
rebuilding in a way that would be more disaster resilient, or otherwise

51. O’Rourke (2017, p. 3).

52. SA Productivity Commission (2019, p. 135); and Clarence Valley Council (n.d.).
53. SA Productivity Commission (2019, p. 135).

54. Sutton (2019, p. 6).

55. Eddie (2022).

56. Sutton (2019, p. 6).

57. Eddie (2022).
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less costly in the medium or longer term. But funding to build back
better is only available under Category D, exceptional circumstance
funding. The federal government’s rules also include restrictions on
reimbursing the use of ‘day labour’ and ‘numerous [other] provisions to
the use of the betterment provisions’.5

In many cases, betterment saves money in the long term by preventing
damage in future events (Figure 2.8 on the following page). For every
dollar spent on disaster risk reduction, there is an estimated $9.60
return on investment.>® A Queensland betterment fund established

in 2013 has funded 531 betterment projects to date; of those, 423
projects have been subsequently affected a total of 1,173 times by 44
separate natural disaster events.

Even though most of the revenue councils spend is raised from their
own sources, in the form of council rates, fees and charges, state
governments restrict councils’ capacity to control their own revenue
in several important ways.

The most clear-cut of these is rate capping, or rate pegging, which
limits the amount of revenue a council can raise from its largest
revenue source. Rate capping has been in force in NSW since 1977
and in Victoria since 2016 (Figure 2.9 on page 26).5°

Whether or not states have rate capping, they place limits on council
rates for certain types of property owner (Table 2.1 on page 27). Typical

58. Local Government NSW (2014, p. 5).

59. National Emergency Management Agency (2023b).

60. In NSW, the annual limits to increases in councils’ general rate income are
calculated by estimating the change in the costs of delivering services, less an
assumed (or desired) productivity factor to ensure ratepayers share in council
efficiency gains. Councils can alter categories of rates up or down, provided they
stay under the overall peg. Victoria’s process is similar.
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examples are rebates for pensioners®! and for community housing
properties. In SA, the 75 per cent rebate for community housing
has become a bigger burden for councils because it now applies to
more properties: in recent years, the state government transferred
a significant number of its properties to the not-for-profit sector. In
Victoria, the state government floated a proposal in 2022 that social
and affordable housing would be fully exempted from rates.

States may also restrict councils’ control of their own revenue by
imposing compulsory fees on them. Mandatory contributions to fund
the emergency services — Fire and Rescue NSW, the NSW Rural Fire
Service and the State Emergency Service — are the dominant form of
cost shifting for regional councils in NSW.2

Sometimes, too, states legislate a limit on how much a council can
charge for a service that is insufficient to cover the cost of provision.

In NSW, for instance, the waste levy falls primarily on metropolitan

and regional councils, and is estimated by the Local Government
Association of NSW to cost $305 million in a year.5® SA’s solid waste
levy is set at a rate insufficient to cover the cost of the service, so
councils pass on the remainder to ratepayers.®* State legislation can
also restrict councils’ capacity to raise revenue through parking fines or
development application fees.®®

It is a feature of the Australian federation that states rely heavily on
federal transfers, a condition known as ‘vertical fiscal imbalance’.
Almost since federation, the federal government has raised revenue

61. Local Government NSW (2018, p. 4).
62. Ibid (p. 10).

63. Ibid (p. 4).

64. Sutton (2019, p. 4).

65. Zbierski (2019).
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Figure 2.8: Building back better is often more cost-effective than like-for-
like replacement
Restoration, betterment, and potential avoided costs, selected projects
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Notes: The maximum potential avoided cost is the cost of re-construction multiplied
by the number of disaster events affecting the location of the infrastructure since the
betterment project occurred.

Source: Queensland Reconstruction Authority 2023.
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above its spending needs, and the states have raised revenue below
theirs (Figure 2.10 on page 28). The degree of vertical fiscal imbalance
has increased over time, exacerbated by the fact that the federal
government has been the sole collector of income tax since 1942.%6

Despite this, available data suggests that total state government
funding for councils has increased relative to federal government
funding.®” However, the funding provided varies significantly from year
to year, and is often non-ongoing and tied to specific state priorities.
Because state governments rely on federal transfers, they tend to

be reluctant to provide reliable ongoing funding to local government,
particularly in untied form. What states should do is ensure that the
administrative burden they impose on councils is proportionate and
well-targeted.

The federal government provides the key external source of untied
funding for local government. It does this in the form of the Financial
Assistance Grants. These are untied grants made to all local councils.
It also provides funding tied to roads through Roads to Recovery grants
and for specific road-related projects, such as safety-related upgrades
under the Black Spot program.

It makes sense for the federal government to contribute to local roads
to some degree, for the same two reasons as it makes sense for it to
contribute to state roads. One of those reasons is the spillover benefits
of roads — the fact that the benefit of any given road extends beyond
the boundary of the jurisdiction where it is located.

66. Drew and Dollery (2015, p. 519).

67. Total transfers to local government in comparison to major federal programs; the
Financial Assistance Grants, Roads to Recovery and Local Roads and Community
Infrastructure (ABS 2023c). The same trend is observed in federal and state road
grants for local government (BITRE 2022b).
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Figure 2.9: Rate capping limits revenue options for NSW and Victorian
councils
Real municipal rates per resident, by state, 2003 to 2021
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Notes: Dotted lines represent periods where rate capping or rate pegging is imposed
on councils. 2022 dollars.

Source: ABS 2023b.
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The second reason is the need for harmonisation: to ensure a minimum
standard of road around the country that will enable businesses,
workers and other individuals to get where they need to go.5®

Roads are fundamental to the national economy. Every time a road
allows an individual to get to work it contributes to that individual’s
ability to earn an income and so also to wider economic output. Most
road freight journeys begin and end on local roads. Local roads are
particularly important for primary producers to get their goods to
markets.%®

However, the funding provided by the federal government has not kept

up with costs for councils. This is true of general federal funding, and it
is also true in the sense that councils do not receive any of the revenue
from heavy vehicle charges that are intended to reflect heavy vehicles’

share of the cost of road construction and maintenance.

Long-term, reliable funding underpins stewardship of long-term assets
like roads. But even though federal funding is crucial to a significant
subset of councils, it has not kept pace with costs.

One reason federal funding has fallen behind is because the federal
government paused indexation of the Financial Assistance Grants for
three years, between 2014 and 2017; and when it reinstated indexation,
it did so from the new lower level. What’s more, indexation is based

on the Consumer Price Index (CPl), rather than a realistic index of
costs councils actually face. The combined impact of the indexation
freeze and CPI indexation has led to a funding gap in 2023 of close to
$600 million. This has occurred without any discussion of a change in
responsibilities.

68. Council on Federal Financial Relations (2009, Paragraph E21).
69. Juturna Consulting (2010).
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Table 2.1: State-mandated rate exemptions

Types of land

NT

Qld NSW Tas

WA Vic

SA

Crown / State / Local council land

Charitable or not-for-profit
Religious

Schools / Universities
National park / State forest
Aboriginal Land (Council)
Hospital

Mining
Recreation/sporting
Transport (Corporations)
Museums

Cemetery

Agricultural / Horticulture
Airport

Seabed

Hydro-Electric Corporation
Library

Community org.

Memorial for veterans
Park/playground
Conservation

Water Corporations

Youth centre

Cultivation of oysters
Showground / Horseracing
Emergency services
Co-Operative Bulk Handling Ltd

v
v
v
v
v
v
v
v
v

v
v
v
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v
v

v
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v
v

v
v
v

Source: State and territory legislation.
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There’s also a problem with time-limited funding programs. For
instance, the Local Roads and Community Infrastructure Program

is currently in its fourth phase, offering $750 million to councils in
2023-24, including for local roads. But the program terminates in 2025,
and councils cannot rely on replacement funding beyond that date.

Stagnant or uncertain federal funding is particularly problematic in
an environment where costs have increased. Cost escalation is a
widespread problem for road construction and maintenance; the
problems that major construction firms report are just as true for
councils in regional and remote areas.

Recommendation 1

The federal government should increase the core funding to local
governments for roads by:

« increasing the Financial Assistance Grants by $600 million per
year;

e increasing the ongoing funding for Roads to Recovery by
$400 million per year; and

¢ indexing both the Financial Assistance Grants and Roads to
Recovery with a local government cost index that reflects
changes in the costs that councils face, and population.

2.6.2 Councils are expected to provide heavy vehicle access
without compensation

Most road damage is caused by trucks (Box 3 on the following
page), and truck operators pay for this through the Heavy Vehicle
Road User Charge. This Charge is intended to cover the share of
road construction and maintenance costs attributable to trucks; the

Figure 2.10: States rely on the Commonwealth to fund their
responsibilities

Total own-source revenue and own-purpose expenditure by level of
government
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Notes: Calculated net of transfers between spheres of government. Expenses include
depreciation but not net acquisition of non-financial assets. Total own-source revenue
includes capital revenue.

Source: ABS 2023a.
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mechanism is a 28.8 cents per litre tax on fuel consumption, and
vehicle registration fees that vary by vehicle type and state. The
amount that freight operators pay is calculated based on the share of
expenditure on roads that can be attributed to heavy vehicles, though
the final decision on the heavy vehicle road user charge rests with the
federal minister (Box 4 on the next page).

But even though local government road expenditure attributable to
heavy vehicles is included in the calculation of freight charges, the
federal government does not pass that revenue back to the road
managers who remediate the damage.

This means that both councils and truck operators are getting a bad
deal.

Truck operators get a raw deal in three ways.

First, truck operators help fund major projects decided by state and
federal politicians, but without much say in what investments would
benefit the industry. The Australian Trucking Association has repeatedly
requested that more funding be directed towards improving the
productivity of freight routes, including increasing funding on local roads
so that more of them can be safely and freely accessed by trucks, and
adding more rest areas for trucks where there are large gaps.”®

If more investment was directed to truck routes, it could boost freight
productivity significantly, because much of Australia’s primary inputs
begin in regional areas and must travel on regional roads that were not
built to carry heavy trucks. This problem is set to worsen: not only have
technological improvements allowed the development of heavier and
larger conventional vehicles, but electric trucks with heavy batteries will
only add additional weight to the truck fleet.

70. Australian Trucking Association (2023).
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A sealed road is typically made up of a wearing course, on top of
a base layer, on top of a sub-base, on top of the natural surface.
The wearing course is a spray seal or asphalt; the base layer is
usually unbound, and sometimes stabilised; and the sub-base is
lower-quality aggregate, also sometimes stabilised.

The layers of a road need to be deep enough to dissipate through
those layers the stress from vehicles travelling on the road, without
damaging the natural surface below.

Damage to a road can show up as cracking, asphalt fatigue, or
permanent deformation. The amount of damage a heavy vehicle
does depends on how heavy its load is, and the number and
configuration of the axles. Heavy vehicles account for 94 per cent
of deep road wear, whereas light vehicles do very little damage.?
In technical terms, the stress on a road from a vehicle increases
in proportion to the fourth power of the load per axle; what that
means in practical terms is that a car needs to travel over a
section of road between 10,000 and 30,000 times to cause the
same damage as a single trip by a truck.

Roads designed long ago, before high-productivity vehicles were
in widespread use, are not always strong enough for the trucks in
use today.

a. National Transport Commission (2022, p. 49).
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Second, despite paying for their share of road construction and
damage, many trucks are not guaranteed access to the local road
network. Under Heavy Vehicle National Law, restricted access vehicles
such as B-doubles and road trains must apply for access to local

roads that may traverse several councils and require approval from
each. Some local roads are pre-approved for some restricted access
vehicles, but many require truck operators to apply each time they want
to access the road, with no guarantees. And since Western Australia
and the Northern Territory have not enacted the national laws, different
rules also apply in these jurisdictions.

Third, truck operators face uncertainty as to the rate of the Road User
Charge. Because the Charge is related to governments expenditure on
roads, the large increases in expenditure over the past few years have
flowed through to higher rates of the Charge.

This apparent inequity may be offset by the fact that trucks only fund
a portion of those projects that do primarily benefit the freight industry,
and, in fact, ministers have set the charge below the full cost-recovery
amount for several years.”!

Councils face challenges when assessing whether to provide access

to heavy vehicles because they often do not have the technology or
skills to determine whether a route is safe for any given heavy vehicle
to travel on, or how much damage that vehicle is likely to do to the
road. Many councils, particularly in regional and remote areas, rely

on rules of thumb for deciding whether to grant access, rather than an
engineering assessment of a road or bridge’s capacity (Figure 2.11 on
the following page). Several remote and regional councils said that they
rely on ‘local knowledge’ or ‘experience’ to assess claims.

71. For a further discussion of heavy vehicle charging, see Terrill et al 2023.
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Much has been written about the most efficient way to tax road
use. Most experts consider that there should be a charge for
driving — because of the costs that each driver imposes on others
— and that these costs should vary by vehicle mass, the distance
travelled, the location, and the time of day. A charge varying with
mass would mean that drivers of heavy vehicles, which do almost
all of the damage to roads, would pay for the damage they cause.
Those driving further would pay more, as would those driving in
the most in-demand places at peak periods.

Australia is some way from a comprehensive approach to

road user charging for all vehicles, due in no small part to the

lack of availability of a suitable technology to implement it. A
comprehensive scheme would require frequent data collection

on travel throughout the network, and would therefore need an
in-vehicle technology that is not reliant on roadside sensors.

The most promising option would be to fit each vehicle with an
on-board unit capable of receiving GPS signals, but there are
privacy barriers to extending such an approach to private cars and
non-commercial trips that have yet to be overcome.
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And while councils do often grant access, it's generally not in their
interest to do so, because they are left to foot the bill for any damage
that the vehicle does to its roads. Even though most permit requests
are approved within seven days, councils have expressed concern that
some operators would prefer to access roads without a permit than to
wait for approval.”

In addition to damage to their roads, considering access applications
occupies councils’ time. A welcome development is the Tasmanian
government’s development of an automated access system for
Special Purpose Vehicles; this system reduced the number of permit
applications from 700 in 2019 to just 20 in 2022.7® Extending such

a system to a wider set of vehicles and to the rest of the country
would help reduce council red tape and boost freight productivity.
Using current permit data, the National Heavy Vehicle Regulator

has developed a series of key freight routes that cover local roads.”
Opening access to these roads through an automated access system
would benefit the freight industry, as well as reduce the administrative
burden for councils. But as other states begin rolling out programs
similar to the Tasmanian one, they should ensure that they also commit
the necessary funding to collect the road data that would allow the
system to function effectively.

Increasing trucks’ ability to access local roads will, however, only
worsen the funding gap for councils. Local government should not
have to foot the bill for the extra damage to their roads. If councils
agree to open access to these roads, the federal government should
fund engineering assessments of road and bridge capacity, and, in
many cases, upgrades. While today’s larger trucks provide productivity
benefits, many roads and bridges were not built to carry vehicles of that
size and weight.

72. National Transport Commission (2019, pp. 39-42).
73. Houston Kemp (2022).
74. National Heavy Vehicle Regulator (2023).
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Figure 2.11: Many councils use rule of thumb approaches to grant heavy
vehicle access
Share of responding councils, by remoteness
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_ Approve if a similar
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road/bridge capacity
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Source: Grattan Road Manager Survey. See Appendix D for further detail.
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Recommendation 2

The federal government should establish a $200 million per year
fund to assess and upgrade local roads identified as priority freight
routes, in exchange for affected councils providing permit access
to compliant heavy vehicles as of right.

Grattan Institute 2023
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3 Untied funding isn’t going where it is needed

Properly funding local road maintenance requires more than just
increasing the amount of money in the system. The funding should also
be better allocated so that it goes primarily to the councils that need it
the most.

With large road networks and limited revenue, regional and remote
councils are losing the postcode lottery. Without support, some
councils struggle to provide basic services like maintaining roads.

Untied funding — that is, the no-strings-attached grants designed to
enable all councils to provide basic services — isn’t going where it’s
most needed. The main source of untied grants favours more populous
states and allocates too much money to councils that are self-sufficient.

3.1 Some councils need more support

Australians rely on local government for those services that are most
effectively delivered at the local level. Decentralised responsibilities
allow councils to to be accountable and responsive to their local
communities.”® But decentralisation has costs. The postcode lottery
means that some councils struggle to raise enough revenue to meet
basic services expectations. For the national network to remain viable,
these councils need support. The federal government provides untied
funding to supplement the income of these councils while allowing them
to remain responsive to their community in the way they spend.

When it comes to maintaining roads, though, remote and regional
councils face a mismatch in responsibilities and revenue (Figure 3.1).
Councils outside major cities manage 85 per cent of the national
local road network with less than 40 per cent of the total income from
annual rates and charges. More remote councils maintain roads

75. Boadway (2004).

Figure 3.1: Regional and remote councils manage vast road networks
with limited scope to raise revenue

Share of land area, road length, population, and annual rates and charges
income, by remoteness
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50%
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Remote
0%

Land area

Road length  Population Rates income

Sources: ALGA 2021; ABS 2022a, Grattan analysis of publicly available council
budgets and financial statements.
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for populations dispersed over very large areas, have much smaller
populations to tax, and are unable to raise revenue from sources like
parking fees.

This mismatch extends to other services too. The costs per ratepayer
of basic services such as waste and environmental management are
higher in areas where the population is very dispersed. And since
many of the private and public services that are available to most
Australians are not commercially viable in remote areas,’® councils
become providers of last resort for services such as childcare and
aged care, often running them at a loss. Considering these challenges,
it is unsurprising that remote and regional councils are much more
dependent than major city councils on grant funding (Figure 3.2).

In these remote and regional areas, the federal government has

a responsibility to ensure that roads and other services can be
maintained at least to a minimum standard. Remote and regional
roads form important parts of the national network and need to be fit
for purpose. A local road to a farm in regional Queensland can help
provide produce for a supermarket in Adelaide.

To ensure councils can provide at least a basic minimum level of
service, the federal government provides local governments with untied
funding. The funding is intended to enable each council to function at
a standard not significantly lower than the average of other councils,

by considering differences in costs and capacity to raise revenue
(Appendix C). But the federal government does not mandate how
councils spend the money, just as it does not mandate how states
spend their share of the GST. The rationale is to provide the capacity
for a standard of service provision, but not to override the preferences
of communities as expressed to their elected council representatives.

76. Dollery et al (2010).

Figure 3.2: The typical remote council is more dependent on grants for
its revenue
Grants as a percentage of total council revenue

Remote

Regional

Major cities

0% 10% 20% 30% 40% 50%

Notes: Median council in each remoteness area. Data is for councils in NSW and
Victoria.

Source: Grattan analysis of publicly available council budgets and financial statements.
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3.2 ... but the current distribution of funding is not working

Untied funding isn’t going where it is most needed. Problems with the
distribution are disadvantaging some states and causing too large

a share of the funding to go to councils that can already afford to
maintain their roads.

The Financial Assistance Grants are the main way the federal
government gives untied funding to local government, equalling about
$2.6 billion dollars in 2020-21.77 The grants are split into a general
component and a local roads component, although both are untied and
can be spent by councils as they see fit.

The current process of allocating the grants (Box 5 on the next page)
has three significant impacts that should be reviewed. First, the
general component of the Financial Assistance Grants favours densely
populated states. Second, the minimum grant to all councils diverts too
large a share of funding away from councils that are least able to raise
their own revenue. Third, the outdated distribution of the local roads
component creates large variations in outcomes for similar councils

in different parts of the country, and provides too large a share of the
funding to self-sufficient councils.

3.2.1 Federal-to-state distribution favours densely populated
states

The allocation of the Financial Assistance Grants to the states does not
reflect the different makeup of councils in each jurisdiction.

The general component of the grants (69 per cent of the total pool)
is allocated to states based only on their population size. For this
allocation to be consistent with the principle of equalisation, the costs

77. Department of Infrastructure, Transport, Regional Development, Communications
and the Arts (2022).

Figure 3.3: The Northern Territory and Tasmania have many more remote
and regional communities than other states
Share of population by remoteness and state, 2021
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Source: ABS 2021b.

and revenue capacities of councils in different states would have to be
similar.

But the types of council in each state are very different. The NT and
Tasmania have small populations, but are entirely made up of regional
and remote councils (Figure 3.3). In contrast, the vast majority of
people in NSW, Victoria, and the ACT live in major cities, with very few
people living in remote areas, if any.

This leads to undesirable outcomes. States where a larger share of
councils are self-sufficient have a greater capacity to distribute the
grants where they are most needed. As a result, similar councils in
different states end up with very different funding outcomes. Remote

Grattan Institute 2023
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Box 5: How the Financial Assistance Grants work

Each year, the Financial Assistance Grants are distributed from one

|
; ; . I The total funding pool is Federal

large pool of funds.. First, the_total size of the grants is |_ndexed based | indexed annually based on government $0.5b
on national growth in population and CPI. Second, the indexed funds : population growth and CPI
are split into the general component (69 per cent) and local roads e e e e m e e m
component (31 per cent).2 Grants are then allocated to councils via 1 31%
the states in a two-step process.” General s0.8b | Local roads Resil e

1. The fed | s e s component ’ component Recovery

. e federal-state distribution:

» The general component is allocated to each state or territory
based on population size.

Historical
(1 shares (1991)

» The local roads component is divided according to historical
shares of tied roads grants that considered the population,
road length and land area of each state.®

2. For the state-council distribution, shares of the Financial State governments
Assistance grants are allocated according to National Principles
set by the minister (Appendix C on page 70).

» For the general component, state grants commissions
consider how costly it is for each council to provide standard
services and their ability to raise revenue. Grants are then
allocated relative to assessed need. The Act requires that I——--= Sooooos

. . . 1 Councils must be
every council receives a minimum grant of at least 30 per I allocated a minimum of |
cent of an equal-per-capita distribution. : 30 per cent of an equal- | Local
1

(2) [ Road expenditure PE—

per-capita distribution 1 governments

» The local roads component is required to be allocated to
councils based on the relative costs of preserving their road
network, but without consideration of their revenue.

a. Department of Infrastructure, Transport, Regional Development, Communications and the Arts 2022. Roads to Recovery funding is allocated according to the same distribution as
the local roads component.

b. Local Government (Financial Assistance) Act 1995.

c. The exact details of how the historical allocation was calculated are unknown.
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councils in NSW receive over six times more Financial Assistance
Grants funding per person than remote councils in the NT (Figure 3.4).
In fact, the entire NT receives less funding from the general component
of the Financial Assistance Grants than the City of Greater Geelong in
Victoria.”®

Regional and remote councils have the largest spending shortfalls in
their maintenance budgets and the least ability to raise more revenue,
and so are highly dependent on grants. Because these factors are not
considered in the federal allocation to the states, the distribution of the
general component of the Financial Assistance Grants undermines the
ability of councils in less populous states to maintain their roads.

3.2.2 Too much funding goes to self-sufficient councils

The principles that guide the distribution of the Financial assistance
grants from states to councils are incongruent. The horizontal
equalisation principle — that all councils should have the capacity to
provide similar services to their communities — is in tension with the
principle that dictates minimum grants.

The minimum grant requirement recognises that all councils contribute
to the provision of government services and the functioning of the
national road network, and, accordingly, ensures that every council
receives at least 30 per cent of what they would have received under
an equal-per-capita distribution of the Financial Assistance Grants.

But there is currently a massive disparity between the capacity of
councils to serve their communities. The Western Australia Local
Government Grants Commission estimates that in 2020-21, the
average remote council in WA was only capable of raising 71 percent of

78. In the 2022-23 financial year, the NT (population: 230,000) received $17.1
million and City of Greater Geelong (population: 270,000) received $18.9 million
(Department of Infrastructure, Transport, Regional Development, Communications
and the Arts 2023e).

Figure 3.4: Remote councils in less populous states are disadvantaged
by the distribution of grants
Financial Assistance Grants received per capita by remote councils, by state

$1,500

$1,000
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$0
NT SA Tas WA Qld NSW

Notes: Grants received in the 2020-21 financial year. There are no councils in Victoria
with most of their population in a remote area.

Source: Department of Infrastructure, Transport, Regional Development,
Communications and the Arts 2023e.
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the revenue required to provide an average standard of services, even
after receiving the Financial Assistance Grants. In contrast, the average
council in a major city was able to raise 142 per cent of their required
revenue.’®

The proportion of funding going to these self-sufficient councils is large
and growing. The share of Australia’s population living in councils that
receive the minimum grant has increased from 31 per cent in the 2001
financial year to 48 per cent in 2021.8% In turn, this has increased the
amount of funding allocated to self-sufficient councils. In the 2021,
these councils received $260 million of general grant funding, or 14 per
cent of the total.

Lowering the minimum grant wouldn’t materially affect minimum-grant
councils, but it would give an out-sized boost to smaller and more
remote councils. For the typical minimum-grant council, total funding
from the Financial Assistance Grants amounts to just 3 per cent of their
revenue from annual rates and charges. These councils also have the
greatest capacity to raise additional revenue, while still maintaining
much lower rates and charges per person than those in regional and
remote areas. For instance, the Northern Beaches Council in NSW
raised more from parking fees alone than it received in Financial
Assistance Grants in 2022.8!

79. Data taken from the 2020-21 Balance Budget spreadsheet produced by the WA
Local Government Grants Commission (Western Australian Local Government
Grants Commission Annual Report 2020-21 2020). Estimates of revenue include
own-source, Financial Assistance Grants, State Transport Grants and 63 per cent
of Roads to Recovery funding. A council is considered equalised when assessed
revenue is equal to assessed expenditure.

80. Australian National Office of Local Government (2003) and Department of
Infrastructure, Transport, Regional Development, Communications and the Arts
(2023a).

81. In 2021-22, Northern Beaches Council received $10,349,000 in parking area
revenue (Northern Beaches Council 2023, page 131) and $8,358,480 in total
Financial Assistance Grants (Department of Infrastructure, Transport, Regional
Development, Communications and the Arts 2023e).
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Financial Assistance Grants form a much larger proportion of total
income for those councils that receive more than the minimum grant.
The typical council in this category receives grants equal to 26 per cent
of their annual rates and charges revenue. And they are less likely to
be able to raise additional revenue themselves.

For these reasons, a number of independent inquiries conducted in
the past two decades have recommended the reduction or removal of
the minimum grant.8? For as long as funding remains insufficient for
all councils to be able to provide basic services, it is hard to justify its
retention at the current rate of 30 per cent.

Local roads grants are distributed to states according to a historical
allocation of tied roads grants based on the population and road length
of each state. These grants changed from tied to untied in 1991 and
the allocations have not been updated since then.®®

In the past three decades, the road network has changed significantly.®*
A number of jurisdictions claim the allocation between states is no
longer a fair reflection of the network.%®

The exact details of how road grants were originally calculated have
been obscured by a flurry of change in roads grants at the time, and
may date back to before 1981.88 Without knowing the basis for the
allocation, it is impossible to assess its appropriateness in 2023.

82. Parliament of Australia (2003), Henry (2009), Comrie (2013) and Sansom et al
(2013).

83. Australian National Office of Local Government (2003).

84. BITRE (2017).

85. NT Grants Commission (2013) and QLD Local Government Grants Commission
(2013).

86. Australian National Office of Local Government (2003) and BTE (1987).
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Once states receive their share of local roads component, they allocate
the funds to councils based on ‘the relative needs of each local
governing body for roads expenditure and to preserve its road assets’
(Appendix C on page 70).

The concept of ‘relative need’ is vague. The National Principle states
that relative need should consider the ‘length, type and usage of roads’
but makes no mention of the councils’ costs or funds. Each state
grants commission estimates need differently and to a varying degree
of sophistication. This leads to significant variation in how funds are
distributed to similar councils in different states. And no state considers
the revenue-raising ability of councils when allocating the local roads
component.

The formulae used by the grants commissions matter. The local roads
component was $800 million in 2021, but programs such as Roads to
Recovery and the Local Roads and Community Infrastructure Program
allocate funds according to the same model. In 2021, more than $2.8
billion in funding was allocated on the same basis as the local roads
component.®’

The maintenance requirements of a council’s road network are
dependent on the length, type, and usage of the roads; environmental
factors, such as rainfall and soil;#8 and location-specific labour and
materials costs. In some states, these factors are treated in detail to
develop a model for the specific costs each council faces to maintain
its roads. At the other end of the spectrum, some states use a simple
formula of road length and population to allocate funds. Table 3.1
summarises the different inclusions in the states’ formulae.

87. The local roads component of the Financial Assistance Grants equalled $800
million in 2021; phase 1 and 2 of the Local Roads and Community Infrastructure
Program were equal to a combined $1.5 billion in the second half of 2020; and
$2.6 billion of Roads to Recovery funding will be allocated between 2018-19 and
and 2023-24, equalling $520 million per year.

88. D. T. Martin et al (2023).
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Table 3.1: Factors considered by state grants commissions to allocate
road funding

NSW Vic Qd WA Tas SA NT

Road length v v v v v v ov
Road type X - v v

Population v X - X X v X
Remoteness X v - v v v v
Traffic/freight X v - v v X X
Environment X v - v v v X

Minimum standards X X X Ve X X X

Note: Queensland has recently updated its methodology and some details are not
available.

Source: Victorian Local Government Grants Commision 2022; Tasmanian State Grants
Commission 2022a; NT Grants Commission 2021; NSW Local Government Grants
Commission 2021; QLD Local Government Grants Commission 2022; WA Local
Government Grants Commission 2021.
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Different state methods mean similar councils get different outcomes.
Analysis of the methodologies of Queensland, NSW, and Victoria
showed that allocations of the local roads grants to the same council ) o . . .

89 Figure 3.5: A better way to distribute the Financial Assistance Grants
could vary by as much as 77 percent®*® 2 Il

: The total funding pool should : Federal
And not unlike the federal-to-state distribution of general grants, some | be indexed annually based on 1 [EEIEVE
allocations from states to councils favour more populous councils that | population growth and a local |
. ) I government price index :_/'
are more likely to be able to afford road maintenance.* R e l
To make matters worse, no state accounts for council revenue-raising General component + Roads to
ability when allocating local roads grants. The vague principle of local roads component | | Recovery
‘relative need’ means that funding is not in fact allocated to where it |
is most needed. |
Both the general grant and the local roads component are untied. 1) { ]
The.re is no need for the roaQs gomponent to be aIIocateq on. a dlffelter?t : ~ “Roads to Recovery 1
basis to the general grant. Distributing funds on an equalisation basis is | remains tied but is
. . . . <\|
the best way to ensure all councils can afford to maintain their roads. allocated on the same

I basis as the Financial

State governments L - fesistance Orants __

To help address the maintenance spending shortfall, funding for
councils needs to go where it is needed most. The distribution of
the Financial Assistance Grants should be reformed and simplified 2) [
(Figure 3.5) to better ensure all councils have the capacity to provide

basic services such as maintaining their roads. Our proposal to reform

~—
)
~—

the allocation of the Financial Assistance Grants has four parts. 1 Councils must be
I allocated a minimum of
First, similar councils should get similar federal funding. To fix the '10 per cent of an equal- 1 Local .
. - i istri i |
allocation of general and local roads grants to the states, a new model L per-capita distribution | SeE

for the entire funding pool should be implemented. The allocation
should reflect the relative costs and revenue capacities of councils
in different jurisdictions. The Commonwealth Grants Commission,

89. Drew and Dollery (2015).
90. Ibid.
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which recommends the states’ shares of the GST, should be asked to
determine a revised basis for the inter-state distribution of the Financial
Assistance Grants.

It is important that the new funding model is neutral to the policies

and practices of the states, including rate capping. This will ensure
there are no incentives for further cost shifting from state to local
governments. Similarly, the expenditure estimates for councils should
not be dependent on the different council responsibilities, legislated or
otherwise, in each state. Calculations should instead consider average
or typical council expenditure functions across the country, and typical
cost factors such as population, remoteness, and road length.

Second, the minimum grant should be reduced, from 30 to 10 per cent
of an equal-per-capita share, to free up a larger share of the funds for
the councils that have the least scope to raise sufficient revenue for
their spending obligations.

Third, the local roads component of the Financial Assistance Grants is
inconsistently allocated and ignores the different abilities of councils to
raise revenue. The funding should be combined with the general grants
and allocated on the same equalisation basis.

Fourth, the ongoing Roads to Recovery program and other grants,
such as the Local Roads and Community Infrastructure program,
are allocated the same way as the local roads component. Funding
provided under these programs should instead be distributed in the
same way as the general component of the Financial Assistance
Grants.

Under our proposed reforms, the entirety of the Financial Assistance
Grants and Roads to Recovery program would be allocated on an
equalisation basis, subject to a 10 per cent minimum grant that ensures
all councils receive some funding, while a greater share is distributed to
where it is most needed.

Grattan Institute 2023

Figure 3.6: Simplifying the Financial Assistance Grants would help close
the remote and regional funding gap
Median council revenue as share of expenditure need, by remoteness, WA
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Note: Adjusted distribution is determined by lowering the minimum grant to 10% and
allocating the local roads component and Roads to Recovery funding on the same
basis as the general grant (Figure 3.5 on the preceding page).

Source: Values for revenue and expenditure need taken from WA Local Government
Grants Commission calculations (2021 financial year).

If these reforms had been in place in 2021 in WA, they would have
resulted in a minor decrease in funding for major cities, and a
significant boost for remote and regional councils (Figure 3.6). The
typical minimum grant council would have needed to increase annual
rates and charges by just 2 per cent to completely offset this change.
The redistribution would have freed up $57 million to be allocated to
councils receiving more than the minimum grant.
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Recommendation 3

The Federal government should amend the Local Government
(Financial Assistance) Act 1995 and reform the National
Principles:

The allocation of grants to the states should be made
consistent with horizontal equalisation between councils in all
jurisdictions, reflecting the different expenditure needs and
revenue capacities of councils in different states. The
Commonwealth Grants Commission should be tasked with
determining the revised basis for the inter-state distribution of
the Financial Assistance Grants.

The minimum grant should be reduced to 10 per cent of the
per capita share in each state.

The local roads component of the Financial Assistance Grants
should be combined with the general grants and distributed on
the same basis.

Roads to Recovery and similar programs should be allocated
according to the new general grant distribution.

Grattan Institute 2023
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Tied grant funding comes with many conditions. Some are entirely
reasonable, such as the requirement to acquit the money properly. But
there are also obligations on recipients to erect a sign acknowledging
the funding source — rules which not only specify the size of the sign
and prominence of the Australian government crest, but also require
the grant recipient to submit final proofs of the sign design for approval
before production.

Tied grant conditions can be over the top, and they can also have
unintended consequences. Restrictive grant conditions can prevent
councils from timing the spending of the grant to get the best value for
money. When application processes are onerous, the councils least
likely to apply or be successful are often remote and rural councils. And
because funding is generally for new or upgraded roads, it can skew
council priorities towards acquiring additional infrastructure when they
struggle to maintain what they already manage.

Tied grant programs run by federal and state governments often
impose onerous conditions on councils, including lengthy applications,
mandatory signage, submission of works schedules, frequent financial
reporting, and minimum co-contributions.

Restrictive conditions on tied grants also limit the type of work that
councils can use the money for. Departments usually do not allow
maintenance and renewal works to be funded by tied grants.®' Instead,
grant programs favour proposals for new or upgraded infrastructure.

The average council spends almost three hours a week just applying
for grants, on top of any time spent complying with reporting

91. KPMG (2017).
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requirements.®? In 2021, a typical Queensland council received

grants under twenty different state programs, and from seven different
departments, each with their own application processes and reporting
requirements.®® This proliferation of processes results in large-scale
duplication of effort: councils must re-enter variations of the same data
and most departments don’t share information or make use of existing
documentation — such as asset management plans — to streamline the
process.%

There can be good — if limited — reasons for federal and state
governments to provide funding to councils in the form of tied grants
for roads.%

The most important of these is that roads form a network — the
importance of any given road link can extend beyond its immediate
locality. The first and last miles of many freight trips occur on local
roads, and an entire freight route can be compromised by a poorly
performing bridge or stretch of road. Federal and state governments
also share responsibility for road safety, and direct funding to fixing
known crash risk zones or sites; the Black Spot program has been a
broadly successful tied funding initiative that has improved the safety of
the national network.%

92. Grattan Road Manager Survey. See Appendix D for further detail.

93. Queensland Government (2021).

94. KPMG (2017).

95. The general principle governing the carve-up of responsibilities between federal,
state and local governments is that decisions should be taken by the most local
level of government equipped to do so.

96. BITRE (2012).
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When federal and state governments provide tied grants for identified
purposes that go beyond a council’s boundary, they need to ensure the
funds have been spent as intended.

But many of the conditions on tied grants are over the top. For instance,
grants from the Roads to Recovery program can be spent on any road
construction or maintenance projects as long as they are specified in a
submitted works schedule. Despite this, councils must submit quarterly
reports on the progress of the works, as well as an annual financial
report.%” Councils must also erect a Roads to Recovery sign for any
project worth more than $10,000 — an expensive overhead that does
little for accountability.

The balance isn’t right. While councils face onerous application
requirements for small projects, federal and state governments do
not impose the same constraints on themselves. Since 2001, a third
of all transport infrastructure projects valued at $20 million or more
have been committed to by state governments before the financial or
regulatory requirements were in place; only one quarter of projects
valued at $500 million or more and committed to between 2017 and
2020 had an approved business case at the time of the decision to
invest.%

Not only are tied grant conditions unnecessarily onerous, they also
can have unintended consequences. These consequences can be
unnecessarily high costs, unfairly disadvantaging remote and rural
councils, and skewing council priorities to favour new construction over
prudent maintenance.

97. Department of Infrastructure, Transport, Cities and Regional Development (2019).
98. Terrill et al (2020, pp. 19, 31).
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Now is a time of high demand in engineering and construction, due in

large part to the high volume of work under way by state governments.
It is also a time of high demand for road repairs and upgrades by local
government, especially in those areas that have been flooded or burnt
over the past few years.

These high demands, coupled with constraints on the supply of
materials, labour and equipment, have led to significant price escalation
(Figure 4.1 on the following page).®®

Despite supply constraints and cost escalation, most tied grants
programs from state and federal governments require funding to be
spent within short timeframes. Councils must spend Roads to Recovery
grants, for example, within six months of receiving them.

Since construction costs can vary considerably from one year to
another, limiting councils’ flexibility about when to commence work
means that projects can end up costing more than they needed to.

This problem is compounded when councils receive multiple grants with
overlapping deadlines.

More flexibility about project timeframes would allow councils to
spend money when they have the resources, and when prices are
stable. It would also allow them to bundle projects optimally for their
infrastructure needs.

Remote and rural councils have, by design, have received higher levels
of funding under the Black Spot and Roads to Recovery programs
since 2009 than metropolitan councils. There have been particularly

99. Infrastructure Australia (2022).
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high allocations in geographically large council areas of western NSW,
south-west Queensland, and remote WA.'® The Black Spot program,
designed to fund safety initiatives, considers funding applications with a
history of least three casualty crashes in the past five years, and Roads
to Recovery is allocated to councils according to a formula that includes
the criterion of road length.

Often, though, remote and rural councils are disadvantaged in the
allocation of tied grants.

Many tied grants are distributed on a competitive basis, rather

than simply allocating funds to councils based on, for example, the
kilometres of roads they manage. Applications for competitive grants
can consume a lot of time and effort for councils, and councils that can’t
spare the necessary resources are less likely to apply. Application
guidelines regularly require that projects are ‘shovel-ready’, fully
planned, and, in some cases, have a comprehensive business case. "
For resource-constrained councils, developing full project plans and
business cases for works that might not attract funding is not prudent.

State and federal grants also often require councils to match funding
that they receive.'® A respondent in the Grattan road manager survey
explains:

We are only a small council with limited resources and have difficulty
matching funding grants so we are not able to apply.

There are also problems with the way competitive grants are selected
from the pool of those councils that do manage to apply. In 2016, the

100. Terrill (2022, pp. 18-19).

101. KPMG (2017), Department of Infrastructure, Transport, Regional Development
and Communications (2020a) and Department of Infrastructure, Transport,
Regional Development and Communications (2020b).

102. KPMG (2017), Department of Infrastructure, Transport, Regional Development
and Communications (2020a) and Department of Infrastructure, Transport,
Regional Development and Communications (2020b).
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Figure 4.1: There are good times and bad times to spend money on
construction
Producer price index, road and bridge construction, Australia

150

125

100

75

O T T T T T
2000 2005 2010 2015 2020

Note: Grey areas reflect periods of flat PPI growth, including between 2014 and late
2016, and 2019 to early 2021.

Source: ABS 2023d.
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Australian National Audit Office found that the selection of federal
Bridges Renewal grants favoured large projects, despite smaller
proposals having similar relative benefits.%3

The same report found that the program did not consider the financial
capacity of councils. Tied grants have the biggest impact when they
enable projects that wouldn'’t otherwise be completed. Failing to take
into account councils’ ability to pay means funding is not going where it
would have most impact.

Tied grant programs usually fund new or upgraded infrastructure rather
than maintenance or renewal. But new roads add to council liabilities:
the up-front cost of a road represents only about a fifth of its lifetime
cost.

Several councils told us that they prioritise spending based on the
availability of grant funding from the federal or state government. One
council stated that it ‘currently favours construction (over maintenance)
because of significant grant opportunities available’, while another
stated that it gives priority to co-funded projects, with ‘100 per cent
rates-funded projects given the lowest priority’.104

If councils are struggling to maintain the roads already they have,
adding new ones is brewing a problem for later.

Federal and state governments should only impose application
and compliance costs and restrictions that are reasonable and
proportionate.

103. ANAO (2016).
104. Grattan Road Manager Survey. See Appendix D for further detail.
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Recommendation 4

Federal and state governments should:

allocate a greater share of council funding on an untied basis;
provide councils a minimum of two years to acquit grants;

ensure maintenance and renewal spending is eligible for tied
grant funding where consistent with objective criteria (e.g
improving heavy vehicle access);

account for the ongoing costs of maintaining new investment
when allocating tied grants;

minimise duplication in grants administration by standardising
and sharing application and reporting data between
departments;

by default, provide funding on an allocative rather than
competitive basis; and

minimise any co-contribution requirements, and where a
business case is required, include this in the grant funding.
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Road asset management is the systematic approach to the stewardship
of roads. It covers the full range of activities from design, construction,
commissioning, operating, maintaining, repairing, and modifying roads,
through to replacing or decommissioning them at the end of their useful
lives.

There are well-established international standards for asset
management, and no shortage of Australian guidance that translates
these standards into practical recommendations for local government
road managers.'%® But there is a serious mismatch between what
councils are supposed to do and what they actually do.

This chapter explains the shortcomings in current road management
practices: the lack of adequate data collection, missing or poor-quality
asset management planning documents, and the frequent failure to
consult communities on their road priorities. It then lays out the reasons
for these shortcomings: the challenges in finding and retaining staff, the
poor state of sector-wide data for comparative purposes, and the cost
barriers some councils face to accessing road survey and predictive
maintenance technology.

Federal and state governments can take practical steps to address
these problems and ensure that councils can manage their roads
properly. The federal government should start by establishing a national
road hierarchy, together with national service level standards. Both
federal and state governments will also need to support a major
step-up in the quality and standardisation of road data that councils
collect so that local governments can determine and deliver the service
levels that their communities want and value.

105. Councils responding to the Grattan Road Manager Survey commonly listed at
least five different Australian guides.
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Collectively, local governments manage almost $600 billion in assets,
and spend more than $45 billion each year providing services to their
communities, including about $5 billion on roads.'%

Managing extensive assets in a way that meets community expecta-
tions while balancing costs and risks is not easy. It requires high-quality
and timely data, extensive planning in collaboration with the community,
and following through with those plans.

But many councils don’t even know what roads and bridges they
manage, or meet legislated requirements for planning and community
consultation.

Despite the importance of high-quality data, one quarter of councils do
not know how many bridges they are responsible for, or the number
and length of roads in their jurisdiction, even within + 10 per cent
accuracy (Figure 5.1 on the next page). For remote councils, whose
roads cover much larger land areas, this figure is closer to a half.

In just one five-year period, Queensland councils ‘found’ 44 assets
valued at a total of $1.3 billion, which had never previously been
recorded in their financial statements.? It is very difficult to effectively
manage an asset that you don’t even know you have.

106. ABS (2023a).
107. Queensland Audit Office (2023a, p. 17).
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More detailed information is even more scarce. Only 15 per cent of
councils have accurate data on the traffic flows on their roads, and
just over a third know the load capacity of their bridges (Figure 5.2 on
the following page). Councils located in major cities are more likely to
have accurate data, particularly more complex data on traffic flows, for
instance, and the age of roads and bridges.

In addition to information about their roads and bridges, councils also
need to know how much it costs to look after them. Knowing the costs
of different maintenance activities — and the share of roads that may
require those activities — allows councils to make trade-offs about when
to perform maintenance activities. Costs are also an important input to
financial planning, and decisions to invest in new roads.

But very few councils know the average cost of performing different
maintenance and renewal activities, such as re-filling a pothole or re-
sealing a portion of a road (Figure 5.3 on page 50). And even fewer
know how much maintenance activities for different road types typically
cost on an annual basis.

A recent audit of five Victorian councils found that none of the audited
councils had information on the unit costs of reactive maintenance
activities.’®® These councils would therefore be unable to determine
whether they could save money by completing more preventative
maintenance, rather than waiting for a defect to occur.

Given the extensive asset holdings of local government, long-term
planning is essential to make informed decisions, ensure councils
remain financially viable, and provide the best value to their
communities.

108. VAGO (2021, pp. 29-30).
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Figure 5.1: The more remote a council, the less likely it is to have data
on its roads
Share of surveyed councils with accurate asset data, by remoteness
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Source: Grattan Road Manager Survey, 2023. See Appendix D for further detail.
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To ensure this, legislation in every state and territory requires councils
to prepare planning documents. The most relevant planning documents
for managing roads are asset management plans and long-term
financial plans. These are a requirement in most states, and typically
must cover around a 10-year time period.'” These plans are usually
publicly available, and can be used by council to inform, and consult
with, their communities.

Asset management plans show how councils will meet the service
demands of their communities within their budgets over the long term.
They consider factors such as the council’s asset portfolio, the levels
of service they will meet, how performance will be measured, asset
life-cycles, how they will manage risk, and ways of improving their
assets or processes. Typically, a council will have an overarching asset
strategy with asset management plans for different types of assets
sitting underneath it.

Long-term financial plans help councils to balance competing spending
priorities, and ensure they remain financially viable. They outline how
a council will fund the upgrade or renewal of assets when required,
determine affordable service level objectives, and ensure sustainable
ongoing service delivery.

The asset management plans and long-term financial plan should be
linked. Financial projections from asset management plans should be
incorporated into the financial plan, and used to assess risks and trade-
offs.

Despite their importance, many councils have poor quality plans, or
don’t have them at all. Of the councils that responded to the Grattan
Road Manager Survey, 72 per cent report having an in-date asset
management plan, 62 per cent have an in-date long-term financial

109. State and territory legislation. Queensland councils are no longer required to
provide long-term financial plans.

Figure 5.2: Many councils lack basic information about the roads and
bridges they manage
Share of surveyed councils
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Number of bridges _l.
Number and length of roads _..
Condition of roads _-.
Age of bridges _--
Age of roads _--
Load capacity of bridges ---
Traffic on roads ---
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Source: Grattan Road Manager Survey, 2023. See Appendix D for further detail.
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plan, and just half of councils have integrated the two plans, as is best
practice.'"™® Remote councils are least likely to have plans, but even
among inner-city councils, more than one-third of those surveyed did
not have integrated planning documents (Figure 5.4 on the following

page).

Even when councils do have these key planning documents, they are
often of low quality. This is echoed across the country: the Queensland
Auditor-General found that ‘most councils plan poorly for the long
term’, and that their long-term financial plans ‘lack substance and
rigour’;'"" in 2019 the South Australian Productivity Commission found
that the quality of long-term financial plans and asset management
plans across the sector were ‘variable’;''? and the most recent National
State of the Assets report makes clear that long-term planning by local
government remains at ‘unacceptable levels’.!"®

Non-existent or poor-quality planning exposes councils to several
potential challenges.

The first challenge is that poor planning can cause councils to invest
in assets that are not affordable over the long term, or to overlook the
ongoing costs of new road assets when weighing up whether to invest
in them.

Some councils prioritise spending on new or upgraded roads because
state and federal grant funding often prioritises politically popular
‘ribbon-cutting’ projects.'* But such projects often result in a large

110. In the most recent National State of the Assets report, 80 per cent of councils
said they had an in-date asset management plan for roads, and 67 per cent said
they had one across each of their major asset classes in 2020. This rate has
been declining over time. 86 per cent report having a long-term financial plan:
Verity 2021.

111. Queensland Audit Office (2023b, p. 3).

112. SA Productivity Commission (2019, p. 19).

113. Verity (2021, p. 79).

114. Grattan Road Manager Survey.

Figure 5.3: Many councils don’t know the cost of maintenance activities
Share of surveyed councils who could provide information on maintenance
costs
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Source: Grattan Road Manager Survey, 2023. See Appendix D for further detail.
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ongoing liability for councils since they have to fund the maintenance
of that new road or bridge for years into the future.

If councils do not understand and plan for these ongoing expenses,
they may find themselves in financial trouble. For example, one council
in Queensland invested in a new asset only to find that the ongoing
maintenance cost was five times what they had initially expected.'"®

High-quality financial forecasts would help councils understand the
relationship between how much they spend on an asset, their debt
levels, the ongoing expenses on that asset, and trade-offs with other
spending options. But financial forecasts are often of low quality or not
integrated with other plans, either because of poor-quality or missing
data, a lack of staff resources, or because staff don’t value them.

Councils can decide not to accept grant funding for new assets.

But it can be very difficult to turn down any funding when budgets

are constrained — and difficult also to justify such a decision to
ratepayers.''® Accurate financial plans may assist councils in deciding
whether to accept grant funding for new projects, and to explain their
decision to the community.

Similarly, when asset management plans and financial plans are
inaccurate or infrequently updated, a council may make decisions
based on outdated or incorrect information. Asset management plans
should be ‘living’ documents that are continuously updated so that any
investment decisions are made with the most current information. But
of five councils audited in Queensland, none assess the information in
their asset management plans to see if it needs updating.'"”

As the National State of Assets report concludes:

115. Queensland Audit Office (2023b, p. 4).
116. Grattan Road Manager Survey.
117. Verity (2021, p. 11).
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Figure 5.4: Many councils are not adequately planning
Share of surveyed councils with plans, by remoteness
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Source: Grattan Road Manager Survey, 2023. See Appendix D for further detail.
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The reliability of data inputs is unacceptably low. This indicates that
there continues to be lower levels of knowledge and confidence in
planning for infrastructure that meets needs now and in the future;
and understanding whether local government is accommodating as-
set renewal and replacement needs in an optimal and cost-effective
way from a timing perspective relative to the risks it is prepared to
accept, and the service levels it wishes to maintain.''8

A lack of sophistication when it comes to planning and forecasts leads
to a second challenge for some councils: it limits their ability to use
borrowing as a tool for managing their roads.

Borrowing may be used to complete maintenance works at the optimal
time, so reducing the cost of maintenance over the life-cycle and
improving the experience of road users. Borrowing can also be used
to smooth out the cost of large infrastructure costs over time. This
smoothing allows the cost of the asset to be borne by its users, rather
than just those paying rates at the time of the investment.

This is particularly relevant for local government, because councils
have very large holdings of infrastructure assets with long lives. The
local government sector has asset holdings of more than 10 times the
value of its annual revenue, compared to 4.8 times for states, and 1.3
times for the federal government.

But most councils rely very little on debt. Council liabilities as a share
of revenue, and their interest expenses, are much lower than for
other levels of government (Figure 5.5). And on average, council debt
remains well below benchmark levels. In NSW the average debt to
service ratio (which measures the availability of cash to service debt)
is 67.1 - dramatically above the benchmark of 2.0 or higher.'"®

Major-city councils, which typically have higher incomes and more
sophisticated practices, have higher rates of borrowing than regional

118. lbid (p. 77).
119. Your Council NSW (2021).

Figure 5.5: More sophisticated planning would allow councils to make
greater use of debt
Financial aggregates, by level of government
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and remote areas. City councils’ liabilities as a share of their annual
revenue is twice that of remote councils, and almost 20 per cent higher
than regional councils.?®

Improvements in planning and more sophisticated asset management
would enable greater use of borrowing, and so improve the service
levels councils can offer their communities within their assigned
budgets. Greater certainty of funding would also increase councils’
ability to safely use borrowing as part of their asset management
strategy.

A third problem associated with poor planning is that it opens up
councils to litigation if something goes wrong. In Victoria, for instance,
it is up councils to decide whether to implement a road management
plan. These documents, developed in consultation with the community,
outline timeframes for collecting condition data and for responding to
any defects with a road. But if a council does not adhere to its plan,

it may be at risk of civil action arising from road defects. In one case,
where a citizen was injured by tripping on a damaged footpath, the
court decided that the council could not use in its defence compliance
with a road management plan, because the council had missed the
requirement to inspect a footpath every 18 months by two days.'?!

Despite this risk, an audit of five councils found that two missed the
defect response times outlined in their plan more than 60 per cent
of the time. Four had gaps in compliance, and three had inaccurate
records of the days they completed inspections.'??

The last problem poor planning creates is simply that when councils
do not plan, they also do not consult the community on what they
are doing. This prevents them from responding to the community’s
preferences. This is discussed in the next section.

120. Grattan analysis of publicly available council budget information.
121. Kennedy v Shire of Campaspe.
122. VAGO (2021, pp. 6-7).
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The Acts governing the role of local government in each state and
territory typically mandate some services councils must provide their
communities, but leave wide scope for additional discretionary service
provision.

Those services that are required by state legislation can also be
provided to varying service level standards, with different costs and
associated risks. For example, a council could choose to re-seal a
sealed road more frequently, or with a more expensive seal type, in
order to enable higher speed limits, greater comfort for drivers, and less
fuel consumption. But that choice would lead to an ongoing financial
cost that would need to be funded either through rates or cuts to
another council service.

A core — and often legislated — role of local government is to consult
with the community to establish the services and service standards
that are financially sustainable and at a cost and risk level that are
acceptable to the community.

But an audit of five councils in Queensland found that no council could
demonstrate that it ‘engaged with the community on what condition
level they should maintain assets to, and what that would mean for its
financial sustainability.?® In Victoria, an audit concluded that ‘none

of the audited councils effectively engage with the community to
understand their preferences around road service level’.2*

And when we asked councils how they prioritise road-related
maintenance and construction, and how they set service level
standards for their road assets, few were able to outline a process of
community consultation.

123. Queensland Audit Office (2023b, p. 33).
124. VAGO (2021, p. 28).
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Councils stated that they set service level standards using a range

of strategies, with the most commonly listed strategies being on a
historical basis (34 per cent); according to available funding (31 per
cent), or based on outlined plans, such as asset or road management
plans (23 per cent).'2

Better-resourced inner regional and city councils were more likely to
report having deliberate community engagement processes, and to
have publicly available service level standards outlined in their planning
documents.

For example, one inner regional council in NSW stated:

‘Through our Community Strategy Plan and community engagement
practices we have expected Levels of Service standards. These are
currently outlined in our Asset, Road, and Infrastructure Plans.

But more commonly, community engagement is driven by customer
complaints or requests, or based on ‘assumed community expec-
tations’. And 17 per cent of councils report having no service level
standards set at all.

Remote and outer-regional councils often reported not having service
level standards, or basing service levels only on a historical basis, or
available funding:

‘Service levels are in councils Asset Management Plan, however due
to funding levels all maintenance activities are based on customer
complaints, road inspections and condition assessment.

‘They are largely based on finances, and make little to no distinction
between hierarchy, users, etc.

125. Some councils do consult their communities when developing asset management
plans; consultation is a requirement when developing a road management plan in
Victoria.
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Several councils point out that they do not have funding to meet
basic service levels, and until they do there is no point having a more
complex system:

‘Where pavement failure is allowing water ingress, these roads
become a priority for pavement renewal and reseal which is pretty
much all we have funds for.’

‘Our rural road network is not complex. Once we have basic condition
of seal under control we can become more cultured in our approach
to levels of service.

Others point out that they are struggling to meet community
expectations, but are unable to improve with current funding levels:

‘Staff do the best they can to manage risk within available budget.
This means we often don’t get to fix things people are complaining
about which makes our reputation in the community worse.’

‘We have a baseline level of service to meet budget constraints,
however community expectations are higher.

Despite these constraints, collecting information about what
communities want can help councils to prioritise expenditure, and
educating the community about budget constraints and the trade-offs
involved in road maintenance may also help councils that are struggling
to meet community expectations.

Deliberate and structured community engagement will be particularly
important for councils allocated additional funding if Grattan’s funding
reforms are implemented.

Many councils’ asset management practices are far from perfect, but a
number of headwinds prevent them from doing better. A combination of
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factors, including poor data quality, a lack of skill, time, technology, and
funding, and a large amount of state regulation that is not backed up
with support, puts councils in an impossible position.

A lack of qualified staff, and difficulty accessing and funding training
programs for staff, is a challenge for local government.

Almost 90 per cent of respondents to Grattan’s survey reported having
difficulty hiring in the past 12 months. More than half of responding
councils had difficulty hiring engineers, with asset managers and
project managers also commonly listed.

Councils give several reasons why they struggled to attract engineers.
These include a limited pool of talent to draw from; high industry
demand; inability to compete with private sector remuneration; lack of
access to overseas talent; and a lack of regional housing availability. 26

Similar challenges may make hiring asset managers difficult. In a
survey of Queensland councils, 65 per cent of respondents said
that it was difficult to attract and retain staff with the necessary
asset management competencies.'?” Part of the difficulty was that
councils could not compete with private sector wages for skilled and
experienced asset managers.

Asset management is also a job that has become more complex

over time, limiting the pool of viable candidates. Changes to state

and territory legislation mean councils are now required to have
detailed long-term planning documents and more extensive community
consultation, and external factors such as the increasing frequency

of extreme weather events has added complexity and additional
risk-management competencies to the role. As the National State of

126. SGS Economics (2022, p. 58).
127. Queensland Audit Office (2023a, p. 20).
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the Assets report puts it, asset managers now require ‘not just technical
expertise, but strategic and financial planning insight, and stakeholder
engagement’.'?®

This struggle to find staff reflects the experiences of the construction
industry more broadly. Infrastructure investment by federal, state,
and territory governments has soared in recent years. According to
Infrastructure Australia, the pipeline of major public infrastructure
projects is valued at $237 billion over the next five years, reflecting an
increase of $15 billion in the last 12 months.2®

In 2019, Infrastructure Australia warned that ‘while large-scale projects
are becoming commonplace, they are also stretching the capacity of
industry and government’.'® In March 2020, the Council of Australian
Governments decided that it needed to start monitoring infrastructure
market conditions and capacity.'®' Booming demand, as well as a

drop in overseas migration between 2019 and 2022 when international
borders closed, has led to shortages of skilled labour in the industry,
particularly for engineers, architects and scientists.'®? The industry also
reports a 24 per cent increase in the cost of construction materials, and
17 per cent increase in labour input costs, over twelve months. 33

Meanwhile, the number of people working in local government has
been in decline since 2016."3

Staffing problems are particularly acute in regional and remote
councils. In NSW, very remote councils on average have just 60
full-time equivalent staff members, compared to 709 in councils

128. Verity (2021, p. 81).

129. Infrastructure Australia (2022, p. 12).
130. Infrastructure Australia (2019, p. 208).
131. Peter Gutwein (2023).

132. Infrastructure Australia (2022).

133. SGS Economics (2022, p. 12).

134. Ibid.
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located in major cities.'> While these staff are servicing much smaller
populations, they do not have the benefit of economies of scale, and
each staff member is stretched across more functions.

Limited staffing is particularly concerning when it comes to managing
roads because remote councils have large and dispersed road
networks. More than half of councils in major cities have multiple
full-time equivalent staff dedicated to asset management work, while
just under half of regional councils, and the vast majority of remote
councils, do not even have one person working full time on road
management (Figure 5.6), despite the fact that they are managing
much more extensive road networks.'3¢

5.2.2 Sector-wide data is extremely poor

Accurate and comparable data across councils is beneficial to councils,

rate-payers, the federal and state governments. It helps councils to
prioritise work, manage their finances, measure and improve their
performance, plan for the future, and consult their communities. It also
gives ratepayers information about the performance of their council.
And it helps all levels of government to understand where there are
deficiencies in the road network that require intervention.

The importance of collecting data is recognised by the sector, and data

collection has improved over time.

Since 2013, the Australian Local Government Association has
commissioned an annual report on the state of local government

135. NSW Office of Local Government (2023).

136. Major city councils manage 752km of road on average, compared with 1,483km
for regional councils and 1,232km for remote councils (Grattan analysis of ALGA
2021). This is a measure of road length only: capital cities are likely to have
additional lanes and a greater share of sealed roads.

Figure 5.6: Remote and regional councils have fewer staff dedicated to
asset management

Full-time equivalent (FTE) asset management staff by remoteness, share of
surveyed councils
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Source: Grattan Road Manager Survey, 2023. See Appendix D for further detail.
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assets, intended to help provide information to stakeholders, policy
makers and decision makers.'3’

And since 2005, the Australian Local Government Association and the
Institute of Public Works Engineering Australia have jointly collected
and compiled data for the National Local Roads Data System on
council road and bridge assets, including inventory, expenditure, and
financial data on replacement costs and depreciable amounts. This

is an important step in understanding our road network, its costs, and
where greater investment is needed.

Several states have implemented state-wide performance reporting
frameworks. The most developed of these is Victoria’s, which collects
annual data from councils on their assets, including measures on the
costs of re-sealing and re-construction costs to enable benchmarking
across councils and years.'®® This allows communities to see how their
councils are performing, and it helps councils learn from each other to
find cost reductions or ways of improving service provision.

And many councils have committed to improving their own data
collection and storage practices.

But while advances have been made in data collection, much of it
remains unreliable, or not fit for purpose.

Several datasets collected by state authorities or the local government

sector are not audited, and have major errors that limit their usefulness.

The National State of the Assets report is based on voluntary and
self-reported data from councils, which — the report itself notes — have
‘unacceptably low reliability’."°

137. Verity (2021).
138. Local Government Victoria (2023a).
139. Verity (2021, p. 77).
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In the latest report, less than 20 per cent of responding councils said
they base their infrastructure performance data on high-quality evi-
dence, such as sound and current records, procedures, investigations,
and analysis. Almost 60 per cent report having low confidence in data
relating to whether assets are suitable for their intended purpose, or
require updates, or are meeting capacity requirements.'*® And one fifth
of councils report having low confidence in their data on the condition
of their assets.'*!

The usefulness of the National Local Roads Data System is also limited
by significant errors. For example, one council in NSW reported that
their sealed roads increased from 187km in 2019 to 1,424km in 2020.
Another council in Victoria reported spending just $2,300 maintaining a
network of 526km of unsealed roads in 2018.142

Such obvious errors make these datasets unreliable for decision-
making because users cannot trust that the information is accurate,
even when it is less obviously incorrect.

In some cases, the data that are collected are not fit for purpose.

Victoria was the first state to introduce state-wide benchmarking.

Its benchmarking tool compiles all relevant data and provides an
interactive dashboard interface. Benchmarking is valuable to councils
because it allows them to evaluate their own performance, both over
time and relative to similar councils. It can also help ratepayers to
understand the performance of their council, and how their rates are
being used.

140. Ibid (p. 27).

141. ‘Low’ confidence refers to data based on expert judgement or low-quality
evidence. May be estimated or extrapolated. Accuracy * 40 per cent.

142. ALGA (2021).
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The Victorian benchmarking tool offers a model for other states, though
further refinements could improve it in several ways.

First, the quality of the data it relies on is, at times, inaccurate, as
outlined in the previous section.

Second, the dashboard should include more of the factors that make
some roads more difficult or expensive to maintain, such as traffic
counts or climate.’?

Third, the inclusion of council targets would give context to what the
council is aiming to achieve. This would require further work: a 2018
audit in NSW found that a third of councils did not have related targets
for service delivery,'** and a Victorian audit of five councils found that
two had not adopted targets for performance reporting indicators.'4°

Benchmarking tools should include outcomes measures. Outcome
measures would improve councils’ performance reporting: without
them, it is impossible to determine whether a council is delivering
services effectively or is improving over time. According to the state
auditor-general, Victoria’s council performance benchmarking is ‘not yet
realising its full potential because it lacks good outcomes measures’,'46
while in NSW 80 per cent of councils report on outputs, but only 40 per
cent report on outcomes.'#’

Outcomes can be much more difficult to measure than outputs. For
example, a council might improve its maintenance practices but a
season of particularly bad weather could mean that the condition of a
road deteriorates anyway. In these cases, additional context and proxy

143. VAGO (2021, p. 4).0One helpful step in Victoria is that councils can provide
commentary on a given metric in a given year, with these linked to the dashboard.

144. Audit Office of New South Wales (2018).

145. VAGO (2021).

146. Ibid (p. 8).

147. SA Productivity Commission (2019).

Grattan Institute 2023

indicators — such as community surveys assessing views of councils’
performance, and the tracking of achievements against targets — can
provide useful information. More detailed assessments of outcomes
should also be done through regular service reviews that consider
costs, community demands and satisfaction, financial sustainability,
and alternatives for service provision.

For best practice asset management, councils need the right
technology for data collection, as well as software to store the
information and inform decision-making.

The first step is to collect timely and high-quality data on the condition
of the road network. But it’s hard to do that when councils do not have
access to, or choose not to use, the best technology for collecting data.

Data on the condition of roads is essential for councils, but it is complex
to collect. Best practice guides recommend that councils survey the
condition every 2-5 years, depending on the road type, and most
councils (97 per cent) report having collected condition data on their
road network within the past five years (Figure 5.2).

But many councils only assess the condition of their roads using visual
inspections. An audit of five Victorian councils, for instance, found that
three of the councils relied only on visual inspections to determine the
condition of their roads.'#® Visually inspecting each road in a network
is not only time-consuming for council staff, but provides very limited
information: a road may look perfectly fine on the surface despite major
problems with the underlying pavement.

Modern road survey equipment can provide a timely and accurate
picture of the condition of roads that includes measures that can’t

148. VAGO (2021, pp. 24-25).
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be observed by a visual inspection of the road. This equipment
includes laser-based devices which detect the surface texture of roads;
monitoring equipment, such as survey vehicles capable of collecting
strength, roughness and texture data; ground-penetrating radar to
estimate gravel loss from unsealed roads; and cameras affixed to
garbage trucks or other council service vehicles.

But many councils say that such technology is not affordable or that
they do not consider it cost-effective.'® Some councils report that
detailed condition data would not assist their decision-making anyway,
since they can only only afford to fix the absolute worst roads, and they
don’t need sophisticated technology to determine which ones those
are.

Once councils have collected condition data, the second step is to use
it to better understand their network, to prioritise maintenance activities
within their budget, and conduct maintenance activities at the optimal
time to minimise costs to both drivers and councils over the life of the
asset.

Predictive modelling software helps councils by predicting where
maintenance will be needed. It can be used to show the condition of
specific roads or the overall network under different funding scenarios,
and predict when roads will require maintenance to avoid deteriorating
past set intervention levels. Road managers then inspect the road
segment to verify whether maintenance work is required.

However, such modelling requires accurate input data on road and
bridge assets and their condition, as well as technical expertise to use
the software.

In the Grattan Road Manager Survey, several councils, particularly
those in outer-regional and remote areas, report not using any asset
management software, and a number report using spreadsheets only.

149. Grattan Road Manager Survey, 2023. See Appendix D for further detail.
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Many of those councils that are using specialised software report
problems, including consuming too much staff time, requiring manual
data inputs, or only being able to model the condition of the entire
network and not specific roads.

When councils were asked what technology or practices would help
them manage their assets better, but were not currently affordable,
the most common answers were new or upgraded asset management
software, and better condition data collection and storage. Several
councils also mentioned that preventative maintenance practices were
not affordable.

Improving councils’ performance on road management will require

a long-term approach that addresses deficiencies in funding, data,
technology, staff, planning, and community consultation. This new
approach should be jointly driven by the federal government and local
governments to ensure it is nationally consistent, is genuinely helpful
for all types of local governments, and that any additional burden
placed on local government provides value. It should include national
standards for different types of roads, a consistent and reliable way of
measuring performance against those standards, and an improvement
in councils’ asset management planning.

While different parts of the road network are managed by different
jurisdictions, Australian drivers use all roads — local roads, arterial
roads and the freeways and other major roads of the national network
— without regard to ownership or management responsibilities. The
federal government has a role in ensuring the entire network meets a
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minimum standard and allows people and freight to travel safely and
efficiently across the country.

But Australia does not have any minimum service level standards for
our road network. Instead, councils are left to determine the standard
of their networks.

Not every Australian road needs to meet the same service level
standards — a suburban cul-de-sac does not need to be built or
maintained to the same condition as a highway. To cater for these
differences, the first step in determining service level standards

is to establish a road hierarchy. New Zealand, which has recently
undertaken to establish a hierarchy for its road network, provides an
example of how this can be done (Box 6).

While various classifications for roads exist across Australia, all local
roads are typically classified in a single category. This does not
acknowledge the differences between a street in the Sydney CBD, a
road connecting farms to a major freight route, and a small access road
to one remote property. These differences need to be considered when
setting service levels, so the road hierarchy must distinguish between
different types of locally managed roads.

Any standard should consider the expected benefits of additional
funding for higher-quality roads, and trade these off against costs, risks,
and other government objectives.'°

In November 2018, infrastructure and transport ministers did agree to
develop service level standards for Australian roads.'®' In 2020, the
infrastructure department conducted a round of consultation on the
design of these standards and other proposals for reforming the way

150. See Chow et al 2018 for a useful framework for measuring the benefits of road
investments.
151. HVRR (2023).
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New Zealand is in the process of implementing a nation-wide road
hierarchy.2 Roads are given a classification based both on the
road’s ‘function’ as a transport corridor for vehicles, and its ‘place’
as a destination for people.

A road with a high ranking for ‘place’ might be one in an area
with a high number of pedestrians, or with high-use adjacent
land, such as a high-rise office building, while a high ranking for
‘function’ would mean the road is heavily used by many cars and
freight vehicles.

There are 12 different classifications, with a separate criteria for
urban and rural roads. Each classification has underlying metrics,
and every council has classified their roads according to this
framework. The NZ Transport Agency sponsors data collection
and peer benchmarking of road performance across all local
councils. This can then feed into investment decisions, business
cases, asset management plans and setting speed limits.

The primary benefit of this hierarchy is that it enables the
integration of land use and transport to support planning as well
as more strategic and informed decision-making about road
investment and maintenance. It also aligns with other government
policy, such as reaching net zero, and assists councils to prioritise
their spending on roads that contribute most to the local economy.

The next step will be to determine and measure the levels of
service framework, and to connect the one network framework
outcomes with technical measures of road quality.

a. Waka Kotahi NZ Transport Agency (2023).
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heavy vehicle charges are set and invested. But standards are yet to
be implemented.

Recommendation 5

The federal government should establish a national road hierarchy
and associated minimum service level standards, which includes
the local road network.

Once the hierarchy is established, the federal government, in
consultation with state and local government, should set minimum
standards for the condition of each road type in the hierarchy.

These service level standards should provide common language

that maps technical standards, as understood by road engineers,

to language that is meaningful to road users. For example, the
‘community’ level of service of a given road may relate to whether it

is comfortable to drive on at its assigned speed limit, while its ‘technical’
level of service might be assessed according to a specific roughness
index, or a certain score on a community satisfaction survey.

Consistent minimum standards require consistent measurement of how
our roads perform against those standards. But current practices differ
substantially across councils. For example, different councils report
very different estimates of the useful life of a typical sealed road: for
some it’s 10 years, and for others it's more than 100 years (Figure 5.7).

This variation may reflect councils genuinely not knowing the life of an
asset, or an attempt by some councils to appear more financially viable
by reducing the annual depreciation expense of their road assets. A
road that cost $100 million to build would have an annual depreciation
cost of $5 million if it was expected to last 20 years, but its annual
depreciation cost would be just $1 million if it is expected to last 100

Figure 5.7: Different councils report vastly different expected life-spans

for similar roads
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Source: IPWEA NSW 2020.

Grattan Institute 2023

61



Potholes and pitfalls: How to fix local roads

years. This might make a council appear to be doing better financially
than a council that reports more accurate depreciation expenses.

To ensure consistency and comparability, the federal government
should establish metrics associated with each aspect of the road
minimum standards, and consistent ways of measuring and reporting
on these metrics. This will require close consultation with state and
local governments to ensure the metrics relate to characteristics
that matter to road users, can feasibly be collected, and are useful
measures that are worth the additional administrative burden they
may place on councils. The metrics should be specific about how
measurement should occur so as to ensure consistency. This might
vary across the hierarchy: roads higher in the hierarchy, for example,
might require more detailed measurement.

Some attempts have already been made to create standardised
datasets that could serve as a useful starting point for a national
dataset. Under the Victorian government’s Rural Road Support
Package, for example, a common dataset was produced for 11 regional
Victorian councils.'2 The Austroads Data Standards also contains a
shortened list of key variables that all road managers should have. 3
These would be a useful starting point when considering which metrics
to include.

152. Local Government Victoria (2023b).
153. T. Martin et al (2023).
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Recommendation 6

The federal government, in consultation with states and local
councils, should establish a list of metrics attached to the road
hierarchy. These metrics should:

be measurable, with only a small list of essential data items
related to roads;

enable the measurement of achievement against the minimum
standards, with technical measures mapped to community
standards;

provide a detailed explanation of how the data should be
collected to ensure it is consistent across councils;

be suitable for determining which roads require upgrades to
meet minimum standards based on the road hierarchy;

be suitable for benchmarking costs;

include measures of the quality of services, as well as
outcomes, and context that may explain differences in costs
and performance.

Some councils do not have the staff time and capability, or the
technology, to capture required data. The burden of collecting
additional data can be large for already resource-constrained councils.
In the first three years of Victoria’s performance-reporting framework,
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for instance, councils had an average of ten interactions per year with
the team collecting the data.'®*

Councils will need support to collect the required data. This may
involve the federal government providing direct support, such as
sending a team out to councils every 2-5 years to collect the required
data, providing councils with access to the technology and staff training
they require to develop their own capability to collect the data, or

a combination of both. This effort should be funded by the federal
government, and provided in collaboration with the Australian Local
Government Association. The ALGA should then audit the data to
ensure it is of high quality, accurate, and reliable.

Once audited, the data should be made available to councils and the
public, both in raw form, and through an interactive dashboard that
allows comparison between similar councils. It should be supplemented
with data on councils available from other sources, such as the
Australian Bureau of Statistics. This data collection would supersede
the need for state-based data collection, and any duplicative processes
should be embedded in the national process.

Recommendation 7

The federal government should provide funding, and in
collaboration with the ALGA, support to councils to acquire the
necessary technology and software, and to train staff.

Once support measures are in place, councils should be required
to collect the relevant data, and the ALGA should audit the data to
ensure it is high quality and accurate.

The data should be available for councils and the community to
access online.

154. SA Productivity Commission (2019).
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Once timely and accurate data is available, councils would be able
to use it to improve their planning, community engagement, and
collaboration with other councils. Councils should set their own
service level standards for their roads, depending on cost, risk, and
consultation with the community. These may be set at, or above, the
minimum standards set by the federal government, and should be
detailed in planning documents.

These standards should be accompanied by targets for each of
the metrics collected. Clear targets will allow councils, and their
communities, to assess performance over time.

State guidance, such as the provision of high-quality templates for
planning documents, would help councils by saving them time and
ensuring they are compliant with legislation. More consistent planning
documents would also make auditing and comparison simpler.'

Once plans are in place, it is important that they remain ‘living’
documents that are continuously updated so that councils make
decisions with the most up-to-date data. And feedback should be
regularly sought by the community, to ensure that council practices
reflect the preferences of the people they represent.

Council asset management plans and long-term financial plans should
be audited annually by council audit committees, and every five years

155. Some states already provide detailed guidance to help councils with their asset
management. For example, the Victorian Local Government Asset Management
Better Practice Guide details how councils should manage assets effectively
and the benefits of doing so, including the elements required for the asset
policy, strategy and plan, and what to include in each. And the South Australian
Local Government Association recently had IPWEA design a template asset
management plan template that aligns with requirements under the Local
Government Act 1999. But several states do not have templates or detailed
guides, instead leaving councils to interpret the legislation and re-invent the wheel
when it comes to developing key planning documents.
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by state attorneys-general. Audits should include an assessment of
community consultation.

If some councils consistently produce poor-quality plans, or are unable
to meaningfully consult with their communities, the state government
should provide additional support and training to ensure all councils
meet their obligations and provide value to their community.

Recommendation 8

State governments, in consultation with Local Government
Associations, should provide up-to-date templates of best practice
documents for asset management plans and long-term financial
plans to councils, free of charge. These plans should incorporate
the new service level standards and map the new indicators to
these.

The plans should be audited annually by council audit committees,
and every five years by state and territory attorneys-general.
Councils with poor-quality plans should be offered training by the
state government to improve their practices.

Grattan Institute 2023
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This appendix describes how we estimated the required maintenance
and renewal costs for councils in NSW, Victoria, South Australia, and
Tasmania, and how we extended these estimates to produce a national
maintenance underspend of $1 billion.

The estimates are determined by applying a regression model of

the key cost factors for council roads to standard maintenance cost
data. Using the outputs of our regression, we estimated the effects

of urban density, population density, annual rainfall, remoteness, and
state on the cost of maintaining a road network. By applying this to
Tasmanian Local Government Grants Commission maintenance costs
per kilometre, we were able to estimate the cost of preserving each
council’s network for the above states.

By comparing these preservation costs to the reported maintenance
and renewal expenditure in the National Local Roads Data System'%®
we determined a maintenance spending gap for each council.

To extend this estimate to the rest of Australia, we assumed that
councils of the same Australian Statistical Geography Standard
Remoteness Area underspend by the same amount relative to their
reported expenditure.

The national maintenance underspend was then determined by
summing the spending gap of every council in Australia that is spending
less than the estimated requirement.

156. ALGA (2021).
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The key factors for maintenance and renewal costs are the length, type,
and usage of the roads; environmental factors like rainfall and soil;'®”
as well as location specific labour and materials costs.

There is limited data available for the local road network in Australia.
The following variables were used to capture these cost factors:

percentage of the network within an area of concentrated urban
development;

population density of the local government area;
annual rainfall of the local government area;
remoteness area of the local government area; and

state or territory of the local government area.

Roads in built-up areas of urban density cost more to maintain.'*®
To estimate the percentage of each council’s network that lies within
an area of concentrated urban development, we used publicly
available spatial road segment data from NSW, VIC, SA, and TAS,%®

157. D. T. Martin et al (2023).

158. Tasmanian State Grants Commission (2022b) and Western Australian Local
Government Grants Commission Annual Report 2020-21 (2022).

159. Department of Customer Services (2023), Department of Energy, Environment
and Climate Action (2023), Department for Infrastructure and Transport (2022)
and Department of Natural Resources and Environment (2018).
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and Australian Bureau of Statistics Urban Centres and Localities
boundaries.60

Populous councils have more high-traffic roads. Population density of
a local government area was derived from total local government land
area and total local government population.®

Water damage is one of the key drivers of road deterioration.®2
Average annual rainfall data'®® was averaged over the land area of the

local government boundary to return an average value for each council.

The state a council is located in, and the remoteness of the council,
are both likely to impact the labour and materials costs of maintaining
roads. Using the Australian Statistical Geography Standard (ASGS)
Remoteness Areas,'®* we classified all councils as major-city councils,
regional, or remote based on the area classification of the majority of
the council population.

To estimate the impact of the above cost factors on Australian councils,
we used a linear regression model. We also included the ratio of a
council’s total income to the amount received in general Financial
Assistant grants in order to control for the effects of wealthy councils

160. ABS (2021c).
161. ABS (2022a).
162. Allan (2023).
163. Bureau of Meteorology (1981).
164. ABS (2021a).
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Table A.1: Results of the linear regression model

Variable Coefficient P-value Significance
Network per cent urban 5,444.28 <0.001  ***

Annual rainfall 6,751.06 <0.001 b
Population density 16,380.53 <0.001 i

Income to grants ratio 26050.10 <0.001 e
Remoteness area - Remote  -1,062.19 0.011 *
Remoteness area - Regional 353.73 0.39

State - Vic -1,543.50 0.0049 **

State - NSW 359.46 0.42

State - SA -2,674.08 <0.001  ***

Note: Variables with p-value > 0.1 were not used in network cost calculations.

being able to spend more on their roads. To determine the effects of
our variables on the cost of maintaining a road network, the dependent
variable for the model was maintenance and renewal expenditure

per km of sealed road, as reported by each council in the National
Local Roads Data System. The results of the model for a sealed road
network are shown in table A.1.

We established a benchmark sealed network preservation cost for
Hobart City Council using standardised maintenance and renewal cost
data from the Tasmanian State Grants Commission,'®® and spatial road
segment data from the TAS LIST — Transport Segment dataset.'6®

Hobart was chosen (a) because the standardised cost data that was
accessible was for Tasmanian councils, and (b) Hobart was assumed
to have a relatively high service level. This means that benchmarking
the standardised costs data to Hobart’s network costs would likely

165. Tasmanian State Grants Commission (2020).
166. Department of Natural Resources and Environment (2018).
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underestimate the actual costs of the network and give an overall
conservative estimate for national preservation costs. The effect of this
assumption is assessed in Appendix A.5.

We then applied the linear regression model in Appendix A.2 on the
preceding page to predict the cost per km of road for each council in
our dataset, with Hobart City Council as the baseline. Sealed network
maintenance costs for councils were then calculated by multiplying the
predicted cost per km of each council by the length of sealed roads
reported in the National Local Roads Data System.

The estimated maintenance spending gap for each council was then
determined by calculating the difference between a council’s network
preservation cost and the actual maintenance and renewal expenditure
reported in the National Local Roads Data System.

The costs of delaying maintenance and the minimum acceptable
service level are less clear for unsealed roads. Because of this, instead
of explicitly determining a preservation cost for each council’s unsealed
network, we assumed that the relative preservation gap between
required and actual expenditure for sealed and unsealed roads was
the same.

To extend our maintenance spending gap estimates to the rest of the
country, we assumed that councils of similar remoteness would have
similar spending gaps relative to their reported expenditure.

The median maintenance spending gap as a percentage of actual
expenditure was calculated for each remoteness area (major cities,
regional, remote). Councils in WA, Qld, and the NT (not included in our
road segment datasets) were then assigned maintenance spending
gaps based on their reported expenditure and remoteness area. Where
expenditure data was missing or inaccurate, councils were assigned a
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Table A.2: Preservation gap using other benchmark councils

Council National maintenance underspend
Hobart $1.05 billion
Dorset $1.09 billion
Meander Valley $1.40 billion
Glenorchy $1.51 billion
Glamorgan Spring Bay  $1.65 billion
Southern Midlands $1.96 billion
Average $1.44 billion

Note: Values in 2023 dollars.

preservation gap based on the median expenditure gap per km of road
network.

In 2021, the total value of the national maintenance and renewal
underspend was estimated to be equal to $1.05 billion in 2023 dollars.

To assess the impact of choosing Hobart as our benchmark council,
we repeated the calculation for five other Tasmanian councils and
compared the total network preservation cost of each method. The
results of this calculation are shown in Table A.2.

The variation in the estimates is driven by the degree to which the
benchmark council is a ‘high-cost’ network. If a council chosen as

the benchmark has high rainfall, high population density, and is in an
urban area, most other councils are predicted by the regression model
to have costs lower than the standardised data. This means that the
overall maintenance underspend will be estimated to be lower. If a
‘low traffic, low-cost’ network is the benchmark, most councils will be
estimated by the model as requiring greater expenditure per km than
the standardised data. This will cause the overall estimate to be larger.
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This exercise confirms that using Hobart as a benchmark leads
to a conservative estimate for the national underspend, and gives
confidence to the claim that Australian councils are collectively
underspending by at least $1 billion.

The Western Australian Local Government Association estimates that
councils in WA had a maintenance and renewal spending gap of $246
million in the 2020-2021 financial year.'®” Our estimate values the
maintenance underspend as at least $190 million for WA in that year
— 24 per cent lower. This is consistent with our lower bound estimate.

A soon-to-be-published report by IPWEA NSW estimates the
maintenance and renewal spending gap of NSW roads to be $769
million in 2021-2022.1% Qur estimate values the underspend $288
million in 2020-2021. This large discrepancy in values is likely
explained by (a) changes in costs and expenditure patterns between
2021 and 2022; and (b) key differences in methodology.

(@) Between 2021 and 2022, construction prices have surged.'® If
council expenditures did not keep pace with this increase, it is
likely that the maintenance spending gap increased between the
year of our analysis (2020-2021) and the recent IPWEA work.

(b) The IPWEA methodology uses council-reported unit costs and
asset lifetimes to base its estimate. As discussed in Chapter 5
on page 47, most councils are unable to report this data with
accuracy. This may lead to discrepancies between the IPWEA
estimate and the actual costs to councils of maintaining their
roads.

167. WALGA (2021).
168. Verity (2023).
169. ABS (2023d).

Grattan Institute 2023

68



Potholes and pitfalls: How to fix local roads

We calculated average income by Local Government Area (LGA) by
adding our estimate of net individual income, and net business income.

We took personal income tax by LGA from the ABS Personal Income in
Australia dataset. This dataset includes the income from anyone who
completed a tax return in a given year, and so is likely to understate
income for areas with more people earning below the tax-free
threshold.

We took individual tax receipts by postcode from the ATO taxation
statistics. We matched the postcodes to LGAs, and split the tax
revenue based on the share of the postcode’s population that live
within each LGA. We subtracted tax from income to attain net personal
income by LGA.

We took gross operating surplus and gross mixed income (combined),
split by industry and state, from the State Accounts. The first step was
to remove gross mixed income from gross operating surplus. This

is because income from unincorporated businesses is included in
personal income statistics, and we didn’t want to count it twice.

Gross mixed income is only available at the state level in the state
accounts data. We subtracted gross mixed income from gross
operating surplus, applying the same percentage reduction to each
industry. We took corporate income tax by industry from ATO taxation
statistics, and subtracted it from our estimate of gross operating
surplus. This provided a state by industry estimate of after-tax
operating surplus of incorporated businesses.

Grattan Institute 2023

The next step is to allocate these industry/state estimates to local
government areas.

To do this, we used place of work counts by industry and LGA, and
allocated business income to LGAs based on shares of employees’
listed place of work.

An alternative way to allocate income to LGAs would be to use
business locations. However, businesses often report their head office
as the business location, rather than where the business is actually
located.
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The Local Government (Financial Assistance) Act 1995 requires the
Minister to formulate a set of National Principles that states must
adhere to when allocating grants to councils. These principles are:'”°

1. Horizontal equalisation: General purpose grants will be allocated
to local governing bodies, as far as practicable, on a full horizontal
equalisation basis as defined by the Act. This is a basis that ensures
each local governing body in the State or Territory is able to function, by
reasonable effort, at a standard not lower than the average standard of
other local governing bodies in the State or Territory. It takes account of
differences in the expenditure required by those local governing bodies
in the performance of their functions and in the capacity of those local
governing bodies to raise revenue.

2. Effort neutrality: An effort or policy neutral approach will be used in
assessing the expenditure requirements and revenue-raising capacity
of each local governing body. This means as far as practicable, that
policies of individual local governing bodies in terms of expenditure and
revenue effort will not affect grant determination.

3. Minimum grant: The minimum general purpose grant allocation

for a local governing body in a year will be not less than the amount to
which the local governing body would be entitled if 30 per cent of the
total amount of general purpose grants to which the State or Territory is
entitled under section 9 of the Act in respect of the year were allocated
among local governing bodies in the State or Territory on a per capita
basis.

170. Department of Infrastructure, Transport, Regional Development, Communications
and the Arts (2021).
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4. Other grant support: Other relevant grant support provided to
local governing bodies to meet any of the expenditure needs assessed
should be taken into account using an inclusion approach.

5. Aboriginal peoples and Torres Strait Islanders: Financial
assistance shall be allocated to councils in a way, which recognises
the needs of Aboriginal peoples and Torres Strait Islanders within their
boundaries.

6. Council Amalgamation: Where two or more local governing
bodies are amalgamated into a single body, the general purpose
grant provided to the new body for each of the four years following
amalgamation should be the total of the amounts that would have
been provided to the former bodies in each of those years if they had
remained separate entities.

1. Identified road component: The identified road component of
the financial assistance grants should be allocated to local governing
bodies as far as practicable on the basis of the relative needs of each
local governing body for roads expenditure and to preserve its road
assets. In assessing road needs, relevant considerations include
length, type and usage of roads in each local governing area.
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To provide additional information about council practices, we conducted
a survey of local councils, and asked questions related to their funding
arrangements and asset management practices.

Councils within the NSW Central West Joint Organisation piloted

the survey. We then distributed the survey to all councils via state
Local Government Associations. Councils provided responses online.
Councils were identified by name in the survey, but we have kept
councils anonymous in our reporting.

This appendix provides further detail on the results of the survey.

The survey was optional, and 81 councils responded to the survey, out
of a total of 537. The survey was not distributed to South Australian
councils, who are therefore not represented in the results.

Councils were named in their responses, which allowed us to link the
survey data with other available data from the councils, including their
locations and remoteness areas. We received responses from councils
across all remoteness levels. Counts and shares of respondents by
remoteness and state are shown in Table D.1

Results in this report reflect only those councils that responded to the
survey. Where possible, we have verified responses against other
council surveys.

After identifying councils, the first block of questions related to staffing,
including time spent on tasks such as applying for grants, staffing
levels, and recent hiring challenges.
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Table D.1: Survey coverage by remoteness and state

Total Responding Share

count count
Remoteness
Inner regional 133 23 17%
Major cities 134 19 14%
Outer regional 144 23 16%
Remote 59 7 12%
Very remote 75 9 12%
State
NSW 131 14 11%
NT 19 5 26%
Qld 78 10 13%
Tas 29 14 48%
Vic 80 26 32%
WA 139 12 9%

Q5 Do you have a dedicated staff member whose job is road asset
management? (For example, assessing the condition of roads
and bridges, developing asset management plans, prioritising
maintenance tasks and minimising lifecycle costs).

Table D.2: Asset management staff

Count Share

a) No 13 16%
b) Yes, multiple FTE 27 33%
c) Yes, one full-time equivalent (FTE) entirely

) 14 17%
dedicated to asset management
d) Yes, one staff member but asset management is
only part of their job

27 33%
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Q6 In an average week, how long would members of staff spend
applying for grants related to roads and bridges, in total? If
unsure, please try to provide a best approximation.

This was asked as an open-text question with hours and minutes.
Missing or nil responses were removed from analysis.

Table D.3: Weekly time spent applying for grants, hours, by remoteness
Median Mean

Group

All councils 2 3.0
Maijor city councils 1 1.8
Regional councils 2 3.3
Remote councils 2 3.7

Q7 In the past 12 months, has your council experienced difficulty
hiring or retaining road/asset management professionals and
engineers?

Table D.4: Difficulty hiring in past 12 months

Count Share

a)No 11 13.6%
b) Yes 70 86.4%

Difficulty hiring was persistent across all states and remoteness areas.

Q7b Which position(s) have you had difficulty hiring or retaining in
the past 12 months?

This question was only put to respondents who answered yes to
Question 7. It was an open-text question.

Text analysis identified the most common stems of words listed by
respondents, for single words and for bigams. For example, the stem
word for engineer is ‘engin’. Common bigams are listed in the table
below.
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Table D.5: Common bigams
Words Count

asset manag 17
project manag 10
asset engin 8
design engin 7
plant oper 7
asset offic 5
civil engin 5
traffic engin 5

Engineers were the most commonly listed profession that councils
were having difficulty hiring. Forty-four of the surveyed councils
stated that they had difficulty hiring for engineering positions in the
past 12 months. Several types of engineers were listed, including,
most commonly, asset, design, civil, and traffic engineers. Asset
management positions and project management positions were also
frequently cited as being difficult to fill.

Q8 Has your council ever shared staff, technology or contract
negotiations with another council to minimise costs or share
expertise?

Table D.6: Councils sharing expertise, technology or contract
negotiations

Count Share

a)No 35 43.2%
b) Yes 45 55.6%
n/a 1 1.2%

Q8b Please provide details on what staff, technology or contracts
you have shared with other councils?

72



Potholes and pitfalls: How to fix local roads

This was an open-text question. Councils listed a wide range of ways
in which they collaborated with each other. Many had shared contracts
or tenders for services including road construction and rehabilitation
(particularly for bordering roads), consultancy, CCTV surveys of
pipelines, procurement of bitumen and other materials, line-marking,
re-sealing, and waste collection contracts.

Councils reported sharing staff members, including surveyors, road
safety officers, GIS officers, engineers, environmental health officers,
and HR and IT staff.

Councils also reported collaborating on the provision of services,
including street sweeping, animal control, and waste management.
Some councils also report sharing asset management software.

Some councils have joined together on specific projects or items.
Northern Territory councils report sharing information on road contracts
to share parts of contracts and save on costs. Regional road groups
report having joint tendering arrangements, and sharing technical
expertise and project information. Councils also report collaborating

on advocacy and strategic planning for regional road maintenance.

The next section of the survey asked councils questions about
their funding, to help us understand councils’ views on funding
arrangements and constraints.

Q9 Does your council have adequate funding (through grants
and own source revenue) to maintain your roads to an adequate
standard?
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Table D.7: Does council have enough funding to maintain roads to an
adequate standard

Count Share

a) Don'tknow 6 7.4%
b) No 58 71.6%
c) Yes 17 21.0%

Q10 How do you determine how much expenditure is required to
maintain your roads to an adequate standard?

This was asked as an open-text question, and 73 councils provided
valid responses.

The most common responses included the use of asset management
plans and other planning documents (29); use of condition assess-
ments (35); modelling (14); depreciation expenses (12); and minimum
service level standards or user feedback (11).

A number of councils (16) commented that they do not have sufficient
budget to fund what they assess to be the required amount, and
therefore any maintenance depends on budget allocations. For

some councils, this included not having enough funding to match
depreciation expenses. Some councils, particularly in major cities,
describe sophisticated modelling approaches.

Q11 Are there any technologies, software or practices that would
assist your council with asset management, but are unaffordable
in your current budget? (e.g. collecting condition data and with
what technology, your asset management software, preventative
maintenance, data collection and storage, other).

This was an open-text question. The most common responses were
for new or upgraded asset management software, and better condition
assessment data collection and data storage.
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Councils report being interested in more frequent condition assess-
ments that covered a wider range of their networks, as well as more
advanced technology, such as video capture, Al data collection, the
use of drones, and ARRB’s iPAVE vehicle. Preventative maintenance
practices were also considered to be unaffordable by several councils.

About a fifth of councils said no, primarily in major cities and
inner-regional areas. Several councils also stated that they were
unsure what was available.

Q12 Does your council receive their fair share of state/territory
and federal funding, when compared with the funding received by
other councils?

Table D.8: Does council receive fair share of funding

Count Share

a) No, we receive less than our fair share 38 47%
b) Yes, about the right amount 43 53%

Q12b Please provide a reason for why you think your council
receives below their fair share of state/territory or federal funding?

This was an open-text question, which was only put to councils that
answered ‘No, we receive less than our fair share’ to Q12.

Councils responded with a wide range of reasons for underfunding. A
sample of de-identified responses to this question are below.

Politicisation of NSW Government grant funding. Competitive nature
of all grant funding. Continued erosion of financial assistance grants.
Cost shifting, such as the imposition of red fleet on Councils and the
recent Emergency Services levy changes. - Regional NSW council

We have a large network of roads including bridges compared to our
rate base. - Regional Tasmanian council
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Our council manages 1,700km of road network across our council
region (283,000sgkm) — majority of this road network is unsealed
and flat blade and requires funding to resheet. Our roads do not
have creek crossings and these roads are the main access roads to
remote communities. - Remote Northern Territory council

We are only a small council with limited resources and have difficulty
matching funding grants so we are not able to apply for everything.
Limited resources also lead to difficulty in delivering. - Regional
Victorian council

We are typically a safe political seat, so while we receive our fair
share of funding under objectively assessed programs, we receive
very little as part of funding around elections, or from subjective grant
programs. - Major-city Victorian council

Rate capping, cost shifting from other levels of government, ex-
cessive administration during grant acquittal. - Major-city Victorian
council

Financial assistance grant is determined based on population, length
of road network and property valuations. As property valuations in
our region are comparatively high there is an assumption that our
Council has an ability to collect more funds through rates, which has
resulted in decreasing external funding. Most external funding is for
upgrades or new infrastructure only and aligned to traffic safety or
productivity statistics. Regional Councils often can’t compete with
larger population centres to attract funding based on these criteria.
There is insufficient funding available to support maintenance and
renewal of existing road assets. - Regional Victorian council

Q13 What asset management guidelines does your council use to
guide asset management practises?

The question contained a list of guidelines, and respondents could
select multiple options. There was an ‘other’ option, and Question 13b
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asked councils that selected this option to specify which guidelines.
Note that the shares will not add to 100 because councils could select
multiple options.

Table D.9: Asset management manuals used by councils

Count Share

NAMS+ (by IPWEA) 43 53.1%
International Infrastructure Management o

Manual by IPWEA 39 48.1%
ARRB best practice guidelines 31 38.3%
Austroads Integrated Asset

[
Management guidelines for roads 30 37.0%
ISO 55001 Asset Management o4 296%
Standard
Local Government Asset Management 11 13.6%
Better practice guide (Local Government Victoria) ’
Asset Management Council Asset 6 7.4%

Management Body of Knowledge (AMBOK)
None 6 7.4%
National guidelines for transport

O,

System management (department of infrastructure) 3 37%
Australian Transport Assessment and

. o 3 3.7%
Planning Guidelines
Road Management Act 2  25%
Internal framework 1 1.2%
Moloney 1 1.2%
RAM 1 1.2%
WALGA: Road Visual Condition Assessment Manual (Free) 1 1.2%

Grattan Institute 2023

Q14 Please indicate whether your council has the following for
roads and bridges?

Table D.10: Share of councils with asset and financial plans

Asset Management Long-Term No information

Plan Financial Plan
Never had one 1.3% 22.8% 60.5%
Yes, out of date  26.6% 15.2% 35.8%
Yes 72.2% 62.0% 22.2%

Q14b Are your asset management plan and long-term financial
plan integrated?

Table D.11: Share of councils with integrated asset management and
long-term financial plans

Integrated Asset and Financial Plans

Missing component  40.5%
No 8.9%
Yes 50.6%

Q16 What software and technology does your council use for
asset management? Please include, for example, pavement man-
agement systems, asset management software, predictive modelling
software, laser based devices, monitoring equipment or vehicles, tools
to measure road quality, or external contractors/suppliers.

This was an open-text question. Councils listed a wide range of
different software providers and technologies used to measure road
condition. Around a quarter of councils also said they use external
contractors. And almost 10 per cent stated they didn’t use any
software. Councils that didn’t use software were located in remote or
outer-regional areas.

A selection of de-identified responses are below.
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SMEC Pavement Management System, Vaisala vehicle inspection of
roads, geotechnical investigations, external contractors using vehicle
laser based devices. - NSW major-city council

Many of these are useful when road condition generally is good
because the distinction becomes more technical. Our road condition
generally is poor so we don’t need technology to pick out the worst
roads to fill our program. - Remote Tasmanian council

External contractors engaged for asset inspections. Internal crews
use Reflect for defect inspections and monitoring. - Regional
Queensland council

Spreadsheets only — integrated AM software would be a blessing. -
Regional Tasmanian council

Q17 How does your council prioritise road-related maintenance
and construction projects? Please provide details.

This was a free text question. A selection of de-identified responses are
below.

Prioritised based on successful/available grant funding. Attempt to
complete Asset maintenance and renewals based on AMP. But if the
money is not available, then the project is not completed. - Regional
NSW council

Combination of predictive modelling, condition assessments and
weighted criteria combined into a matrix and then prioritised. - NSW
major-city council

Priority given to projects co funded under (WA) MRRG Rehabilitation
projects, Commodity Routes, Roads to Recovery, LRCI and general
grants. 100% rates funded projects are lower priority. - WA major-city
council

Where pavement failure is allowing water ingress, these roads
become priority for pavement renewal and reseal which is pretty
much all we have funds for. - Remote Tasmanian council
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Q18 Does your council have minimum service level standards for
roads? If so, how are they set (e.g. historical basis, available funding,
user preferences, user complaints, other)? Please provide details.

This was an open-text question. Common responses included
decisions made on a historical basis (34 per cent of responding
councils), available funding (31 per cent), community expectations, as
outlined in planning documents (24 per cent), user complaints (17 per
cent), and community expectations (17 per cent).

Just 15 per cent of responding councils said they had a road hierarchy
with attached standards, and 17 per cent had no standards at all.

Q19 When you receive a request for heavy vehicle access, how do
you assess whether to approve or reject the request?

Table D.12: Methods for granting heavy vehicle access

Count Share

a) Always approve 5 6.8%
b) Always reject 2 2.7%
c) Only approve if a similar-sized vehicle has

o,
traveled safely on the road/bridge previously 5 6.8%
d) Use an engineering assessment of road/bridges capacity 44 60.3%
e) Other 17 23.2%

Councils that selected ‘other’ were asked to specify. Several council
stated they used their local knowledge or manual assessments when
granting access.

Q20 Do you have current data (collected within the past 3 years)
on the following aspects of your road network?
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Table D.13: Availability and quality of data, share of councils

Accurate

No data within 10% Within 25%  Within 40%

Number and length of roads  1.5% 75.8% 12.1% 10.6%
Age of roads 7.6% 42.4% 28.8% 21.2%
Condition of roads 3.0% 68.2% 19.7% 9.1%

Traffic on roads 28.8% 15.2% 21.2% 34.8%
Number of bridges 12.1% 77.3% 1.5% 9.1%

Age of bridges 13.6% 53.0% 16.7% 16.7%
Load capacity of bridges 25.8% 36.4% 19.7% 18.2%

We asked councils a series of questions about their road costs. The
questions were as follows:

Q21 What share of your road network is covered by: (if unknown,
please put X)

Asphalt seal (%)

Spray seal (%)

Unsealed — gravel (%)
Unsealed — formed (%)
Unsealed — unformed (%)

Q22 How much do the following activities cost, on average? (If
unknown, put X. If you have not done the activity in 24 months, put
NA).

Asphalt re-seal ($/square metre)
Spray re-seal ($/square metre)
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Reconstructing a sealed road in built up area ($/square
metre)

Reconstructing a sealed road in non-built up area ($/square
metre)

Re-sheeting of gravel road ($/square metre)
Reforming of natural roads ($/square metre)
Filling in a pothole (average amount in dollars)

Q23 What is the annual cost of inspections and routine
maintenance activities (excluding resealing, reconstruction,
resheeting and reforming costs) for each type of road (per km)?
Please write NA if your council does not have that type of road,
and X if you don’t know.

Sealed ($/km)

Unsealed — gravel ($/km)
Unsealed — formed ($/km)
Unsealed — unformed ($/km)

Table D.14 outlines the share of councils who could provide all of the
information for a given question, answer at least one subsection (partial
information), or couldn’t provide any cost figures.

Table D.14: Share of councils who could provide information on road
types and costs

Could provide  Could partially provide No information

Annual costs (Q23) 8.6% 30.9% 60.5%
Unit costs (Q22) 11.1% 53.1% 35.8%
Road types (Q21) 43.2% 34.6% 22.2%
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Q31 Is there any other relevant information you would like to
provide to assist with our research, or other road maintenance
challenges we should be aware of?

This was an open-text question. Councils provided a range of
responses, some with additional information or context for their
responses, and some highlighting particular challenges they are
facing.
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