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Abstract
In recent decades, Australian policymakers have used amalgamation as a method of
achieving economies of scale to improve efficiency and performance in local government.
The Northern Territory (NT) government amalgamated 53 rural-remote councils into 8 shire
councils in 2008. However, there has been no investigation into the effects of the local
government reform in terms of implications for financial performance in the NT. This
research contributes to filling this knowledge gap.

The aim of this thesis is to investigate the effect of the 2008 amalgamation on the financial
performance of local councils in the Northern Territory. This study used all 16 NT local
councils as subjects. Data was obtained from relevant council websites and is publicly
available. This investigation was focused on the Key Performance Indicators (KPI) analysis of
council financial reports for the 5 years since reform (i.e. 2008-2013). The rationale behind
this method was that the local councils with improved efficiency would have better financial
performance as embodied in improved KPI results.

The results of this study suggest that amalgamated councils have performed no differently
than other councils. These findings suggest that size is not a significant contributor to
financial performance in the NT local government system. Therefore, simply changing the
scale of local government bodies in the NT does not improve their financial efficiency. To do
so, policy makers will need to look for alternatives.

This thesis offers the knowledge base for policy-makers considering structural reform of
local government, especially local government systems similar to that of the NT, thus
contributing to efficient and viable local government systems in Australia. To have broad
application, further studies with more representative samples and data produced over a
longer period should be undertaken.
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1 Introduction
The amalgamation1 of local government2 generally means the process of a few contiguous
local councils merging into a large one. The main argument supporting this is economies of
scale. Based on microeconomic production theory, cost efficiencies can be realized through
consolidating production function at an increased scale, where cost per unit of output is
generally decreasing as fixed costs are spreading out over more units of output (Michel
2011; Dollery, Byrnes, & Crase 2007).

Many local councils have sought to improve their financial performance and operational
efficiency through scaled economies (Tiley 2012). For example, based on a survey of local
government experts from 32 countries, a merger of local entities is expected as a future
trend in Europe (Proeller 2006). In Australia, a survey in 2009 also showed that 87% of
respondents (industry professionals and leaders) believed there would be fewer but larger
local governments in future (Local Government Managers Australia [LGMA] 2009). Indeed,
Western countries have used amalgamation repeatedly with the aim of achieving economy
of scale or cost savings. In common with the local government systems in many other
advanced nations, Australian local government has also undergone vigorous reform for more
than two decades (Dollery, Grant & Kortt 2013).

This study will examine the effects of the 2008 council amalgamations in the Northern
Territory (NT), Australia. To do so, it is useful to have a broad view of this process taking
place in other advanced economies in the world.

1.1 Local government amalgamation in the global context

1

Unless specified, amalgamation in this writing is all forced, not voluntary.
Local governments (also known as local councils) handle community needs like waste collection, public
recreation facilities, and town planning, with their powers defined by the state or territory government. See
http://australia.gov.au/about-australia/our-government/local-government-councils
2
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In the United States (US), studies have investigated the recurring consolidation of city scale
local government to the county scale (see, for example, Leland & Thurmaier 2010; Faulk &
Grassmueck 2012). Some authors have found merits in the amalgamation of local
government. For example, after careful analysis of 18 cases, Leland and Thurmaier (2010)
concluded that consolidation helped the development of local economies. However, they
noted little systematic evidence that consolidated governments operate more efficiently
than their constituent communities.

Other researchers have also found little evidence to support the assumption that
amalgamation produce efficiency gains and cost savings. Feiock (2004) pointed out that
most amalgamations showed that the claimed efficiency as a result of the consolidation was
not realized. He went on to say that any cost savings were likely to be offset by the resultant
cost incurred by the merger process. This was echoed in the findings of Faulk and
Grassmueck (2012), who analysed amalgamations of 62 councils in 48 American states. Their
research suggested no change of per capita expenditure between merged councils and
others not subject to merger.

Similar findings have been showed in the Canadian literature. Studies found that certain
costs in the post-merger period actually increased because of amalgamation (see Reese
2004; Slack & Bird 2013). By examining the changes of the major services as a result of the
amalgamation of Toronto city, Slack and Bird (2013) noted the probable improvement in
financial viability for “smaller and poorer” municipalities, but concluded that the
amalgamation did not achieve any “visible cost savings” (p. 120). They found that the cost
saved could not offset the extra burden it produced because the amalgamated councils are
more complicated, resulting in “bureaucratic congestion” and prolonged delivery of services
to remote areas. In her study of Ottawa amalgamation Reese (2004) also found that, “many
of the changes resulting from the amalgamation in Ottawa have been offset by
countervailing forces” (p. 11). Though Reese (2004) conceded there were reduced number
of staff and streamlined service costs, it argued that there were also increased service delay,
larger bureaucracy, as well as cost shifting from the province. In short, Reese (2004)
concluded that “some things have stayed the same, some things have improved” (p. 11) and
that the outcomes of an amalgamation were mixed.
8

In the United Kingdom, Andrews (2013) explored the history of amalgamation in England
and Wales. Since local councils were first established in Britain in 1888, local governments in
England and Wales have undergone a series of structural reforms to tackle their perceived
inefficiency and to achieve economies of scale. By researching voluntary vertical
amalgamations occurring between 2003 and 2013, Andrews (2013) concluded that the
financial conditions of the amalgamated entities were actually weakened because the local
governments were more vulnerable to policy change (e.g., budget cuts) due to diminished
uncommitted resources.

In other advanced nations, recent literature has also been critical of the effectiveness of
amalgamation. In their study of the structural reform in some European countries, Dollery
and Robotti (2008) concluded that council mergers did not realize the targeted benefits. In
his research into some east European countries, Swianiewicz (2010) also pointed out that
council amalgamation was not only a difficult process, but was also full of negative side
effects.

Despite the sweeping dismissal of council amalgamation as an ideal way of achieving scale
economies and improving financial performance, Reingewertz (2012) contended that the
evidence relied on by most of the researchers was descriptive in nature. Using an
econometric methodology in his study of Israeli cases, he found that 9% of cost savings was
realized for the consolidated local councils; but meanwhile he admitted:

…it is worth noting that the analyzed sample of Israeli municipalities is composed of
relatively small municipalities. Moreover, the possibility to internalize economies of scale
decreases with municipality’s size. Hence, as municipalities’ size increases the benefits
arising from an amalgamation decrease. At some point the benefits from internalizing
economies of scale would be smaller than the adverse effects of the amalgamations, such
as congestion and increased heterogeneity in tastes (p. 249).

9

1.2 Council amalgamation in Australia
1.2.1 History
Challenges faced overseas related to financial performance improvement and principles
underpinning local council reform are similar. Over the past decade, a large number of local
authorities in Australia have been labelled as fiscally unhealthy (Conway, Dollery, & Grant
2011). In fact, for more than a century, the underperformance of local councils in Australia
has posed an issue of efficiency and sustainability. Forced amalgamation has been widely
used as a method of municipal structural reform to improve the operation of those troubled
entities and to reduce their operating costs (Conway, Dollery, & Grant 2011). The major
events of council amalgamation include the ‘first wave’ that occurred in Victoria, Tasmania,
and South Australia (SA) between 1993 and 1998. The ‘second wave’ started in New South
Wales (NSW) in 2004 and was followed by the 2008 local reforms in Queensland and the NT.
The total number of local councils in Australia has been almost halved from 1067 in 1910 to
550 in 2009 (Australian Local Government Association [ALGA], 2009).

In the Australian local government milieu, amalgamation has primarily been a compulsory
process; in most cases, the process involved forced mergers of small local councils into larger
ones. Since the early 1990s, all Australian states and territories, except for West Australia
(WA), have carried out local structural reforms that have featured imposed amalgamation as
the dominant method (Kelly, Dollery, & Grant 2009). The consistent consolidating strategies
over the long period has seen the average council size for each state and territory
jurisdiction continue to grow and the average population per council area increase from
4,147 persons to 40,118 persons between 1910 and 2012 (Dollery, Grant, & Kortt 2013).

1.2.2 Council Amalgamation
Australian local government researchers have generally been sceptical about the efficacy of
council amalgamation and the bulk of academic literature casted doubt on council
consolidation as an effective instrument for financial viability. Indeed, the literature on local
government reform in Australia has mostly been a one-side view; that is, council
amalgamation is not an ideal solution to the performance issues besetting local government.
For example, having examined council amalgamations across Australia over the past two
10

decades, Tiley (2012) noted that too many variables rendered any imposed amalgamation
unjustifiable and traditional consensus over amalgamation being the best way of enhancing
financial performance has broken down. Allan (2003) also pointed out that size did not
contribute to efficiency and effectiveness when it comes to local government, and he went
on to say that when scale of economies were called for, shared service was more practical
than amalgamations.

Empirical research has also been carried out on the issue. In their study of the
amalgamations of Australia local government systems in 1990s, Byrnes and Dollery (2002)
concluded that there was no decisive evidence of scale of economies existing for those
amalgamated local government bodies. They pointed out that the lack of evidence “casts
considerable doubt on the wisdom of the widespread policy of local government
restructuring in Australia” (p. 20)

1.2.3 De-amalgamation
Although council amalgamation has been increasingly criticized, de-amalgamation rarely
occurs. According to Dollery et al. (2011), this is because state government legislation
defines the structure and composition of state and territory local government and provides
the necessary legislative basis for any change to take place. As a result, state parliaments
who sanctioned amalgamation programs would be reluctant to undo their efforts. Despite
the difficulty of de-amalgamation, however, it looked inevitable in some regions. The
amalgamation in Victoria, Queensland, and the NT sparked strong popular discontent
towards the mega councils due to its lack of public consultation (Dollery, Ho Chong Mun, &
Alin 2008). Delatite Shire in Victoria was de-merged in 2002; also in Queensland in 2013, the
former Noosa, Douglas, Livingstone, and Mareeba shires were reinstated on 1 January 2014
following the enactment of the Local Government (De-amalgamation Implementation)
Regulation 2013 on 11 April 2013. In the NT, the new recently elected authorities have
committed to get rid of ‘supershires’, as the Minister for Local Government and Regions,
David Tollner, declared on 19 December 2013, “We are winding back the disastrous 2008
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reforms of Labor… give people back their voice into the services delivered in their
community”3.

1.2.4 Northern Territory
Prior to the 2008 amalgamation, the NT local government system was made up of 6
municipal and 51 community government councils, 3 incorporated associations, and 1
special purpose town (PwC 2006). In July 2008, 53 rural-remote councils were amalgamated
into 8 regional shires4, 5 non-amalgamated municipal councils (Alice Springs Town Council,
City of Darwin, Katherine Town Council, Litchfield and City of Palmerston), and 3 small shires
(Coomalie Community, Wagait, and Belyuen councils) remained (Michel et al. 2010).

The rationale for the 2008 structural reform was that the amalgamated councils would have
a better performance with increased administrative capacity and a more stable workforce
(Michel 2011). This was because prior to the reform, most councils were non-contiguous,
single-settlement jurisdictions (Michel et al., 2010); the median population of the affected
councils was estimated at 475, far short of the sustainability benchmark of 5000 (McAdam,
as cited in Michel et al. 2010). The staff turnover at rural-remote councils was also high, and
furthermore, it was reported that 50% of those councils were at risk of being unsustainable
(McAdam, as cited in Michel et al. 2010).

After the amalgamation, all eight new shires met the population benchmark of 5000. Scale
of economies seemed theoretically plausible; savings could be expected from consolidated
administrative functions, bulk purchasing of supplies and services, and from regional sharing
of capital plant and equipment. However, there was a paucity of empirical evidence
supporting any of those claims (Byrnes & Dollery 2002; Allan 2003; Dollery, Byrnes & Crase
2008). In fact, having examining each amalgamated council in the NT, Deloitte (2013) noted
“Based upon the best information, we categorize the current finances and financial policies
of the councils subject to our analysis as financially unsustainable…” (p. 23).

3

http://newsroom.nt.gov.au/mediaRelease/8946
Local government areas are classified as municipalities, regions or shires according to their geographical size,
the density of their population and their degree of urbanisation”(NT Local Government Act 2014, p.8)

4

12

Though five years have passed since the NT reform was implemented, there have been no
empirical studies into the effect of the amalgamation on the financial performance of the
affected council. Furthermore, in 2012, Deloitte suggested a series of remedial actions to be
taken by those shire councils after examining their financial health in depth. Did these
measures work? This research aims to answer this question, and more importantly, to
investigate whether council amalgamation has fulfilled its purpose to increase efficiency and
improve the financial performance of local government.

This research is going to look into the financial reports of all 16 councils for the past five
years, and use Key Performance Indicators (KPIs) from access economics-dominated
inquiries (South Australia (SA), New South Wales (NSW), Tasmania, and West Australia (WA)),
QTC (2008), and PwC (2006) to analyse the change on the councils’ financial performances.
The questions are:
1. Has

there been any significant improvement5 in 2013 in the financial conditions

for the NT councils since Deloitte’s (2012) report?
2.

How have the eight amalgamated local councils performed for the past five
years compared to three rural-remote councils (Wagait, Coomalie, Belyuen) that
abstained from the reform?

The remainder of this thesis is structured as follows:
•

Chapter 2 examines ten major inquiry reports commissioned by state (territory) or
federal governments to synthesize their findings and views on council amalgamation.

•

Chapter 3 presents the research methods, basically a KPI approach, to collect KPIs
used by those inquires discussed in Chapter 2, calculate them using the same
formula, and measure them against the given benchmarks.

•

Chapter 4 presents the results, which include the KPI results and the statistic test
results.

•

5

Chapter 5 discusses the results, answer research questions, and sums up the thesis.

The analysis will be based on the statistical test only.
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2 National and State-based Public Inquiries into the Financial
Sustainability of Local Governments in Australia
In the past decade, a number of state and national inquiries into municipal financial
sustainability have been commissioned. These studies have confirmed a widespread concern
that the number of local councils in Australia that face long-term financial performance
issues is significant (PwC 2006).

Dollery, Grant, and Kortt (2013) attributed this concern to three factors: firstly,
inappropriate financial resources resulted in a steady increase in backlogs of infrastructure
replacement; secondly, heightened concern over the operational efficiency of small regional
or rural councils, which caused an emphasis on compulsory council amalgamations; and
lastly, that intergovernmental relations were complicated by various state policies and
inconsistent and uneven devolution of governmental functions.

To address those issues, a host of national and state inquiries into local government have
been conducted across Australia. At the state level, there were the South Australian
Financial Sustainability Review Board’s (FSRB 2005) Rising to the Challenge; the NSW local
Government inquiry Are Councils Sustainable? (LGSA 2006); the Western Australian Local
Government Association’s (WALGA 2006) Systemic Sustainability Study; the Local
Government Association of Tasmania’s (LGAT 2007) Review of the Financial Sustainability of
Local Government in Tasmania; Queensland’s Report of the Local Government Reform
Commission (QLGRC 2007); Queensland Treasury Corporation’s (QTC 2008) Financial
Sustainability in Queensland Local Government; and the NT’s Review of Councils’ Financial
Sustainability (Deloitte 2012). Three reports published over the period discuss local
government reform at the national level: House of Representatives Standing Committee on
Economics, Finance and Public Administration’s Rates and Taxes: A Fair Share for
Responsible Local Government (Hawker report 2003), Australian Local Government
Association’s National Financial Sustainability Study of Local Government (PwC 2006) and
the Productivity Commission’s (PC 2008) Assessing Local Government Revenue Raising
Capacity.
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This section will examine (in chronological order) the findings of these public inquiries with
respect to the financial viability of local government as well as the efficacy of council
amalgamation. The reason for this is that looking into these inquires will enhance our
understanding of the financial realities of local councils across the nation. In addition, issues
that triggered most of these inquires have not gone away, because financial pressures still
weigh down a majority of councils. Growing demands for infrastructure and services
challenge the councils’ lack of fiscal capacity, and structure reform, most notably a forced
merger, is continually regarded as a favourable avenue by many policymakers to the longterm financial viability of local government bodies (Dollery, Grant, & Kortt 2013).

2.1 Rates and Taxes: A Fair Share for Responsible Local Government
(Hawker report 2003)
In 2002, driven by the local government’s concerns about cost shifting from states and
federal government, at the request of the Hon. Wilson Tuckey MP, then Minister for
Regional Services, Territories and Local Government, an inquiry committee of House of
Representatives, led by David Hawker, was formed and investigated cost shifting by state
government onto local government, as well as the latter’s financial position. The main
objective of this inquiry was to address the issue of cost shifting faced by local councils, as
they were “on the wrong end of cost shifting” (Hawker report 2003, p. vii) for many years.
The final report was released in 2003 with structural reform of local government covered.

Cost shifting is described as a phenomenon when a function is devolved to a local council
from the state or federal government without the commensurate funding, or a local
government body steps in providing a service that is no longer provided by other spheres of
government (Hawker report 2003, p.17).

This inquiry acquired 406 submissions and 128 responses and conducted 17 public hearings.
The committee identified the major areas of cost shifting in Australia local jurisdictions as:
•

the withdrawal or reduction of financial support once a program is
established, therefore leaving local government with the choice of
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continuing a program or suffering the political odium of cancelling
the service;
•

the transfer of assets without appropriate funding support;

•

the requirement to provide concessions and rebates without
compensation payments;

•

increased regulatory and compliance requirements; and

•

failure to provide for indexation of fees and charges for services
prescribed under state legislation or regulation (Hawker Report
2003, p. 30)

As a result, the report suggested that all three tiers of government should come together to
discuss a solution for the better management of their financial relationships and better
governance. It explored structural reform of local government, of which the amalgamation is
of particular interest to this research.

During the inquiry, several public inputs on the structural reform of local government
including amalgamations, regional cooperation, and resource sharing were received by the
committee. In discussion of amalgamation, it noted the following potential benefits (Hawker
report 2003):
•

Larger councils are financially more secured as a result of better
financial bases

•

Larger councils are in a better position to develop economy.

•

Larger councils are better community promoters and able to
interact with government and business more effectively.

•

Economies of scale can be realized with larger councils.

•

Larger councils are in a much better position to hire a range of
skilled employees to deliver a wider scope of services. (p. 84)

On the other hand, the committee also noted conditions working against amalgamation
(Hawker report 2003):
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•

Large councils with a scattered settlement in a vast area may not be
able to reap the benefit of economies of scale due to the longdistance service delivery.

•

‘Continued cost shifting’ by the States hampers the efforts for
efficiency following council mergers. Amalgamated councils may
face additional imposts by the state government and also
diminished Financial Assistance Grants (FAGs). (p. 86)

Based on the public feedback received, the committee believed that regional cooperation
and resource sharing should be encouraged in areas, such as catchment management, waste
management, transport, community support services, and housing services.

In conclusion, the report believed that “one answer does not fit all”, and therefore, a
mixture of council amalgamation, regional cooperation, and resource sharing should be used
to improve the efficiencies of local government. As well as that, structural reform should be
used continually as a way to improve the efficiency and effectiveness of the local
government sector (Hawker report 2003).

2.2 South Australian (SA) Financial Sustainability Review Board (FSRB)
(2005)
The State’s Local Government Association (LGA) commissioned this inquiry into the longterm financial performance of the SA local government to address concerns about financial
issues facing a substantial number of councils in SA. The mission commenced in February
2005 and the final report was released in August of that year. The inquiry was undertaken
independently by FSRB with the financial analysis undertaken by Access Economics.

The aim of the inquiry was to identify the future challenges and the key issues faced by the
local government sector in SA in achieving its sustainable financial performance and
position. To this end, the board set about to review the matters, such as current
infrastructure and services provided in the local government system, current financial
position of local government, administration arrangements, and so on.
17

To assess the financial sustainability of the SA local government, Access Economics adopted
four key financial indicators (FSRB 2005):
•

net financial liabilities measured the council’s financial obligation to
other business entities;

•

operating surplus/(deficit) rated “the intergenerational equity of the
funding of the council’s operations” (p. 18);

•

net outlays on the renewal or replacement of existing assets
determined “the intergenerational equity of the funding of the
council’s infrastructure renewal or replacement activities” (p. 18);
and

•

net borrowing/(lending)measured “the council’s annual transactions
– both operating and capital – upon the council’s indebtedness to
other sectors of the economy” (p. 18).

The following principles governed these key financial sustainability indicators (FSRB 2005):
•

Net financial liability should be at a level at which the associated net
interest debt can be met comfortably from a council’s own-source
income;

•

Net financial liability needs also to be appropriate for the current
ratepayers bear an equitable proportion of the cost of future
service;

•

Operating deficits should be avoided over the medium- to longterm;

•

Operating balance should be appropriate for the current ratepayers
bear an equitable proportion of the cost of future service;

•

Capital expenditure on the renewal or replacement of existing
assets on average should be approximately the equivalent of the
council’s annual depreciation expense;

•

Lastly, the net borrowing of a local entity should be maintained at a
level so that the council’s net financial liability as a ratio of non18

financial assets does not fall well below the targeted ratio. (pp. 1920)

As per these principles, the final report revealed that 30% of municipal councils and 40% of
rural councils were either ‘unsustainable’ or ‘vulnerable’ under the existing policy at current
service levels. The councils’ high operating deficits and substantial infrastructure backlogs
put them at risk of unsustainability.

In discussion of amalgamation as a way of improving long-term performance, one of the
report’s key points was that amalgamation was not a panacea for the underlying financial
issues that beset the SA local councils. For example, the review board noted that operating
deficits and large infrastructural renewal backlogs were not related closely to the size or
location of a council. Therefore, amalgamation aimed at small councils as well as their
locations was not a ready solution.

As a result of its extensive investigation, the board believed that “collaboration between
councils can and should be a major contributor to councils being financially sustainable in
the future” (FSRB 2005, p. 85). Some alternatives to amalgamation were suggested, such as
“shared service models, strategic alliances and virtual local governments”, which were
regarded “more prospective” (FSRB 2005, p. 85).

2.3 Independent Inquiry into NSW Local Government Report (2006)
The NSW Local Government and Shires Associations (LGSA) commissioned the inquiry into
the Financial Sustainability of NSW Local Government in October 2005. The final report Are
Councils Sustainable?, also known as the Allan Report, was released in May 2006. The aim of
the inquiry was to evaluate the financial condition and fiscal capacity of NSW local
government. Like the South Australian FSRB (2005), Access Economics provided the financial
analysis of this inquiry.

The panel believed that a council with healthy financial position should be “a modest net
debtor” (LGSA 2006, p. 276) with borrowings making up only a small portion of the total
assets. Meanwhile, “The associated interest expense burden should not be a substantial
19

proportion of the council’s annual operating revenues” (LGSA 2006, p. 276). As well as this, a
council with healthy financial performance should:
•

“generally be running an operating surplus rather than an operating
deficit”;

•

“not have a significant infrastructure renewal backlog, and its
annual capital expenditure on the renewal or replacement of
existing assets should on average over time be about the same level
as the council’s depreciation expenses”; and

•

have no “pressure on the council’s targeted net financial liabilities
ratio” as results of annual net borrowing. (LGSA 2006, p. 276)

Based on this thinking, as well as the local conditions in the NSW, the report suggested, inter
alia, that the policy-makers should develop a comprehensive set of financial KPIs and an
appropriate range of lower and upper benchmarks for each KPI. Although the set of 30 KPIs
selected by the NSW Department of Local Government (DLG) covered 18 different areas, it
was criticized for its failure of accounting for the diversity between councils and the
effectiveness of services delivered by councils. The report suggested that a more comparable
set of KPIs with strong predictability of council’s sustainability should be provided (LGSA
2006).

In its discussion of council amalgamation, the report noted that the rationale of ‘the bigger
the better’ was not supported by a sound empirical basis. It went on to explain that
economies of scale in local government were actually doubtfully examinable because firstly,
it was hard to make a comparison of operational costs between councils, and secondly that
“relationship between economies of scale and the democratic structures of Local
Government is complex and difficult to model in any satisfactory way” (LGSA 2006, p. 258).
The panel noted that achieving an increased economy of scale with greater efficiency
through a forced merger seems questionable and generally not desirable from a local
government or community perspective (LGSA 2006). As a result, the report suggested a few
models based on resource sharing and regionalized provision of services, for example, ad
hoc resource sharing, regional organizations of councils, strategic alliances, a joint board,
and virtual government (Dollery & Johnson 2005)
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2.4 Western Australian Systematic Sustainability Study (SSS) (2006)
In late 2005, The Western Australian Local Government Association (WALGA) commissioned
Access Economics to investigate the financial sustainability of WA local government, which
began the SSS process. The final report entitled In Your Hands: Shaping the Future of Local
Government in Western Australia was released in June 2006.

The SSS report mainly focused on financial reform and financial sustainability. It believed
that over the medium to long term, a council should keep its operating deficit below 10% to
be financially sustainable. Based on that, 58% of WA councils were found financially
unsustainable. To improve the efficiency and effectiveness of the local entities, the report
suggested that resource sharing and regional collaboration should be considered instead of
amalgamation.

The panel argued against the commonly believed rationales for amalgamation. For instance,
it contended that shared services were preferable to amalgamation to achieve an economy
of scale, because “gains are usually only achieved in highly capital-intensive production
processes and related corporate services” (WALGA 2006, p. 71). In considering the capacity
of larger jurisdiction entities for maintaining a broad range of technical and specialist staff to
deliver a comprehensive package of services, the report asserted that resource sharing and
pool-style arrangements could achieve the same results. Additionally, while conceding that
amalgamation was a way to reduce administration and compliance costs, it contended that a
better approach was “to simply reengineer and reduce the compliance burden and
determine whether the function is best performed on a regional, zonal or local basis”
(WALGA 2006, p. 71).

Having examined a broad range of local government issues, the SSS panel proposed 41
recommendations. The final paper, entitled The Journey: Sustainability into the Future,
carried forward those suggestions and emphasized the need for local government bodies to
“initiate a voluntary reform program focused on regional cooperation, enhanced efficiency
and effectiveness, and improved asset and financial management” (Dollery 2011, p. 23).

21

2.5 PricewaterhouseCoopers (PwC) Report (2006)
In 2006, the Australian Local Government Association (ALGA) commissioned PwC to conduct
an independent inquiry into the financial sustainability of local councils across Australia. The
basic purpose of the inquiry was to identify the key financial issues facing local government
bodies as well as to provide an assessment of their current and long-term viability. The final
report was released in the November of 2006.

The PwC report took a national perspective on financial sustainability of local government by
drawing on the analysis in Municipal Association of Victoria (MAV) studies and three Access
Economics dominated inquiries: SA (2005), NSW (2006), and WA (2006). Due to the following
data limitations:
•

Mixed approaches to measuring and recording financial data and
inconsistencies between states;

•

Infrequent asset valuations and differences in assumed asset lives;

•

Incomplete financial and asset management records, especially in
smaller councils (PwC 2006, pp. 21-22),

a dual approach was taken to improve the quality of the analysis. On the one hand, PwC
conducted a financial ratio analysis for 100 sampled local councils that were stratified in
proportion to the categories set out in the Australian Classification of Local Governments; on
the other, it extrapolated from the MAV index and the Access Economics studies undertaken
in SA, NSW, and WA.

Through its analysis, PwC (2006) concluded that 10–30% of Australian local councils had
sustainability issues. Although this range was lower than the 25–40% obtained through the
extrapolation using the second approach, as PwC noted that capital grants were included in
the first analysis as normal revenue source, the result was understandably less pessimistic.

In its discussion of the potential options for structural reform, PwC (2006) promoted
voluntary amalgamations, but dismissed forced mergers. As it noted that although
amalgamations were clearly favoured in some cases, “each potential amalgamation needs to
be assessed carefully to avoid the risk of simply creating large inefficient councils” (PwC
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2006, p. 73). The report pointed out that despite the fact that the waves of amalgamations
in Australia in the past decades had consolidated many of the most unsustainable local
councils, there might be room for further efficiency improvement through voluntary
structural reforms (PwC 2006). However, it also made it clear that an effective amalgamation
was not “simply merging a number of adjoining unviable councils”, but instead
“accompanied by other reforms to increase efficiency and effectiveness” (PwC 2006, p. 76).

2.6 Local Government Association of Tasmania (LGAT) Review
(2007)
Access Economics conducted this inquiry at the request of LGAT, with the aim to assess the
current financial health of local government in Tasmania as well as its outlook over 10 years.
Meanwhile, it also explored the ways to increase self-generated revenues and improve
financial governance. The final report was released in March 2007.

In common with other Access Economics dominated inquiries, the Tasmania study followed
the same methodology as the inquiries of SA, NSW, and WA. It set out six KPIs and
associated benchmarks and then applied them to the local councils. The report found that
Tasmanian councils generally underperformed based on the findings of their operating
deficits and annual infrastructure renewal gaps (LGAT 2007). Together with consideration of
other KPI outcomes, the review panel labelled 20% of Tasmanian councils as unsustainable
and a further 17% as vulnerable.

Of a substantial number of recommendations, the report suggested that Tasmania councils
should develop a rolling 10-year financial plan to meet the needs for appropriate
infrastructure and service, generate additional revenue, and to ensure that the outcome
complies with sustainable financial targets. To tackle the problems of operating deficit and
renewals gaps, it suggested raising revenue through an annual growth of 1.1% for rates,
1.7% for fees and user charges, and 6.2% for developer levies, and cutting expenditure
through “a combination of more modest and targeted infrastructure expansion, operational
efficiencies and re-ordering of service priorities” (LGAT 2007, p. iv).
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With respect of structural reform, as in other inquires, Access Economics argued against
forced mergers; it again advocated such alternative methods as increased cooperation and
resource sharing among councils. Access Economics claimed that any benefit aimed by
amalgamation could be realized through those alternatives. For example, through shared
services, economies of scale could be realized through standardized back-office activity; and
“resource sharing and pool-style arrangements” (LGAT 2007, p. 65) could improve service
quality and meanwhile increase the range of the services rendered.

2.7 Queensland Inquiries
2.7.1 Queensland Size, Shape and Sustainability (SSS) and Local Government
Reform Commission Report (QLGRC) (2007)
In 2004, the Local Government Association of Queensland (LGAQ) investigated the need for
reform to ensure the sustainability of local councils. As a result, a discussion paper Size,
Shape and Sustainability of Queensland Local Government was released in March 2005,
which led to a Guidelines Kit for council reviews in 2006 and concluded with the final report
of the Queensland Treasury Corporation (QTC) on Financial Sustainability in Queensland
Local Government in October 2008.

The Queensland SSS plan initially was to engage local councils in conducting voluntary
structural reform, which included resource sharing through service agreements and joint
enterprise, amalgamation, and significant boundary change. But due to the slow response
from the local government sector, as
“Councils had not made significant progress under the initiative, which was founded on the
premise that councils would voluntarily review their arrangements and work together to
achieve common goals” (QLGRC 2007, p. 32).

on 17 April 2007, the Queensland government abandoned the SSS process and formed a
seven-member Queensland Local Government Reform Commission to embark on a
sweeping compulsory structural reform. The rationale behind the reform was that council
amalgamation provided a broad resource base; a reduction in the total costs; scale of
economies; lower staff levels; an opportunity to review operations; rationalization of assets;
cross-border facility and service utilization; better promotion of economic development;
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improved growth management; the formalization of communities of interest; increased
political lobbying power; and the potential for full-time elected representatives.

Having reviewed previous cases of amalgamation in Queensland and the SSS program, the
commission believed the reform could bring about following benefits:
•

economies of scale in respect of IT systems, plant and machinery;

•

efficiencies in the delivery of infrastructure;

•

high caliber workforce with the skills and expertise required to
ensure the delivery of infrastructure and services to communities,
plan for the social and economic development of areas, and manage
environmental issues; and

•

improved governance systems that deliver better value for money
as a result of an enhanced capacity to manage risk, and meet
financial management and other standards mandated through
legislation or codes of practice. (QLGRC 2007, p.39)

In addition, the final report justified the forced reform by citing the view of the
Parliamentary Committee for Electoral and Administrative Review (PCEAR) that “a
requirement for a referendum would stifle worthwhile local government reform” (QLGRC
2007, p. 44); it further pointed out that “a referendum has never been held for an
amalgamation of local government in Queensland” (QLGRC 2007, p. 44).

In contrast to the view held by most inquiries, the report claimed that none of alternatives
supported by previous inquiries were substitutes for or superior to amalgamation. It argued
that
“joint arrangements and alliances do not deliver any additional efficiencies in local
government service delivery that could not be achieved through amalgamation with less
cost and greater accountability to constituents; and regional co-operative structures and
shared service arrangements generally offer less efficiency and economies of scale than
could be achieved through amalgamation”. (QLGRC 2007, p. 45)
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2.7.2 Queensland Treasury Corporation (QTC) Report (2008)
At the request of LGAQ and the Department of Local Government, Sports and Recreation
(DLGSR), QTC launched the inquiry into the financial sustainability of local councils involved
in the SSS initiative, with the final report released in October 2008. The main objective of the
inquiry was to provide each local council with a financial sustainability rating as well as an
analysis of their current and long-term financial position. To this end, the QTC (2008)
identified and examined a set of financial indicators as shown in Table 2.1.

Table 2.1. Key Financial Indicators

Source: QTC, 2008, p. 29

The QTC Financial Sustainability Rating was also developed as shown in Table 2.2.
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Table 2.2. QTC Financial Sustainability Ratings

Source: QTC, 2008, p. 19

Using the five KPIs selected and the six-rank scale, the final report summarized the findings
as shown in Table 2.3.
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Table 2.3. QTC Historical Financial Indicator Distribution by Ratings

Source: QTC, 2008, p. 30

From table 2.3 it can be seen that 67 councils or 61.5% of the 109 councils reviewed were
assessed as ‘Moderate’, ‘Strong’, or ‘Very Strong’; the remaining 38.5 % were rated ‘Weak’,
‘Very Weak’, or ‘Distressed’ in relation to the KPIs examined. In addition, it is clear that a
significant number of local councils failed to meet the minimum benchmarks of some KPIs.
For example, 56 or 51% of councils failed to meet the 4% mark of operating deficit ratio, 36
or 33% did not meet the 1.1 benchmark in catching up with the assets depreciation.

In its final assessment of financial capacity of the councils, the QTC (2008) commented that
the issues facing the QTC local councils did not go unnoticed in local government sector, but
of concern was that those issues had remained ignored for many years. A number of
previously fiscally healthy councils, the commission went on to note, had their financial
capacity eroded due to their delayed response to the deteriorating financial position, which,
it pointed out, caused additional cost to the ratepayers as a result of impromptu rate
increases.

Finally, to make the local government sector stronger and more secure, the commission
believed that a disciplined approach to financial management was the key, which required
“implementing suitable processes and using relevant indicators to support and monitor longterm financial sustainability” (QTC 2008, p. 12).
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2.8

Productivity Commission (PC) Report (2008)

In April 2007, the Commonwealth requested the Productivity Commission (PC) to examine
the revenue-raising capacity of local councils, which included the “capacity of different types
of councils to raise revenue and the factors contributing to capacity and variability in
capacity over time” (PC 2008, p. iii).

The PC noted that a council’s revenue-raising capacity was both the willingness of the local
community to pay for the services and the amount of the total disposable income in the
community. Additionally, the provision of the general purpose grants was also a source of
revenue to local government bodies in boosting their capacities.

In its findings, PC (2008) noted, inter alia, that in per capita terms, both own-source revenue
and grants varied greatly from council to council due to factors, such as differences in the
functions of local councils. It pointed out that most of municipal councils relied on ownsource revenue, but grants were substantial revenue source for rural and remote councils.

Finally, the PC (2008) set out a set of principles that could “play a useful role in guiding the
revenue-raising (and expenditure) decisions of local government” (p. 166), with a view to
achieving the effective operation of local government. The principles covered:
•

sustainable financial management

•

evaluation and priority setting

•

core functions

•

identifying costs of service delivery

•

prudent borrowings

•

rate setting and pricing of services

•

responsibility and accountability

•

openness and transparency

•

providing services on behalf of other spheres of government

The PC suggested that a wider and more rigorous application of these principles could help
local communities make better decision on the services they needed as well as the prices
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they were ready to pay. “In this way, local governments can enhance the well-being of their
communities”(PC 2008, p. 188).

Apart from the revenue-raising capacity, the commission also mentioned cost reduction by
realizing scale of economies, where it reiterated the options mentioned in other inquires,
though without an elaboration on the pros and cons of each:
•

shared service provision by creating separate entities (such as
regional councils or special purpose joint venture corporations to
provide services)

•

administrative arrangements and agreements between councils,
including joint purchasing

•

knowledge sharing, benchmarking and adopting best practices
across councils

•

council amalgamations (PC 2008, pp. 174-175)

The PC suggested that those options should be made known to their local communities by
councils, so that they could be aware of the opportunities to lower the cost of service and
improve the cost-effectiveness of the service delivery.

2.9 NT Department of Housing, Local Government and Regional Services
(DHLGRS) (Deloitte 2012)
In 2011, the DHLGRS commissioned Deloitte to review the financial sustainability of the 11
shire councils in the NT. Deloitte examined the financial plans, budgets, and financial
statements of the councils for the years 2008/09, 2009/10, and 2010/11; the objective of the
review was to provide:
•

Financial analysis of the Councils’ financial information

•

Identification of the critical issues including a risk assessment

•

Commentary on Council financial sustainability across core and noncore services and fee-for-service operations

•

Commentary on the effectiveness of current funding arrangements
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•

Commentary on whether the current structure of the Councils is
appropriate to meet future service delivery requirements. (Deloitte
2012, p. 9)

In its final report released in 2012, Deloitte found that:
1. All 11 councils subject to the review were financially unsustainable based on their
current practices. Their long-term financial sustainability required substantial
adjustments to their revenue and/or expenditure.
2. Critical issues facing the councils that contributed to the unsustainable future of the
councils:
•

Significant backlog of infrastructure investment inherited from prior
councils

•

Limited number of rateable properties coupled with application of
legislated conditional rating

•

Risk of funding draining from core service delivery due to the
planned changes to leasing arrangements

•

Cost shifting

•

Risk of decision making based on materially misstated financial
reports

•

Onerous reporting requirements by funding providers

•

Difficult in determining the true cost of providing services (Deloitte
2012, p. 11)

3. There was insufficient funding to core service delivery and the fee-for-service and
commercial operations were consistently running on deficits.
4. Current funding arrangement was worsening the situation. All 11 councils relied
heavily on grants. As many of grants were provided exclusively for the use on a
certain program or the delivery of certain services, the councils were not able to
direct the funding to where they see best fit. The terms of funding contracts also
affected the councils in their abilities to plan or budget effectively. Deloitte (2012)
noted that the funding on yearly basis did not fit well with the requirements by the
Local Government Act; the grants often arrived later than their funded services,
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which forced councils to risk breaches of contracts by appropriating funding provided
by other funding bodies.
5. The current hub and spoke structure at many councils were appropriate for their
dispersed geographical situations. But, regardless of their structure or delivery
model, rural or remote councils would always incur greater cost of service delivery
than their municipal counterparts, due to:
•

the increased costs associated with freight and fuel as a result of
the distance between communities within each council as well as
the distance from any capital city to the council’s headquarters;

•

lack of major facilities nearby to enable service delivery options to
constituent communities;

•

limited opportunities for Councils to access competitively priced
resources. (Deloitte 2012, p. 13)

Deloitte (2012) noted that further amalgamation was still an option for the councils that had
yet to achieve economies of scale or had head offices in the proximity of each other, as large
councils would be able to allocate resources more rationally and hold greater lobbying
power for grants.

In view of its findings, Deloitte (2012) listed 32 remedial actions to be taken by the councils
and DLG with a timeline of implementation. Those actions were mostly in relation to
conditional rating and funding of the roads and infrastructure backlog and “if implemented
by the Councils, will assist in mitigating the risks that the Councils will become financially
unsustainable in the long term” (Deloitte 2012, p. 52).

2.10 Conclusion
This chapter has considered 10 major inquiries into Australian local government financial
sustainability as well as their views on council amalgamations. Given the widespread
financial distress that still afflicts local government bodies in Australia, there is a growing
consensus that amalgamations, especially the forced type, may not be as effective as the
policy makers would like. The public inquiries in this chapter have shed some valuable light
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on the effects of compulsory consolidation on financial sustainability in Australian local
councils. Table 2.4 sums up the 10 inquiries examined in this section.

Table 2.4. Cited reports of local government financial sustainability and structural reform
across various Australian jurisdictions
Report name and year

Commissioned by

Jurisdiction/Driver

Rates and Taxes: A Fair
Share for Responsible
Local Government
(Hawker 2003)

House of Representatives

Nation-wide: Local government’s
concerns about cost shifting from
States and federal government

LGA South Australia

SA: Concerns about apparent
financial problems faced by a
substantial number of councils

LGSA of NSW

NSW: Financial issues and impact
of rate pegging and need to
strengthen local government’s
position generally

WALGA

WA: Concerns about apparent
financial problems faced by a
substantial number of councils

Suggest following NSW
(2006)

Structural problem of many
small, declining councils; but the
existence of unstainable larger
and above-average growth rate
councils indicates that more
factors are at work

LGAT

Tasmania:
Concerns
about
apparent financial problems
faced by a substantial number of
councils

Net financial
Liabilities/Net interest
Expense/Operating
Surplus(deficit)/Net
borrowing/Annual
renewals gap/Renewals
backlog

Increase resource sharing and
regional cooperation

QLGRC

Queensland: State government
decision that major structural
reform should be pursued as a
matter of urgency

LGAQ
DLGSR

Queensland: financial
circumstances of local councils
involved in the SSS initiative

Rising to the Challenge
(FSRB 2005)

Are Councils Sustainable?
(LGSA 2006)

Systemic
Sustainability
Study (WALGA 2006)

Review of the Financial
Sustainability of Local
Government in Tasmania
(LGAT 2007)

Local Government Reform
Commission
Report
(QLGRC 2007)

Financial Sustainability in
Queensland
Local
Government (QTC 2008)

and

National
Financial
Sustainability Study of
Local Government (PwC
2006)

ALGA

Assessing
Local
Government
Revenue
Raising Capacity (PC 2008)

Commonwealth

Review
of
Councils’
Financial
Sustainability
(Deloitte 2012)

DHLGRS

Nation-wide: ALGA initiative to
bring together findings of Statebased inquiries and re-state case
for increased federal financial
assistance
Nation-wide: Part of federal
government’s
response
to
Hawker cost-shifting report
NT: Post-reform study of financial
positions of NT local government

KPIs used

Net debt/Net financial
Liabilities/Operating
Surplus(deficit)/Net
borrowing/Annual
renewals gap
Net debt/Net financial
Liabilities/Net interest
Expense/Operating
Surplus(deficit)/Net
borrowing/Annual
renewals gap/Renewals
backlog

Structural reform
a mixture of changes that may
include partnerships, regional
cooperation and/or
amalgamations
Expand regional cooperation and
shared services
Questionable
savings/benefits
from amalgamations

Inconclusive evidence on
amalgamations;
Cooperation and shared services

Number of councils reduced from
157 to 73, but left unchanged the
boundaries of most indigenous
local governments as well as the
sparsely populated rural-remote
councils in the western part of
the state
Cash coverage/
Operating
Surplus(deficit)/Sustaina
bility ratio/Current
ratio/Fiscal flexibility
Interest
coverage/
Operating
Surplus(deficit)/Sustaina
bility
ratio/Current
ratio/Rates coverage

Interest coverage/
Operating
Surplus(deficit)/Sustaina
bility ratio/Current
ratio/Rates coverage

Voluntary mergers may be
appropriate, but not for unviable
councils;
Explore shared services, regional
cooperation, outsourcing
Shared
services,
regional
cooperation and amalgamation
as options for reducing costs
Continue with the amalgamation
of the three smaller Councils
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It is clear that most of these public inquiries are in the position of disagreement with the
view of local government amalgamation as an effective instrument for improving the local
financial conditions. Although the Hawker Report (2003) acknowledged that amalgamation
could realize scale economies, it suggested that partnership arrangements between local
councils might be better options. This point was echoed in all Access Economics dominated
inquiries (NSW, SA, WA, and Tasmania). The SA report believed the collaboration between
councils would be more promising (FSRB 2005); Tasmania maintained that “resource sharing
and pool-style arrangements” (LGAT 2007, p. 65) rather than forced mergers were more
likely to lead to enduring benefits. Both SA (FSRB 2005) and NSW (LGSA 2006) disputed the
claimed connection between the size of a council and its financial performance.

The FSRB report found the size of a council did not form a close tie with long-term financial
indicators, such as operating deficits and large infrastructural renewal backlogs; the Allan
Report (i.e. LGSA 2012) dismissed the notion of ‘the bigger the better’. Although never
experiencing amalgamation, WA also rejected amalgamation in its 2006 inquiry (WALGA
2006) by refuting the commonly believed benefits associated with this type of reform. The
interesting discovery was revealed in the PwC report (2006). Having looked into the impact
of amalgamation on councils’ financial sustainability nationwide, PwC (2006) found no
systematic differences between the local government of WA and that of other states. This
indicated that amalgamation had made no significant change to states that had
implemented it.

Queensland and the NT were the only two states that showed unreserved positive attitude
towards amalgamation. Although its initial SSS project in 2006, which was intended to be a
voluntary structural reform, did not come off due to the public hesitation, Queensland
launched a sweeping compulsory merger of local government in 2008. It claimed that small
and under-resourced local councils would not be able to manage their own finance along
with other accountabilities with proper skills and experience. It further added that the
council amalgamation went beyond just addressing financial issues and dealt with social,
economic, and environmental challenges (QLGRC 2007). Thus, QLGRC (2007) believed that
“strong balance sheets, together with the capacity to absorb shocks associated with
significant change or unexpected events” (p. 12) would flow from an amalgamation.
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In the NT, though with less enthusiasm, Deloitte (2012) suggested that the territory could
“continue to progress the amalgamation of the three smaller Councils in order to leverage
resources to achieve the optimal level of service delivery and administrative support”(p. 64).
As Deloitte was commissioned to conduct the review of financial sustainability for the 11
shire councils, its report could not tell us whether the 2008 reform delivered any benefit as
the reform advocates believed. Therefore, this research will fill this gap and try to tease out
the effect on the councils’ financial reports of the actions suggested by Deloitte (2012).
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3 Methods
3.1 Council Coverage and Data Used
All 16 NT councils were included in this study, including those that underwent amalgamation
in 2008, such as Tiwi Islands Shire; Victoria Daly Shire; Roper Gulf Shire; Barkly Shire;
MacDonnell Shire; Central Desert Shire; West Arnhem Shire; East Arnhem Shire; and those
that were non-amalgamated: Alice Springs Town; City of Darwin; Katherine Town; Litchfield;
and the City of Palmerston, Coomalie Community, Wagait, and Belyuen councils.

The research is based solely on publicly available information, mainly annual financial
reports released on the respective website of each council. Ideally, if the financial reports of
the pre-merger small councils could be obtained somewhere, quasi-experimental research is
possible. However, after many enquiries via both emails and phone calls to the government
agencies (such as ABS, the NT Grants Commission, Local Government Association of the NT
(LGANT), etc.) that likely possess the information, I am under the impression that pre-2008
financial reports of those affected councils are no longer available.

Alternatively, because three typical6 rural-remote councils (Wagait, Coomalie, Belyuen)
pulled out of the 2008 reform due to strong objection from their communities, if the
amalgamation has significantly improved the financial performance of the reformed councils
for the past five years, their corresponding KPI results should be better than the three nonamalgamated councils. The Wilcoxon signed-rank test7 is used in the analysis, since it does
not assume normality in the data and significance is the only concern in this research.
Therefore, a Wilcoxon Signed-Ranks Test was conducted on the means of the two groups
(i.e. 8 amalgamated councils and 3 non-amalgamated councils) to reveal any significance.

6

Total 56 remote councils were composed of 24 RTX, 10 RTM, 20 RTS, 2 UTS; Wagait (Cox peninsular) and
Beluye were RTX and Coomalie is RTM (see Appendix 1)
RTX: rural remote councils with population less than 400;
RTM: rural remote councils with population in the range of 1,001–3,000;
RTS: rural remote councils with population in the range of 401–1,000.
7
Wilcoxon signed-rank test is the nonparametric test equivalent to dependent T-test and can be used to
compare two sets of scores and investigate any change in scores from one time point to another<
https://statistics.laerd.com/spss-tutorials/wilcoxon-signed-rank-test-using-spss-statistics.php>.
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Another analysis is to test the change in KPI results between 2011 and 2013 for all 16
councils. This is because Deloitte made a series of suggestions to the 11 shire councils in
2012 to improve their performance; if those measures worked, the 11 shire councils may
show better performance than the 5 municipal councils. This will shed light on the
comparison between amalgamation and its alternatives.

3.1.1 KPI selection
All KPIs used in this study are believed to be the most commonly accepted indicators of
financial sustainability (Deloitte 2012, p.17; QTC 2008, p.5; LGAT 2007, p.1; LGSA 2006,
p.15). Although indicators used in different inquiries here have duplicate functions, it is
important to use them all to reveal consistent findings, and also, to find the “best” set of
KPIs is not the mission of this study, and therefore, it is necessary to apply KPIs from all
Inquiries examined in this study. This is because each of them have selected their own set of
indicators independently and believed theirs were the most suitable measurement of
financial performance and position of local government.

3.1.1.1 KPIs used in PwC report (2006)
The PwC (2006) financial KPI analysis used five indicators:
Operating surplus (deficit)
This is an indicator of a council’s ability to meet its operating expenses with its operating
revenue stream.
Formula:
(

=

)

A benchmark operating deficit of 10% is used; councils with operating deficits greater than
10% are spending well beyond its revenue base and potentially at risk of sustainability
problems.

Interest coverage
Formula:

=

(

)
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An interest coverage benchmark of 3 is used; an interest coverage value below 3 indicates
that a council may have problems in repaying debt and associated interest (PwC 2006, p.98).

Sustainability ratio
This indicator is a measure of the net increase or decrease in the asset base.
Formula:

=

A result greater than 1 means that the overall asset base is growing, or being restored at a
rate above the consumption of assets; whereas results under 1 indicate a declining asset
base and potential sustainability risks (PwC 2006, p.98).

Current ratio
Formula:

=

A measure of ability to meet short-term debt obligations; a benchmark value of 1 was set for
the current ratio with councils at below 1 being more at risk of liquidity problems(PwC 2006,
p.98).

Rates coverage
Formula:

=

This is a measure of a council’s ability to cover its costs through its own tax revenue. A
benchmark of 40% was determined, with results below 40% indicating a greater dependence
on other revenue streams, such as grants, and hence more risk of sustainability issues (PwC
2006, p.98).
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3.1.1.2 KPIs used in Queensland QTC (2008)
Operating position =

This is the same indicator as operation surplus (deficit) ratio used in the PwC (2006) report,
with the only difference being the benchmark applied here is 4%. QTC believed that
operating deficits should be on a one-off basis and no more than 4%.

(

Fiscal flexibility =

,

)

QTC used this indicator to measure a council’s capacity for reacting to changing conditions
by adjusting revenue or expense levels or by maximising balance sheet management. It
believed the self-generated revenue of a council should contribute at least 60% of its
operating expenses (QTC 2008, p.44).

Cash cover =

This is to measure a council’s capacity for meeting its financial commitments as they fall due.
Although local entities varied, QTC believed that a local council needed to have sufficient
liquidity to cover at least three months of cash operating expenses.

Capital expenditure ratio =

!

"
!

This is the same as the sustainability ratio used in PwC (2006) report. However QTC believe a
benchmark of 1.1 would be more suitable, considering the population growth (QTC 2008,
p.61).

3.1.1.3 KPIs used by Access Economics-dominated inquiries
Net financial liabilities ratio =

#
"

, where

Net financial liability = Total liabilities − cash assets − reveivables
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Capital employed = 2lant, property & equipment + Inventories + Cash & securities restricted +
(receivables – payables)

Net financial liabilities ratio is an indicator of a council’s financial position. The LGAT (2007)
believes that a benchmark range of 3–12% should be targeted by councils operating in a
financially sustainable way.

Net interest expense ratio =

LGAT (2007) believes that councils’ net interest expenses should be met easily from annual
income at the existing rating effort; it sets the benchmark at between 2–5%.

(

Operating surplus ratio =

)

This is the same as its namesake in PwC (2006) report, except for the denominator being
own-source revenue. LGAT (2007) believes that the ratio should benchmark at between 2.5–
7.5%.

Net borrowing ratio =

#

(

)

, where Net borrowing (leading) equals Net

acquisition of existing non-financial assets plus Net acquisition of new and upgraded nonfinancial assets less Operating surplus/(deficit) before capital amounts.

Net borrowing ratio measures the extent to which a council’s affairs are financed by an
increase in the council’s net financial liabilities. LGAT (2007) sets the benchmark at between
25–50%.

Annual renewals gap ratio =

!
"
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Similar to the sustainability ratio used by PwC (2006), this ratio also measures the
appropriateness of assets renewal. However it should be noted that since desired renewals
Capex of the councils are not available, annual depreciation is used as a proxy.

3.2 Summary
Table 3.1 to 3.4 are the summary of the KPIs used in the reports under discussion.
Table 3.1. PwC (2006)
KPIs
Formula
Interest
(earnings before interest and tax (EBIT))/(borrowing costs)
coverage
Operating
(Operating surplus (deficit) )/(operating revenue)
deficit ratio
(current assets )/(current liabilities )
Current ratio
Sustainability
(capital expenditure )/(depreciation )
Ratio
Rates
(total rates revenue )/(total expenses )
coverage

Table 3.2. QTC (2008)
KPIs
Formula
Operating
(Operating surplus (deficit) )/(operating revenue)
surplus ratio
Fiscal
(Operating income (excluding subsidies,
donations and contributions) )/(operating expenses)
flexibility
(total cash assets )/(average monthly cash operating expenses )
Cash cover
(current assets )/(current liabilities )
Current ratio
Sustainability
(capital expenditure )/(depreciation )
Ratio

Benchmarks
>3
<10%
1
1
40%

Benchmarks
>-4%
>60%
>=3 months
>3 times
>1.1 times
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Table 3.3. LGAT (2007)
KPIs
Formula
Net financial
(Net fiancial liabilites )/(Capital employed )
liabilities ratio
Net interest
(Net interest expense )/(Operating revenue )
expense ration
Operating
(Operating surplus (deficit) )/(Own − source operating revenue)
surplus ratio
Net borrowing
(Net borrowing (lending) )/(Enhancement capex)
ratio
Annual
(Annual renewals gap )/(Desired renewals capex )
renewals gap
ratio
Infrastructure
Infrastructure backlog /Infrastructure assets
backlog ratio

Target range
3% to 12%
2% to 5%
2.5% to 7.5%
25% to 50%
-10% to 10%
0% to 5%

Table 3-4 LGSA (2006)
KPIs
Formula
Target range
Net
debt (Interestbearing financial liabilities
50% to 150%
− (cash and securities) )/(Total operating revenue)
ratio*
Net financial
(Net financial liabilities)/(total capital employed)
5% to 15%
liabilities ratio
Net interest
(Net interest expense )/(Operating revenue )
7% to 20%
expense ratio
Operating
(Operating surplus (deficit) )/(Ownsource operating revenue)
0% to 10%
surplus ratio
Net borrowing
(Net borrowing (lending) )/(Enhancement capex)
30% to 60%
ratio
Annual
(Annual renewals gap )/(Desired renewals capex )
renewals gap
-10% to 10%
ratio
Infrastructure
(Infrastructure backlog )/(Infrastructure assets)
-1% to 1%
backlog ratio*
* The Net debt ratio is not analysed in this research, as it correlates very closely with the net interest
expense ratio being used (Tasmania LGA, 2007). Also the Infrastructure backlog ratio is not used
because the backlog information is not available.

There is an overlap of the KPIs by these inquiries8. But it must be noted that same KPIs have
been benchmarked differently in different reports. LGAT (2007) used the same set of KPIs as

8

KPIs are not sought with WALGA (2006) and SA FSRB (2005), as WALGA (2006) referred to NSW LG (2006) for
all indicators and their target values, and SA FSRB (2005) was undertaken with no benchmarks developed.
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that in LGSA (2006); the benchmark values in the latter, however, “apply to an ‘average’
NSW council” (p. 273). LGAT (2007) adapted the benchmarks to its own circumstances.
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4 Results
4.1 Introduction
This chapter presents the results. The KPIs were calculated based on the formula listed in
chapter 3 with data from the annual reports of each council from past five years. There are
twelve tables summing up the results based on the KPIs from four inquiries: PwC (2006), QTC
(2008), LGAT (2007), and LGSA (2006). For each KPI result, the Wilconxon Signed-Ranks Test
was conducted to determine if there was a significant improvement between 2011 and 2013
and also, whether the 2008 reform made any difference in the amalgamated councils’
financial performances as opposed to that of the non-amalgamated ones.

4.2 PwC (2006)
4.2.1 Operating surplus (deficit) ratio
Table 4.1 shows the results of all 16 local councils for the past five years. All councils ran
operating deficit at least for three years in the period from 2009 to 2013. For amalgamated
councils, one council (East Arnhem) operated with deficit in all five years; the average
operating surplus ratio in 2009 was 0.7%, the only positive figure in the period, compared to
–15.4% in 2011, the highest negative figure. For non-amalgamated councils, half of the
councils operated with deficit in all years, and the ratio averages were negative and greater
than the benchmark 10% at all times. The deficit average hit a peak at 37.2% in 2012.
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Table 4.1. Operating surplus (deficit) ratio results of 16 NT local councils from 2009 to 2013
Councils
2013
2012
2011
2010
2009
Tiwi Islands Shire Council
(13.8%)
(8.1%)
(10.3%)
(6.9%)
6.8%
Victoria Daly Shire Council
(6.3%)
(1.4%)
(16.9%)
(6.1%)
13.3%
Roper Gulf Shire Council
(21.6%)
(4.1%)
(3.1%)
(3.9%)
11.8%
Barkly Shire CouncilNote:
(19.9%)
(56.7%)
(15.8%)
(10.1%)
11.7%
MacDonnell Shire Council
(0.1%)
(0.8%)
(5.9%)
(12.5%)
0.9%
Central
Desert
Shire
Council
1.0%
(4.5%)
(21.6%)
(1.7%)
1.5%
West Arnhem Shire Council (4.3%)
4.5%
(24.5%)
(24.7%)
(21.5%)
East Arnhem Shire Council
(1.6%)
(10.7%)
(25.0%)
(10.9%)
(18.9%)
Average
(8.3%)
(10.2%)
(15.4%)
(9.6%)
0.7%
Belyuen Shire Council
2.9%
(61.0%)
(36.9%)
(55.8%)
(1.5%)
Wagait Shire
(6.6%)
(35.0%)
(62.0%)
(18.0%)
(23.0%)
Coomalie Council
(9.9%)
(46.1%)
(19.2%)
(19.9%)
(21.9%)
City of Darwin
2.45%
(0.03%)
(6.96%)
(6.92%)
(7.80%)
City of Palmerston
(16.13%) (8.26%)
(8.16%)
15.10%
23.95%
Litchfield Council
(42.07%) (108.57%) (48.06%)
Alice Springs Town Council
0.05%
(5.39%)
(12.01%) (5.36%)
9.42%
Katherine Town Council
(23.12%) (33.18%)
(5.40%)
(47.75%) (72.78%)
Average
(11.6%)
(37.2%)
(24.8%)
(19.8%)
(13.4%)
Note: non-amalgamated councils are in italics and coloured cells mean data unavailable.

4.2.2 Interest Coverage Ratio
The interest coverage (Table 4.2) shows that only four non-amalgamated councils had
borrowings from 2009 to 2013, as opposed to seven amalgamated councils that did. Of the
non-amalgamated councils, only Alice Springs Town Council and the City of Darwin had their
interest coverage ratios less than 3: the former were in 2012 at 1.7 and 2013 at 0.1 and the
latter at –8 in 2011. All amalgamated councils, except for Barly Shire and Central Desert
Shire, had a negative interest coverage ratio in some years. The ratios under 3 or being
negative suggest that these councils may have problems in repaying debt and associated
interest in corresponding years.

Statistical comparison cannot be performed for year 2013 and 2011 as no data can be
assigned to the years when no debt was incurred. However, the interpretation is clear: the
non-amalgamated councils were much healthier as most of them did not incur debts; on the
contrary, the amalgamated councils were in debt most of the years. Especially, three
councils (Victoria, West Arnhem, and East Arnhem) were free of debt until 2011 and started
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to borrow afterwards. Furthermore, as the table shows, four councils had negative figures in
2013 as opposed to three in 2011.
Table 4.2. Interest Coverage Ratio results of 16 NT local councils from 2009 to 2013
Interest Coverage Ratio
Councils
2013
2012
2011
2010 2009
Tiwi Islands Shire Council
(524.6)
(605.3) (257.8) (27.7) Victoria Daly Shire Council
(8,472.7) 25.7
Roper Gulf Shire Council
(155.2)
(37.7) (5.4)
19.5
77.8
Barkly Shire Council
MacDonnell Shire Council
23.6
(66.6) (27.2) (41.2) 279.0
Central Desert Shire Council
80.1
29.5
15.6
53.2
120.8
West Arnhem Shire Council
(113.9)
258.7
East Arnhem Shire Council
16.1
(11.5)
Belyuen Shire Council
Wagait Shire
Coomalie Council
City of Darwin
35.2
23.1
(8.0)
18.6
32.9
City of Palmerston
4,287.0
Litchfield Council
Alice Springs Town Council
0.1
1.7
11.6
13.0
27.0
Katherine Town Council
1,209.5
Note: – indicates no interest expense and coloured cells mean data unavailable. Non-amalgamated
councils are in italics.

4.2.3 Sustainability Ratio
Table 4.3 shows that the aggregate9 sustainability ratio over the five years was above 1 for
10 councils, with 6 councils having a sustainability ratio of less than 1, among which the
Barkly council had the average ratio at 0.56, Katherine Town at 0.52, and West Arnhem at
0.26, indicating those councils have seen increased backlog of infrastructure renewal in the
past five years.

9

Using aggregate ratios to eliminate the volatile Capex over the years.
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Table 4.3. Sustainability ratio results of 16 NT local councils from 2009 to 2013
Sustainability ratio
Councils
Tiwi Islands Shire Council
Victoria Daly Shire Council
Roper Gulf Shire Council
Barkly Shire Council*
MacDonnell Shire Council
Central Desert Shire Council
West Arnhem Shire Council
East Arnhem Shire Council
Belyuen Shire Council
Wagait Shire
Coomalie Council
City of Darwin
City of Palmerston
Litchfield Council
Alice Springs Town Council
Katherine Town Council

2013 2012 2011 2010 2009
Aggregate
0.40 0.83 0.50 1.06 23.80
2.67
1.63 3.22 0.81 2.08
0.60
1.44
0.76 1.01 0.95 1.06
1.70
1.00
0.32 0.43 0.40 0.40
0.53
0.56
1.33 1.02 1.04 1.64
1.99
1.44
1.71 1.81 1.25 1.64
0.99
1.00
0.21 0.13 0.31 0.35
0.28
0.26
0.55 0.73 1.12 4.32
1.10
1.53
2.29 0.70 1.52 0.38
0.80
1.09
0.46 0.00 2.79 1.12
1.00
1.12
0.42 1.45 0.52 1.40
0.60
0.88
1.33 0.87 1.29 0.97
1.02
1.09
0.35 0.67 0.82 1.13
0.70
0.68
2.12 0.29 0.93
0.85
0.32 0.45 2.87 0.52
1.19
1.21
0.48 0.43 0.56 0.61
0.52

Note: non-amalgamated councils are in italics and coloured cells mean data unavailable.

4.2.4 Current Ratio
Table 4.4 shows that all councils have current ratios greater than the benchmark of 1.
Although no councils had liquidity problems as per their current ratios, the values of the
ratio decreased over the years, as the average figures indicate. The ratio averages across all
amalgamated councils ranged from the low point at 1.86 in 2011 and 2013 to the high 2.79
in 2009; the numbers across all non-amalgamated councils was much higher, ranging from
5.6 in 2013 to 7.8 in 2009.
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Table 4.4. Current ratio results of 16 NT local councils from 2009 to 2013
Current Ratio
Councils
2013 2012
2011
2010 2009
Tiwi Islands Shire Council
1.8
1.4
1.6
1.5
1.7
Victoria Daly Shire Council
1.4
1.5
1.7
2.7
5.9
Roper Gulf Shire Council
2.8
4.7
2.8
3.6
2.7
Barkly Shire CouncilNote:
1.5
1.6
2.7
2.2
2.4
MacDonnell Shire Council
1.2
1.2
1.3
1.3
1.8
Central Desert Shire Council
1.7
1.4
1.5
1.8
1.7
West Arnhem Shire Council
2.3
1.6
1.3
2.2
2.4
East Arnhem Shire Council
2.2
1.6
2.0
2.8
3.7
Average
1.86
1.88
1.86
2.26
2.79
Belyuen Shire Council
1.8
1.7
2.7
6.7
8.7
Wagait Shire
8.2
7.7
12.3
5.5
2.9
Coomalie Council
2.3
1.6
5.3
3.0
8.4
City of Darwin
3.4
3.7
3.2
3.1
3.3
City of Palmerston
10.5
12.5
8.6
12.0
13.4
Litchfield Council
4.1
5.9
7.9
Alice Springs Town Council
5.0
7.9
6.7
5.4
8.6
Katherine Town Council
9.3
9.8
10.6
8.0
9.5
Average
5.6
6.4
7.2
6.2
7.8
Note: non-amalgamated councils are in italics and coloured cells mean data unavailable.

4.2.5 Rates coverage Ratio
Table 4.5 shows that the rates coverage ratio across most of the councils is well below the
benchmark of 40%, with a great number of councils having a ratio less than 10% of total
operating costs. Three councils, City of Darwin, City of Palmerston, and Alice Springs Town
Council, maintained the rates coverage above the benchmark in all five years. There was,
however, an obvious improvement from 2011. For example, the average figure for the
amalgamated councils rose to 5% in 2013 from 3.7% in 2011, and meanwhile, average rates
coverage of non-amalgamated councils also increased by 4% from 38.2% in 2011.
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Table 4.5. Rates coverage ratio results of 16 NT local councils from 2009 to 2013
Rates coverage
Councils
Tiwi Islands Shire Council
Victoria Daly Shire Council
Roper Gulf Shire Council
Barkly Shire CouncilNote:
MacDonnell Shire Council
Central Desert Shire Council
West Arnhem Shire Council
East Arnhem Shire Council
Average
Belyuen Shire Council
Wagait Shire
Coomalie Council
City of Darwin
City of Palmerston
Litchfield Council
Alice Springs Town Council
Katherine Town Council
Average
Note: coloured cells mean data unavailable.

2013
4.5%
3.1%
2.4%
8.4%
1.6%
3.7%
11.2%
5.4%
5.0%
1.3%
33.5%
26.5%
64.0%
63.9%
41.4%
61.5%
46.1%
42.3%

2012
4.4%
3.5%
1.8%
7.8%
1.2%
1.8%
9.8%
4.1%
4.3%
0.7%
26.5%
20.1%
63.2%
64.1%
25.3%
59.9%
40.6%
37.5%

2011
3.7%
2.4%
1.5%
8.6%
1.1%
1.6%
6.6%
4.1%
3.7%
1.7%
18.0%
21.1%
62.2%
67.0%
39.4%
55.0%
41.1%
38.2%

2010
3.5%
2.7%
1.7%
7.0%
1.0%
1.7%
5.7%
4.1%
3.4%
0.0%
20.2%
14.6%
63.7%
80.3%

2009
1.9%
0.2%
1.5%
10.0%
1.1%
1.9%
5.5%
1.8%
3.0%
6.9%
14.6%
15.7%
62.7%
83.3%

51.0%
36.7%
38.1%

52.6%
37.3%
39.0%

4.3 Queensland Treasury Corporation Report (2008)
The operating surplus (deficit), sustainability ratio, and current ratio were the same as those
defined in PwC (2006), whereas their benchmarks were set at 4%, 1.1, and 3, respectively.

QTC (2008) believes that a council should operate with a balanced result. If it does incur
deficit, it should be on a one-off basis and no more than 4%. As Table 4.1 shows, no councils
meet the requirements; all councils experienced operating deficits continuing at least for
three years from 2009 to 2013 and most of the time, the figures were higher than 4%.

Setting the sustainability ratio at 1.1 instead of 1, QTC (2008) believes that consideration
must be given of growth, changing demographics, service requirements, existing
infrastructure backlogs, and completeness of asset management plans. As per this
benchmark, Roper Gulf Shire and Central Desert Shire would have underperformed with
their sustainability ratio at 1.
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4.3.1 Cash Cover Ratio
QTC (2008) regarded Cash Cover Ratio to be a superior indicator of liquidity to Current Ratio;
the latter was benchmarked at 3 by QTC. Almost all amalgamated councils fall under the
benchmark of 3 for current ratio from 2009 to 2013 (Table 4.4), whereas the cash cover ratio
(Table 4.6) suggests all councils are liquid, as measured at the benchmark of 3 months.
Table 4.6. Cash cover ratio results of 16 NT local councils from 2009 to 2013
Cash Cover Ratio
Councils

2013

2012

2011

2010

2009

Tiwi Islands Shire Council
3.41
4.94
5.57
4.69
4.34
Victoria Daly Shire Council
2.93
3.57
6.55
5.84
5.55
Roper Gulf Shire Council
4.67
5.20
6.40
5.39
6.95
Barkly Shire CouncilNote:
4.87
6.56
8.36
6.01
9.11
MacDonnell Shire Council
6.60
4.43
3.68
4.51
6.46
Central Desert Shire Council
7.24
6.09
10.46 7.18
7.41
West Arnhem Shire Council
5.51
3.74
1.33
2.27
4.06
East Arnhem Shire Council
3.75
1.97
1.84
4.82
5.93
Average
4.87
4.56
5.52
5.09
6.23
Belyuen Shire Council
4.15
5.88
6.04
14.57 18.39
Wagait Shire
29.54 21.50 10.29 18.40 12.57
Coomalie Council
7.80
4.10
6.06
4.73
6.43
City of Darwin
10.40 9.62
8.14
9.19
8.32
City of Palmerston
18.52 19.56 20.67 19.08 17.47
Litchfield Council
14.97 11.35 17.02
Alice Springs Town Council
13.36 12.49 11.19 11.71 14.66
Katherine Town Council
18.82 21.17 28.43 30.96 30.39
Average
14.70 13.21 13.48 15.52 15.46
Note: non-amalgamated councils are in italics and coloured cells mean data unavailable.

4.3.2 Fiscal flexibility ratio
QTC (2008) believes that a council should be able to contribute at least 60% of its operating
expenses. As Table 4.7 shows, most amalgamated councils showed their fiscal flexibility
under 40%. Only West Arnhem Shire had the ratio at about 55% in 2012 and 2013. The
average figures ranged from 24.7% in 2010 to 35.8% in 2012. The non-amalgamated councils
showed much higher ratios. Three councils, City of Darwin, City of Palmerston, and Alice
Springs Town Council, were at above 60% in all years, and Katherine and Wagait councils
also operated above the benchmark in some years. The average ratios for this group ranged
from 54.2% in 2011 to 66.3% in 2013.
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Table 4.7. Fiscal flexibility ratio results of 16 NT local councils from 2009 to 2013
Fiscal flexibility ratio
Councils
Tiwi Islands Shire Council
Victoria Daly Shire Council
Roper Gulf Shire Council
Barkly Shire CouncilNote:
MacDonnell Shire Council
Central Desert Shire Council
West Arnhem Shire Council
East Arnhem Shire Council
Average
Belyuen Shire Council
Wagait Shire
Coomalie Council
City of Darwin
City of Palmerston
Litchfield Council
Alice Springs Town Council
Katherine Town Council
Average
Note: coloured cells mean data unavailable.

2013

2012

2011

2010

2009

29.7%
35.0%
27.1%
27.4%
32.7%
27.4%
54.2%
32.4%
33.2%
53.2%
72.9%
41.2%
92.8%
75.1%
54.8%
77.5%
63.1%
66.3%

35.2%
38.9%
33.3%
25.2%
37.8%
24.4%
55.3%
36.3%
35.8%
54.5%
45.9%
35.0%
88.1%
76.8%
34.1%
77.4%
58.7%
58.8%

32.1%
37.5%
33.6%
31.8%
32.2%
26.1%
43.3%
28.4%
33.1%
31.6%
31.1%
33.5%
86.4%
80.8%
55.1%
70.2%
45.2%
54.2%

18.5%
36.2%
24.8%
31.5%
21.6%
15.3%
31.1%
18.7%
24.7%
19.4%
40.5%
40.2%
86.8%
95.7%

30.7%
36.2%
29.0%
18.0%
25.2%
17.7%
40.3%
20.5%
27.2%
22.3%
44.1%
29.2%
85.5%
97.0%

64.5%
60.0%
58.2%

79.2%
61.2%
59.8%

4.4 LGSA (2006) and LGAT (2007)
4.4.1 Net financial liabilities ratio
Indications from this ratio are that the balance sheets of all councils are exceptionally strong,
displaying very low or no net financial debt to other sectors of the economy. The negative
data suggest that councils were having net financial credit at that year. The only councils
that showed positive net financial liabilities in some years are the City of Darwin, Victoria
Daly Shire, and Macdonnel Shire, though the ratios were very low. The highest net debts
were incurred by Macdonnel Shire at 12.8% and 15.9% in 2011 and 2010, respectively.
Therefore, based on the benchmarks (see Tables 3.3 and 3.4) in both inquiries, the NT
councils were in very strong financial positions in the past five years. Table 4.8 shows the
results
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Table 4.8. Net financial liabilities ratio results of 16 NT local councils from 2009 to 2013
Net financial liabilities ratio
Councils
Tiwi Islands Shire Council
Victoria Daly Shire Council
Roper Gulf Shire Council
Barkly Shire Council Note:
MacDonnell Shire Council
Central Desert Shire Council
West Arnhem Shire Council
East Arnhem Shire Council
Belyuen Shire Council
Wagait Shire
Coomalie Council
City of Darwin
City of Palmerston
Litchfield Council
Alice Springs Town Council
Katherine Town Council
Note: – indicates no interest expense
councils are in italics.

2013

2012

2011

(4.9%)
(5.8%)
(7.3%)
3.1%
6.1%
(11.9%)
(23.8%) (31.7%) (36.2%)
(10.4%) (14.1%) (21.7%)
(37.9%) (65.4%) 12.8%
(14.6%) (1.1%)
(3.8%)
(15.7%) (9.8%)
(0.6%)
(86.0%) (18.6%) (48.6%)
(16.9%) (34.6%) (14.3%)
(45.3%) (40.2%) (30.9%)
(6.6%)
(3.7%)
(11.4%)
1.1%
1.1%
0.6%
(11.2%) (10.9%) (10.7%)
(5.9%)
(7.6%)
(11.3%)
(11.2%) (10.1%) (7.6%)
(14.6%) (13.8%) (18.4%)
and coloured cells mean data

2010

2009

(7.1%)
(23.8%)
(72.5%)
(24.5%)
15.9%
(0.5%)
(5.0%)
(153.4%)
(35.7%)
(49.3%)
(9.1%)
1.1%
(19.1%)

(65.9%)
(11.3%)
(97.5%)
–
(117.3%)
(13.0%)
(10.5%)
(408.3%)
(39.9%)
(19.9%)
(13.9%)
(0.3%)
(14.5%)

(9.0%)
(10.2%)
(32.4%)
(29.5%)
unavailable; non-amalgamated

4.4.2 Net interest expense ratio
The results of the net interest expense ratios resonate with the findings of the net financial
debt ratios. Because of their large amount of cash assets, almost all councils had greater
interest incomes than their interest expenses. The only council that had net interest
expenses was Belyuen Shire from 2011 to 2013 with the ratio at 0.1%, far less than the low
benchmark of 2% by LGAT (2007) and 7% LGSA (2006). Table 4.9 shows the results

52

Table 4.9. Net interest expense ratio results of 16 NT local councils from 2009 to 2013
Net interest expense ratio
Councils

2013

2012

2011

2010

2009

Tiwi Islands Shire Council
(0.8%) (1.3%)
(1.3%)
(1.2%)
(1.6%)
Victoria Daly Shire Council
(1.9%) (2.5%)
(1.8%)
(1.7%)
(1.1%)
Roper Gulf Shire Council
(1.4%) (1.8%)
(1.5%)
(1.1%)
(0.6%)
Barkly Shire CouncilNote:
(1.9%) (2.7%)
(3.5%)
(1.0%)
(0.5%)
MacDonnell Shire Council
(1.9%) (1.2%)
(1.7%)
(1.4%)
(1.2%)
Central Desert Shire Council
(2.5%) (3.9%)
(2.4%)
(1.5%)
(1.4%)
West Arnhem Shire Council
(0.3%) (0.2%)
(0.3%)
(0.3%)
(0.8%)
East Arnhem Shire Council
(0.9%) (0.5%)
(1.1%)
(0.8%)
(1.4%)
Belyuen Shire Council
0.1%
0.1%
0.1%
(0.1%)
(2.0%)
Wagait Shire
(6.2%) (7.0%)
(2.4%)
(2.5%)
(4.1%)
Coomalie Council
(2.1%) (2.6%)
(2.9%)
(2.0%)
(3.8%)
City of Darwin
(3.1%) (3.5%)
(3.8%)
(2.7%)
(3.2%)
City of Palmerston
(7.1%) (8.3%)
(9.5%)
(6.7%)
(6.7%)
Litchfield Council
(9.0%) (10.9%) (13.4%)
Alice Springs Town Council
(3.9%) (4.4%)
(3.9%)
(3.6%)
(3.4%)
Katherine Town Council
(6.1%) (8.9%)
(10.2%) (10.3%) (13.5%)
Note: non-amalgamated councils are in italics and coloured cells mean data unavailable.

4.4.3 Net Borrowing Ratio
The annual net borrowing ratio is measured by the portion of the capital expenditure that
needs to be borrowed divided by the new (growth) non-financial assets. This ratio should
not put any long-term pressure on achievement of the council’s targeted net debt or net
financial liabilities ratio (PwC 2006). As Table 4.10 shows, the net borrowing ratios of the
councils were quite volatile in past five years, and this was due to the volatility of annual
capital grant and new capital investment (annual reports). Therefore, calculating the ratio
for the five years in aggregate should be able to reduce the effect of variation and make the
comparison more meaningful. The results are that three councils exceeded the high ends of
the benchmark ranges of both inquiries: 50% by LGAT (2007) and 60% LGSA (2006). An
additional council, East Arnhem Shire, just exceeded the 50% by 1.2% as set by LGAT (2007).
This suggests that these four councils may have difficult in achieving their targeted net
financial liabilities. Table 4.10 shows the details.
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Table 4.10. Net borrowing ratio results of 16 NT local councils from 2009 to 2013
Net borrowing ratio
Councils
Agg.
2013
2012
2011
2010
2009
Tiwi Islands Shire Council
75.0%
58.8%
44.9%
74.6%
26.8% 48.3%
Victoria Daly Shire Council
118.8% 69.6%
0.0%
96.2%
79.5% 11.2%
Roper Gulf Shire Council
131.6% 44.3%
0.0%
0.0%
0.0%
0.0%
Barkly Shire Council
175.7% 198.3% 143.7% 92.0%
0.0%
76.1%
MacDonnell Shire Council
0.0%
0.0%
3.5%
82.3%
0.0%
0.0%
Central Desert Shire Council 0.0%
14.3%
0.0%
0.0%
0.0%
0.0%
West Arnhem Shire Council
0.0%
0.0%
185.1% 206.1% 92.0% 0.0%
East Arnhem Shire Council
0.0%
73.1%
332.6% 83.7%
0.0%
51.2%
Belyuen Shire Council
0.0%
687.7% 90.8%
29.9%
0.0%
74.1%
Wagait Shire
71.7%
25.0%
0.0%
0.0%
0.0%
Coomalie Council
0.0%
89.6%
0.0%
58.9%
49.9% 21.6%
City of Darwin
0.0%
0.0%
33.4%
0.0%
0.0%
0.0%
City of Palmerston
0.0%
0.0%
195.7%
0.0%
Litchfield Council
64.3%
64.3%
Alice Springs Town Council
4.9%
0.0%
48.1%
15.9%
0.0%
1.5%
Katherine Town Council
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
Note: – indicates no interest expense and non-amalgamated councils are in italics.

4.4.4 Operating surplus ratio (own-source)
Though using different benchmarks, both inquiries believe that a council should run an
operating surplus. LGSA (2006) and LGAT (2007) use own source revenue as the
denominator of the operating surplus (deficit) ratio. The surplus or deficit nature remains,
despite the modification of the denominator. As Table 4.11 shows, all councils ran operating
deficit at least for three years in the period from 2009 to 2013. For amalgamated councils,
one council, East Arnhem Shire, operated with deficit in all five years. The average operating
surplus ratio in 2009 was 9.5%, the only positive figure in the period, compared with –65.1%
in 2011, the highest negative figure. For non-amalgamated councils, half of the councils
running deficit in all years, and the ratio averages were negative in the whole period.
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Table 4.11. Operating surplus ratio (own-source) results of 16 NT local councils from 2009 to
2013
Councils
2013
2012
2011
2010
2009
Tiwi Islands Shire Council
(40.9%) (21.4%)
(29.1%) (34.9%) 23.8%
Victoria Daly Shire Council
(15.1%) (3.1%)
(38.9%) (15.9%) 42.0%
Roper Gulf Shire Council
(65.6%) (12.1%)
(9.0%)
(15.0%) 46.0%
Barkly Shire CouncilNote:
(58.3%) (139.9%) (242.9%) (29.1%) 73.7%
MacDonnell Shire Council
(0.4%)
(2.0%)
(17.5%) (51.6%) 3.4%
Central Desert Shire Council 3.6%
(17.7%)
(68.1%) (11.2%) 8.3%
West Arnhem Shire Council (7.6%)
8.5%
(45.4%) (63.7%) (43.8%)
East Arnhem Shire Council
(4.7%)
(27.1%)
(69.6%) (52.5%) (77.5%)
Average
(23.60%) (26.90%) (65.10%) (34.20%) 9.50%
Belyuen Shire Council
5.8%
(110.7%) (85.3%) (184.4%) (6.5%)
Wagait Shire
(8.5%)
(56.4%)
(122.0%) (38.0%) (42.0%)
Coomalie Council
(22.0%) (96.4%)
(47.9%) (41.4%) (61.6%)
City of Darwin
2.70%
(0.04%)
(7.53%) (7.46%) (8.47%)
City of Palmerston
(18.50%) (9.93%)
(9.34%) 18.59%
32.46%
Litchfield Council
(53.59%) (139.81%) (58.88%)
Alice Springs Town Council
0.06%
(6.82%)
(15.17%) (7.89%) 13.03%
Katherine Town Council
(28.03%) (32.09%) (0.48%) (35.41%) (21.58%)
Average
(15.30%) (56.50%) (43.30%) (42.30%) (13.50%)
Note: non-amalgamated councils are in italics and coloured cells mean data unavailable.

4.4.5 Annual Renewals Gap Ratio
Annual renewals gap ratio actually tells the same story as the sustainability ratio. Both ratios
use the same factors in their formula. LGSA (2006) and LGAT (2007) had the same
benchmark (–10% to 10%) for this ratio. As Table 4.12 shows, the ratio in aggregate over the
five years was negative for 10 councils, which means there were no renewals gap for those
councils in those years; 6 councils having positive gaps, among which the top gaps holders
were the Barkly shire council with its average ratio at 44%, Katherine Town at 48.1%, and
West Arnhem shire at 73.1%.
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Table 4.12. Annual renewals gap ratio results of 16 NT local councils from 2009 to 2013
Annual renewals gap ratio
Councils
2013
2012
Tiwi Islands Shire Council
60.0%
17.0%
Victoria Daly Shire Council
(63.0%)
(222.0%)
Roper Gulf Shire Council
24.0%
(1.0%)
Barkly Shire Council*
68.0%
57.0%
MacDonnell Shire Council
(33.0%)
(2.0%)
Central Desert Shire Council
(71.0%)
(81.0%)
West Arnhem Shire Council
79.0%
87.0%
East Arnhem Shire Council
45.0%
27.0%
Belyuen Shire Council
(129.0%) 30.0%
Wagait Shire
54.0%
100.0%
Coomalie Council
58.0%
(45.0%)
City of Darwin
(33.2%)
13.4%
City of Palmerston
65.3%
32.9%
Litchfield Council
(112.4%) 71.2%
Alice Springs Town Council
68.2%
55.4%
Katherine Town Council
51.8%
56.8%
Note: – indicates no interest expense and coloured cells
councils are in italics.

2011
50.0%
19.0%
5.0%
60.0%
(4.0%)
(25.0%)
69.0%
(12.0%)
(52.0%)
(179.0%)
48.0%
(28.6%)
17.7%
7.1%
(186.9%)
43.9%
mean data

2010
2009
Agg.
(6.0%)
(2,280.0%) (166.7%)
(108.0%) 40.0%
(43.6%)
(6.0%)
(70.0%)
(4.9%)
60.0%
47.0%
90.8%
(64.0%)
(99.0%)
45.1%
(64.0%)
1.0%
(48.2%)
65.0%
72.0%
74.0%
(332.0%) (10.0%)
(52.7%)
62.0%
20.0%
(9.3%)
(12.0%)
0.0%
(11.8%)
(40.0%)
40.0%
12.3%
3.1%
(1.6%)
(9.0%)
(12.7%)
29.8%
31.8%
15.2%
48.1%
(19.0%)
(21.4%)
39.1%
48.1%
unavailable; non-amalgamated

4.5 A comparison between 11 shire councils and 5 municipal councils
The Wilcoxon Signed-Ranks Test was performed using KPI results of 2011 and 2013 on the 11
shire councils that received recommendations made by Deloitte (2012) and the 5 municipal
councils that were not covered by Deloitte (2012). Table 4.13 shows the results.
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Table 4.13. Test statistics of two groups (11 shire councils and 5 municipal councils)
KPIs
Operating Surplus (Deficit) Ratio
Sustainability Ratio
Current Ratio
Rates Coverage Ratio
Cash Cover Ratio
Net Financial Liabilities Ratio
Net Interest Expense Ratio
Fiscal Flexibility Ratio
Net Borrowing Ratio
Operating Surplus Ratio (Own-source)
Annual Renewals Gap Ratio

11 Shire councils
Z
p Values*
-2.134
0.016
-0.089
0.482
-1.175
0.137
-2.667
0.002
0.000
0.517
-0.845
0.212
0.800
0.232
-1.156
0.139
0.866
0.216
-2.312
0.009
-0.089
0.482

5 municipal councils
Z
p Values*
-0.135
0.500
-0.674
0.313
-0.674
0.313
1.214
0.156
-0.135
0.500
-0.816
0.375
-1.826
0.063
1.214
0.156
-0.730
0.313
-0.135
0.500
-0.674
0.313

*. Exact p values are used

As per Table 4.13, for the 11 councils, the test statistics of both Operating Surplus (Deficit)
Ratio and Operating Surplus Ratio (Own-source) show there were significant differences
between 2011 and 2013 in terms of operational performance; as the former has Z = -2.134, p
= 0.016 < 0.05 and latter Z = –2.312, p = 0.009 < 0.05. Since the average operating surplus
ratio10 (Table 4.1) of the 11 councils in 2013 was -7.29%, which was an improvement* from 21.93% in 2011, and also the average operating surplus ratio11 (own-source) (Table 4.11) was
-19.43% in 2013 improving from -70.52% in 2011, the significant difference as indicated by
the test suggests the significant improvement. Therefore, statistically, at the confidence
level of 95%, there is significant improvement in operational performance of the 11 councils
since 2011. Similarly, Rates Coverage Ratio also indicates significant improvement (at the
confidence level of 95%) in their abilities to cover their costs through their own tax revenues
since 2011; this is because Z = -2.667, p = 0.002 < 0.05 and the average figures12 (Table 4.5)
from 6.40 % in 2011 to 9.24% in 2013 shows improvement*.
* The improvements of these three ratios over the two years actually are in plain sight as shown in the cited
tables.

10

Not shown in the table and obtained through calculation.
10
See note .
12
10
See note .
11
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4.6 Effects of council amalgamation on financial performance of the NT local
government
Table 4.14 categorizes the ratios examined above according to their respective functions.
Ratios in the same group serve the same purpose. The test is performed on one of each set
for a statistical analysis of the eight amalgamated shire councils and three non-amalgamated
ones.

Table 4.14. KPIs grouping
Operating
performance
Operating Surplus
(deficit)
Operating Surplus
(deficit) (own source)

Capital
performance

Liquidity

Own-source
revenue

Capital/operating
performance

Interest Coverage

Sustainability

Cash coverage

Rates Coverage

Net financial liabilities

Net interest
expense

Annual renewals
gap

Current Ratio

Fiscal Flexibility

Net borrowing

Interest

A Wilcoxon Signed-Ranks Test was conducted to determine whether there was a statistically
significant difference between the financial performances of the three non-amalgamated
shire councils and that of the eight amalgamated shire councils as measured by the 6 KPIs
for the past five years. The means of each group of each year from 2009 to 2013 were used
as the test inputs. The results show no significant difference between the two group of
councils at the confidence level of 95%, as none of the p values (0.125, 0.625, 0.063, 0.063,
1, 0.063) was smaller than 0.05 (Table 4.15).

Table 4.15. Test Statistics of 8 amalgamated councils and 3 non-amalgamated councils

Z
Exact Sig.

Operating
Surplus
(deficit) N* Operating
Surplus
(deficit) A*
-1.753
0.125

Sustainability
Ratio N Sustainability
Ratio A

Rates
Coverage N Rates
Coverage A

-0.674
0.625

-2.023
0.063

Cash cover N Cash cover A

-2.023
0.063

Net financial
liabilities N Net financial
liabilities A
-.135
1.000

Net interest
expense N Net interest
expense A
-2.023
0.063

* “N” stands for Non-amalgamated; “A” for Amalgamated.
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5 Discussion
5.1 KPIs findings
In general, the KPI results showed a very dismay picture of the NT local government system.
The consistent operating deficit indicated that future ratepayers would bear the costs
incurred today. Shire councils relied heavily on external funding, as most of them could
barely cover 10% of their operating costs with their own revenue, much less achieving the
40% benchmark set by PwC and 60% by QTC. With their poor capacity of responding to
changing circumstances, any unforeseen financial impact could bring those shire councils’
operations to standstill.

All other KPIs indicated that the NT councils were keeping large amount of cash assets. The
results of Current Ratio, Cash Coverage, Interest Coverage, Net Interest Expense, and Net
Financial Liabilities all suggested good liquidity in the NT local government system. However,
the fact that the almost no councils showed net financial liabilities (LGSA (2006) and LGAT
(2007) set the lowest benchmarks at 5% and 3% respectively) suggested they were very
conservative in managing their liquid assets and used no financial leverage in their
operations. This is because, as Gold (2008) pointed out, that councillors were financial
fiduciaries and subject to duties of care and diligence; therefore were not free to make
investment decision as they saw was best for the organization.

Regarding infrastructure renewal, although annual Sustainability Ratio suggested most of the
local councils were generally fine at 1 or 1.1 benchmarks set by PwC and QTC respectively
and there were no serious infrastructure renewal gaps on yearly basis, Deloitte (2012) noted
that many of the NT Councils inherited large amount of infrastructure assets during the
restructuring and those assets were generally in poor condition or beyond useful life. As a
result, there has been a significant backlog of infrastructure investment in the NT local
government system.

5.2 Statistical Findings
As most of KPIs findings were already reflected in Deloitte (2012, 2013), the main purpose of
this study was to investigate the efficacy of the amalgamation of NT local governments. To
59

this end, two research questions were asked. The first question was: Has there been any
improvement in the financial conditions of the NT local government bodies since the Deloitte
report (2012)? This was to investigate the effect of the remedial actions suggested in
Deloitte (2012) on the financial conditions of the NT local governments. The second question
was: How have the eight amalgamated local councils performed compared to three ruralremote councils that abstained from the reform? The aim of this question was to determine
whether the financial performance of the local councils in the subsequent years following
the reform showed any significant improvement.

For the first question, the data analysed revealed that the 11 shire councils showed
significantly improved performance in 2013 since Deloitte report (2012) in terms of
operating deficit ratio and rates coverage ratio, whereas the municipal councils showed no
such improvement. For the second question, there were no significant differences in the
financial performance between the eight affected councils and the three councils that did
not participate in the reform.

The two findings show a good comparison between amalgamation and other alternatives.
The first finding that the 11 shire councils performed significantly better in 2013 than in
2011 is supported by the Wilcoxon Signed-Ranks Test. With 95% confidence, the data
analysis shows that both operating deficits ratio and rates coverage ratio have significantly
improved in 2013. This could be explained by the implementation of most of the remedial
actions made by Deloitte in 2012, as the majority of the actions were recommended to be
implemented within six months of the financial year. The five municipal councils not covered
by the Deloitte study show no significant change in the same period as per the same test.
The second finding that amalgamated councils show no significant financial difference from
their non-amalgamated counterparts is supported by the Wilcoxon Signed-Ranks Test on six
independent ratios. This is to say that the 2008 structural reform did not deliver better
financial performance to those amalgamated local government bodies.
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5.3 Implications
The findings from the analysis responded to the research questions and have added to the
results of the Deloitte report (2012). Based on these findings, three implications may be of
interest to the policy makers in the NT.

First, continuing to merge non-amalgamated councils may not be a promising strategy for
improving the financial performance of local governments in the NT. However, local
government reforms have not been finished and further boundary changes and
amalgamation might be required in the future (Deloitte 2012, p. 379). The findings of this
study however do not support this policy as the three non-amalgamated councils showed no
differences in their performance13 from their amalgamated counterparts. Therefore, if local
government reform policy can be shifted away from amalgamation, at least the funds
required to perform the reforms could be saved.

Similarly, based on the finding that scale is unlikely to improve the financial performance of
merged councils, de-amalgamation in the NT does not seem to be a sensible solution. In fact,
de-amalgamation is just as costly 14 . Therefore, alternative tools for improving local
government financial performance should be explored.

Lastly, the improvement on the financial performance15 from 2011 to 2013 indicates the
actions taken by the councils concerned in response to Deloitte (2012) suggestions may have
worked. Although there is no knowledge as to which action(s) is the contributor(s) to the
change, the only indicator is Deloitte’s finding16 that the service sharing between the
councils has improved. This should be encouraging enough to motivate the NT authorities to
look further for feasible alternatives to council amalgamation.

13

In terms of the KPI analysis; the KPIs used are generally accepted indicators of financial sustainability
(Deloitte 2012, p. 17)
14
The establishment costs of the separation of Victoria Daly Shire Council into two councils was conservatively
estimated between $ 2.5 million to $4 million (Deloitte 2013, p. 24)
15
Based on two key KPIs (Operating Surplus/Deficits and Rate Coverage).
16
Deloitte 2013 update on its 2012 report.
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5.4 Other studies
5.4.1 Inquiries
With respect to previous findings from Australian evidence, especially those of the major
inquiries reviewed, it is interesting to note that the findings of this study are in line with
much of the literature.

Having found that all 11 shire councils were financially unsustainable, Deloitte (2012) made
32 recommendations with a timeline for the responsible authorities to implement them. In
its 2013 update, Deloitte (2013) noted that both operating deficit ratio and rates coverage
ratio showed improvement against that of 2012. This is well supported by this study. The
Deloitte report also indicated that the sharing of service was improved between the
councils. Therefore, it can be deduced that the establishment of the service sharing along
with other measures may contribute to the improved financial performance; this reasoning
is enhanced by the finding that the municipal councils, which were not covered by the
Deloitte study17, showed no such improvement.

The PwC (2006) national inquiry has been widely cited and relied on by many subsequent
local government studies in Australia, including the Deloitte (2012) NT report. Through a
dual approach, PwC (2006) could find no systematic differences between WA local
government (no amalgamation carried out at that point) and the other Australian local
government systems (amalgamation occurred) with respect to their financial sustainability.
This leads to the belief that had amalgamation not occurred in those states, their financial
conditions would have seen no significant difference. This is supported by the second finding
of this study.

As for all Access Economics dominated state inquiries (SA, NSW, WA, and Tasmania),
regional cooperation and shared services were always believed to be the preferred
alternatives to council amalgamation in achieving better financial performance for local
councils 18 . This study has provided support for this claim, as councils receiving

17
18

Therefore no remedial actions were suggested.
See Chapter 2
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recommendation for remedial actions19 did show significantly better performance, whereas
amalgamation did not lead to such a result.

QLGRC (2007) was the only report that claimed the effectiveness of amalgamation over
other alternatives in achieving service efficacy and reducing cost. However, as Dollery et al.
(2008) pointed out, the report provided no evidence on the existence of scale economies in
local government or the presumed relationship between council size and economies of
scale. Furthermore, the on-going de-amalgamation across Queensland cannot be taken as a
sign of success of the amalgamation reform.

The same de-amalgamation process is starting to occur in some local jurisdictions within the
NT. At the time of writing, de-amalgamation has already started in the Victory Daly Shire,
with other shire councils to follow soon (Tollner 2013).

5.4.2 Academic literature
This study has affirmed the findings of much of the available academic literature on the topic
of local government amalgamation. Michel (2011) found that the NT council amalgamation
brought no scale-driven cost savings three years after the reform. He believed that the
assumptions of scale economies did not fit the rural-remote council amalgamation in the
Northern Territory.

According to Allan (2003) and Dollery et al. (2008) there is little evidence supporting the
claims that amalgamation leads to economies of scale. After reviewing the findings of some
of the leading authorities in the world, Allan (2003) concluded that the efficiency and
effectiveness of a local council is not a function of size; he believed that service sharing was
the preferable avenue to scale economies for local governments. Dollery et al. (2008) also
argued against the idea that there was an optimal population size for the local councils with
scale economies and pointed out that various models of council cooperation should be used
to deliver services with economies of scale. These suggestions are echoed by this study, of

19

Including the alternative actions mentioned here.
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which the findings showed that better performance resulted from other alternatives instead
of increasing the sizes of the councils.

Similarly in the United States, where most empirical research into amalgamation has
occurred, Feiock (2004) argued that the city county consolidation advocates were typically
out of political expediency and self-interest and found that most empirical studies did not
support the efficiency claims of council amalgamation. Martin and Schiff (2011) also found
that consolidated and nonconsolidated governments showed no difference in reducing
costs, and furthermore, they suggested that regionalism schemes, such as interlocal
agreements, could achieve the same results as municipal consolidation. Leland and
Thurmaier (2010) took a quasi-experimental approach20, in which they analysed 20 years of
data from nine United States counties before and after their mergers and found no
consistent efficiency gains as a result of consolidation. In this study, according to the
findings, it can also be concluded that had the amalgamation did not take place; there would
be no significant difference to those affected councils in terms of operating efficiency or
financial performance.

Hence, as can be seen, literature on council amalgamation showed that in an overwhelming
majority of cases, amalgamation did not work, or if it did, it worked no better than other
available alternatives. This study arrived at approximately the same conclusion. With the
best information available to this research, it did not find any significant change as a result of
the amalgamation, but instead, it found that the councils showed significant improvement
on their operating performance in the first year after receiving suggestions for alternative
actions. Although there is no direct proof that the councils have taken those recommended
actions, the NT government did form a nine-member taskforce responsible for the
implementation of the 32 recommendations21.

5.5 Limitations
Despite the high consistency with other research mentioned above, a number of features of
the current study limit the conclusions drawn from the findings.
20
21

It was intended by this study if pre-merger data was available.
http://local.governmentcareer.com.au/archived-news/nt-announces-sustainable-local-government-move
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First, although the 11 shire councils, rather than the 5 municipal councils, showed significant
improvement, this may suggest the remedial actions were implemented and worked.
However, my ability to arrive at the conclusion was limited by the assumption that those
recommendations were implemented and all other factors remained the same. In fact, the
sole quantitative approach in this study and lack of information on specific measures taken
by or any ad-hoc policy applied to those councils places a significant limitation to the
findings. For example, councils may have changed their accounting methods, which led to
improved results on their annual financial reports. This information was not obtainable.

Furthermore, the small size of the sample also limited the significance of this study. For the
first research question, there was only data of 2011 and 2013 for 11 shire councils and 5
municipal councils that was compared. This was not strong enough to support the claim that
effectiveness is consistent and that improvement shown in one year is exclusively
attributable to those recommendations. In the same vein, for the second question, the
comparison was between eight merged councils and three non-amalgamated ones. With the
relatively high satisfaction with the five years’ data and the consistent test results, the
sample size has made findings less significant.

Lastly, NT local governments’ unique features22might limit the generalization of the findings.
The NT local government system is the youngest in Australia (Aulich et al. 2011, p.14; Mickel
& Tylor, 2012, p.486). In rural or remote areas, Indigenous community councils are usually
large in land coverage, but small in population and almost entirely grant-dependent (Aulich
et al. 2011, p.16; Mickel & Tylor 2012, p.486). All those plus environmental and cultural
differences (Mickel & Tylor, 2012, p.486) suggest that other local government systems
should take the conclusion of this study with cautions.

5.6 Further study
Future research is needed to develop effective strategies for improving the long-term
financial performance of local government in Australia. These findings contribute to the

22

ABS information see http://stat.abs.gov.au/itt/r.jsp?databyregion
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knowledge-base available for policy makers in the NT regarding further structural reform of
local government. They suggest that amalgamation is not an effective tool to achieve
efficiency in local government.

At the national scale, with the current heated debate on amalgamation and deamalgamation, researchers need to continue conducting empirical research to ascertain the
factors that contribute to long-term improvement of local councils’ financial conditions.
First, researchers should take a mixture of qualitative and quantitative approaches to
understand better the relations between the data and its drivers. Second, researchers
should widen the sample selection and use data from a longer period of time to make the
findings more representative and applicable. Finally, researchers should investigate beyond
the direct financial contributors to have a comprehensive coverage of the issue.

5.7 Conclusion
The primary task of this study was to uncover the impact of the 2008 amalgamation in the
NT on the financial performance of the affected councils. The research took a quantitative
approach with data obtained from publically available sources.

Chapter 1 examined some major researches on the issue in both Australia and overseas;
Chapter 2 briefly reviewed 10 inquiries made in the recent years into the financial
sustainability and the structural reform of local government. The findings from the literature
review were generally in favour of alternatives, such as service sharing and regional
cooperation, with the exception of the Queensland inquiry report (QLGRC 2007), which
promoted forced amalgamation in the belief that “bigger is better” (Dollery, Byrnes, & Crase
2007). The claim, however, was argued against as lack of evidence by Dollery et al. (2008).

Chapter 3 explained the KPIs selected, data and formula used, and justified the methods. In
Chapter 4, the results were presented and statistical tests were performed and analysed.
The last chapter described how the results of this research answered research questions and
how the answers correlate with findings of other similar studies; it also described the
implications of the findings and made suggestions for future research.
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In summary, this study provided new evidence concerning the dubious effectiveness of local
council amalgamation. It showed that the amalgamation did not work as well as other
alternatives as far as the NT local councils were concerned. The 2008 structural reform of
local government in the NT did not realize any significant improvement of the financial
performance. The statistical evidence has provided good support to this conclusion.

These findings are important, given the ubiquitous use of forced amalgamation in Australian
local government as an effective method of strengthening the operational efficiency of local
councils (Dollery, Grant, & Kortt 2013). However, it is clear that neither amalgamation, nor
de-amalgamation may be an optimal structural reform of local government. This study has
provided new knowledge to assist policy makers in making informed decisions about local
government structural reform, especially when the local government system is similar to
that of the NT.

On the other hand, with the mentioned limitations, cautions must be taken when applying
the findings of this study, especially when the profile of councils concerned are significantly
different from that of the NT rural-remote councils. Therefore, to have more generalized
evidence, further empirical studies should be taken with broader sample selection and a
longer timeline.
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6 Appendix 1

Source: http://www.grantscommission.nt.gov.au/our_publications
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