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Report on a page 
Local governments (councils) deliver services that affect our daily lives. Many do so without an 
ability to improve their revenue from their rate payers. They are often a provider of last resort of 
services to regional communities and have legacy assets to maintain. They do so with limited 
recurrent financial resources as they may be dependent on government grants. This is 
particularly true for far western and Indigenous local governments.  

We have highlighted the challenges for councils in our previous reports on financial 
sustainability. This is the third report in our sustainability series, and focuses on managing the 
costs of services to support long-term sustainability.  

We audited five councils for this report on managing financially sustainable services. We have 
made recommendations to those councils as well as to the whole sector. Each council we 
audited has some elements necessary to effectively plan and deliver their collective services to 
support long-term sustainability. But none had all the components working together.  

There are opportunities for councils to work together and with the department to share ways to 
plan services, allocate costs, and measure performance. 

Service planning and working together  
Planning for services helps councils to identify what level of service to the community they can 
afford. There are many benefits for councils in developing plans for their services: 

• understanding the revenue they need to generate to make services financially sustainable 

• understanding and adjusting service levels to manage costs  

• managing and maintaining key infrastructure assets 

• delivering effective and efficient services and assets that meet community needs. 

Understanding the value of services 
Understanding the value the community obtains from service delivery allows councils to change 
the level of services to manage their costs. It also helps guide decisions on new services and 
when to reduce or remove services.  

Understanding the costs of services 
Councils should make service-delivery decisions based on an understanding of the full cost of 
each service. Service costs include direct operating costs and a portion of corporate overhead 
costs. There are various scalable methodologies and tools available to allocate corporate costs.  

Monitoring and reporting on services 
Monitoring the financial and operational performance of services will identify ways to improve 
the efficiency and effectiveness of services. Councils can adjust costs and change service 
levels where necessary.   
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Introduction 
Our series of reports on sustainability highlights the financial challenges faced by local 
governments in meeting the needs of their community. We have previously produced reports on 
preparing long-term forecasts, and the setting of rates and charges. This report focuses on 
managing the costs of services to support long-term sustainability. Our next report will be on 
strategic asset management.  

Managing costs for financial sustainability  
To be sustainable in the longer term, councils need to manage their costs within the amount of 
revenue they can earn. This is particularly important in an environment where there is 
uncertainty of future revenue sources, such as a reducing population to pay future rates, and 
dependence on grant revenue. Grants received by councils are often short term or one-off 
arrangements, yet they may use them to help finance long-term service commitments.  

Councils usually commit to services over the longer term, especially those that use long life 
infrastructure assets. For example, investing in a swimming pool today will require maintenance 
and operation for its life of around 60 years. Councils must manage their costs to ensure that 
they do not spend more on these services over time than they earn from rates, grants, and fees 
and charges.  

Having the right information on their costs allows councils to make informed decisions on how 
they spend their money. They can decide which services and the level of services to provide to 
the community within their available revenue. Councils can vary operating hours, assets used, 
frequency, and the quality of the service to manage their costs. Small savings across many 
services can improve a council’s financial position. 

Council services 
Councils deliver four essential services to the local community: roads, water, 
wastewater/sewerage, and waste collection. They do this directly or through joint ownership of 
entities. All other council services depend on the needs of the community.  

The non-essential services vary across councils. More remote councils often provide services 
that the private sector delivers in more populous areas.  

On average, the five councils provide around 27 services each. Operating hours and regularity 
of services vary at each council. Examples of the services these councils provide include: 

• caravan and tourist parks 

• airports 

• parks and gardens 

• museums, cinemas, and theatres 

• swimming pools 

• childcare and residential aged care centres and facilities 

• quarries and gravel pits 

• saleyards 

• racecourses. 
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Appendix B lists the types of services that the councils we audited provide. 

Councils do charge fees for some of their services that are operated as a business. This means 
they are expected to earn sufficient revenue from fees and charges alone to meet all business 
costs. A saleyard is an example of a service council may run as a business. Services that are 
not run as a business will sometimes have a fee or charge, but this is not expected to cover the 
full costs of operating the service, and a portion of the costs are covered from rates, grants or 
other general revenue.  

Planning for sustainability  
Service planning fits within councils’ operational planning activities. Strategic plans provide the 
direction for the forecasts and plans—asset management and service—that support the delivery 
of services. Figure A shows how the different plans and activities that councils undertake 
support long-term financial sustainability.  

Figure A 
Managing sustainable services 

 
Source: Queensland Audit Office. 
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How we performed the audit 
The objective of the audit was to assess whether councils plan and deliver their services to 
support long-term financial sustainability. 

We assessed whether councils: 

• develop robust approaches to planning and managing the costs of their services 

• monitor and report on the costs and effectiveness of their services. 

We conducted field interviews, reviewed key documents and performed data analysis.  

We conducted the audit at the following five councils: Bundaberg Regional Council, Longreach 
Regional Council, Noosa Shire Council, Western Downs Regional Council, and Whitsunday 
Regional Council. We selected these councils because they have various challenges in 
delivering services, including varying population growth, economic activity and services. 

We included the Department of Local Government, Racing and Multicultural Affairs in our audit, 
as it provides support and advice to councils. It provides the operating framework through 
legislation and regulation that aims to improve councils’ accountability, effectiveness, efficiency, 
and sustainability. 

We spoke with Queensland Treasury Corporation because it provides financial services to local 
government, including financing, surplus cash management, and financial advice.  

Queensland Treasury Corporation has developed specific local government forecasting and 
modelling templates, including a whole-of-life costing tool. Councils can use these templates to 
understand the long-term sustainability of projects used to deliver council services. 

We spoke with the Local Government Association of Queensland (LGAQ) because it is a local 
government advocacy body, representing the broad objectives of Queensland local 
governments. LGAQ partners with councils to assist with advancing knowledge and accessing 
resources. 

Appendix H contains further details about the audit objectives and our methods. 
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Summary of audit findings 

How the five councils planned their services 

Service planning 
Councils decide how to deliver services, what services will cost, and how they will measure and 
monitor service performance. All five councils had some level of service-planning documents, 
either in individual service plans, annual operational plans, business unit plans, or 
asset-management plans.  

Two of the five councils can improve their plans by adding more detail to give council a clear 
understanding of all their services. 

Regular reviews of services to confirm community needs 
Consulting with the community on existing services and the cost of services can help councils to 
provide the right services at affordable levels to support long-term financial sustainability.  

None of the five councils we audited reviewed their existing services regularly. They did not 
consult with the local community about the types or the levels of services needed now or in the 
future. However, all councils consulted with their communities about new services associated 
with major construction works or asset acquisitions. 

Understanding the costs of services 
Councils need complete costing information on individual services so they can be sure that 
services are affordable. The full cost of services includes direct operating costs and a 
reasonable allocation of corporate overheads.  

All five councils identified the direct operating costs of their services. Two of the five councils 
knew the full cost of their services as they allocated reasonable corporate overheads to the 
appropriate services.  

Two of the five councils did not have effective approaches to calculating the complete costs 
before setting their fees and charges for their services. This was because they did not allocate a 
reasonable proportion of the corporate overheads for all services.  

One council has assessed that allocating 56 per cent of corporate overheads to services is 
sufficient for their decision making. This is lower than the 80 per cent or more allocated by two 
other councils we consider effective. 

New services and changes to existing services 
All five councils had approaches in place to consider the whole-of-life costs of new assets to 
deliver new or amended services.  

There is an opportunity for councils to engage with their communities in the early design stage 
of significant projects. This would ensure that the services and service levels for all new 
services associated with new or upgraded assets were based on community input. 
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How the five councils monitored and reported on 
their services  

Reporting on service budgets 
One of the five councils reported budget information at the service level. This council and its 
senior management had clear line-of-sight to revenue and expenses for each of the council's 
services in the monthly budget reports. 

The other four councils monitored and reported on their budgets at the business-unit level. 
Reports at a business-unit level include the performance of a group of services. The four 
councils did not have approaches in place to monitor and report on their expenditure and 
revenue against budgets of individual services except on an ad hoc basis.  

Reporting on service performance  
All councils used performance measures to monitor and report on their annual operational 
plans. However, none of the five councils had effective processes and systems in place to 
monitor and report on the effectiveness and efficiency of their services—internally to 
management and externally to the community. 

Two councils had linked the performance measures in the annual operational plans directly to 
their services. This gave management measures on each service. However, many of the 
measures focused on tactical activities of business units rather than on strategic achievements 
or efficiency.  

The other councils had designed their measures to monitor and report on the strategies in their 
annual operational plans or business plans but did not link them to their services. It was not 
possible for them to determine if they were managing and delivering individual services 
effectively and efficiently. 
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Audit conclusions 
Each council had some elements necessary to effectively plan and deliver financially 
sustainable services. None of the five councils had all the elements working together. This 
affects their ability to effectively plan and deliver their services to support long-term 
sustainability.  

Councils can work together to share ways to plan, deliver, and monitor their services.  

Conclusions per council  

Planning and managing the costs of services  
Bundaberg Regional Council, Whitsunday Regional Council, and Noosa Shire Council had 
effective approaches in place to plan for their services for long-term sustainability.  

All five councils had some level of service planning either in their annual operational plans, 
business unit plans, service plans, or asset plans. Bundaberg Regional Council, Noosa Shire 
Council, and Whitsunday Regional Council had detailed information on their services, including 
services’ direct operating costs.  

Whitsunday Regional Council and Noosa Shire Council allocated a reasonable proportion of 
their corporate overheads to services. Bundaberg Regional Council considers that allocating 
56 per cent of corporate overheads to services is sufficient for decision making. However, this 
does not represent a reasonable proportion and increases the risk of incomplete service costs 
being used for decision making. Longreach Regional Council and Western Downs Regional 
Council are not effectively planning for their services as they do not understand their services’ 
full costs and do not allocate a reasonable proportion of their corporate overheads to services.  

None of the councils had effective approaches in place to regularly review their services. They 
do not know whether their services meet the current or future needs of their communities.  

Monitoring and reporting the costs and effectiveness of services 
Longreach Regional Council effectively monitored operating costs at the service level. The other 
four councils monitored the budgets of business units, which represent multiple services. This 
could lead to missed opportunities to analyse the financial performance of services and make 
changes as necessary. 

All five councils effectively monitored and reported on aspects of the effectiveness of some of 
their services. None of the councils effectively monitored or reported on the effectiveness and 
efficiency of all their services. 
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Recommendations 
Based on the findings from the audited councils, we developed some recommendations that all 
councils can consider. 

All councils 
We recommend all councils, especially those with a focus on improving sustainability consider 
whether: 

1. they include sufficient details about their services within their existing planning documents 
or consider developing individual service plans (Chapter 2) 

Details about services should be scaled to the size and complexity of council and include: 

• how the service aligns to council’s strategy 

• the service level (for example, operating hours) 

• the assets used to deliver the service  

• operational risks for the service 

• operating costs and overhead costs. 

2. all existing services meet their community's current and future service needs and they 
deliver them at affordable levels by developing and undertaking regular reviews of existing 
services (Chapter 1) 

3. budget owners develop consistent individual business unit and service budgets by providing 
documented budget guidelines, templates, and training (Chapter 1) 

4. they benchmark their corporate overheads and allocate a reasonable proportion to services 
by developing and approving a corporate overhead methodology appropriate to the size and 
complexity of council (Chapter 1) 

5. they make decisions to deliver new services or amend existing services (associated with 
new major capital projects) with an understanding of the whole-of-life costs and any impact 
on corporate overheads 

Councils could develop their own or adopt an existing project decision framework that 
includes community engagement on the need for and level of new services. They could use 
the Queensland Treasury Corporation project decision framework and whole-of-life costing 
tool to develop their own framework or work together to share existing frameworks and tools 
(Chapter 1). 

6. they collect reliable and accurate information on the effectiveness and efficiency of their 
services. 

Councils could develop a performance monitoring and reporting framework to support both 
internal management reporting to council and external reports to their communities 
(Chapter 2).  
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Department of Local Government, Racing and Multicultural Affairs 
We recommend that the Department of Local Government, Racing and Multicultural Affairs 
supports councils to develop: 

7. models, benchmarks, and tools that are scalable for differently sized councils to allocate 
their corporate overheads to their services (Chapter 1) 

The department could, where appropriate, provide examples (templates), access to 
technical expertise and facilitate the development of tools for groups of councils. 

8. a set of measures of effectiveness and efficiency to help councils monitor the performance 
of their services (Chapter 2). 

The department could develop a set of standard measures of councils’ common services for 
reference. It could also facilitate groups of similar councils to share existing resources or 
coordinate the development of new resources in partnership with existing council networks. 

 

Reference to comments 
In accordance with s. 64 of the Auditor-General Act 2009, we provided a copy of this report to 
all 77 councils and the Department of Local Government, Racing and Multicultural Affairs. In 
reaching our conclusions, we considered their views and represented them to the extent we 
deemed relevant and warranted. Any formal responses from these entities are at Appendix A.  

 

Guidance 
Guidance for councils 

We developed a range of materials for councils to support them to implement our recommendations. 
Appendix C—Prioritising service delivery 
Appendix E—Measuring service performance 
Appendix F—Allocating corporate overhead costs to services. 
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1. Service planning 

Introduction 
Councils can control or reduce their costs through understanding and actively managing their 
services. Managing the costs of each service, and adjusting the level of service provided as 
needed, will help to support financial sustainability.  

Councils can incorporate service planning into existing planning documents or stand-alone 
service plans. Service planning involves identifying the services council provides, the users of 
the services, assets used to deliver the service, costs to operate, and performance measures.  

Effective planning for services requires councils to understand the full costs of their services. 
The full cost of a service includes operating costs (which relate clearly and exclusively to a 
specific service) and corporate overhead costs (such as finance and information technology, 
which are shared between many services).  

We examined how well the councils were planning for their services. This included how well 
they had: 

• reviewed their services to understand if they were meeting their community's current and 
future needs 

• identified all the costs (operational and corporate overheads) of delivering the services at the 
desired level and quality 

• set their fees at a level that balanced the community benefit with the funding available from 
rates 

• assessed all new services to identify benefits and risks and consider the whole-of-life costs 
of any assets needed.  

Councils engage in both formal and informal consultations with their communities via 
correspondence, social media and surveys. Councillors also play an important role, engaging 
with the community on local and regional issues. 

Service planning 
We found that three of the five councils had effectively developed detailed plans for how they 
intended to use their resources to deliver services for their communities. These plans included 
information such as: 

• why they were delivering the services 

• who used their services 

• when customers could access the service 

• how much the services cost to operate  

• where services were based, or the locations covered 

• how they would monitor the contribution of the service to their corporate strategies and 
community outcomes. 

In the three councils with detailed plans, the links were not always clear between their corporate 
and operational plans and the services the councils delivered.  
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The other two councils had some high-level information about their services in their 
asset-management plans. For example, the asset-management plans included a listing of the 
services delivered from each building asset. But the councils did not have enough detail about 
the costs of delivering their services at the expected service levels. 

One council had clearly aligned all its services with its operational plan. This gave management 
the ability to focus on managing its services and the assets needed to deliver them.  

If councils do not have detailed plans for their services, they may not be able to effectively 
manage them. They may not know if their services are supporting their vision for their 
communities. 

Regular service reviews of community needs 
We found none of the councils were regularly reviewing their existing services. They did not 
formally consult with their communities about the range of services they want now or in the 
future, or about the level of service the community is prepared to pay for. For example, councils 
did not formally consult with the community about how many days per week the library should 
open, even though a significant proportion of library-operation costs are for staff salaries and 
longer opening hours increase the service cost. Community consultation about the costs of 
each option and the impact of costs on either fees or rates could help councils to provide the 
right services at affordable levels. 

We found examples of all five councils consulting with their communities about decisions to 
invest in new or amended assets and services. Four of the five councils had approved, current 
community engagement strategies or policies. None of the five councils had effective processes 
to consult with their community on the need for their existing services or the levels at which they 
should deliver their existing services. 

There is a risk that existing services may not be meeting community needs, or that the service 
levels are wrong (too high or too low). Councils may miss opportunities to achieve cost savings 
they could redirect to improving or expanding frontline delivery, constraining rate increases, and 
enhancing overall sustainability.  

All the councils had approaches to engage and consult with their community on emerging 
issues, new or amended services, and/or projects. For major projects that would deliver new or 
significantly amended services, councils considered whether community input was either 
required by legislation or necessary to inform council decisions.  

Recommendation 
Recommendation to councils  

We recommend all councils consider if they include sufficient details about their services within their 
existing planning documents or consider developing individual service plans. 
Details about services should be scaled to the size and complexity of council and include: 
• how the service aligns to council’s strategy 
• the service level (for example, operating hours) 
• the assets used to deliver the service 
• operational risks for the service 
• operating costs and overhead costs. 
We have provided an example service plan in Appendix D. 



Managing the sustainability of local government services (Report 2: 2019–20) 

 12 

Case study 1 shows how Noosa Shire Council engaged with the community to get input on a 
significant redevelopment project. The Park Road boardwalk project involved the replacement 
of approximately 400 metres of boardwalk from Little Cove beach access to Noosa National 
Park. The upgrade was to bring the boardwalk up to a standard that could provide for future 
growth in demand while having minimal disturbance on the adjacent natural area. 

Case study 1 
Community engagement on project design 

Community engagement on the Park Road boardwalk 

Background 
Noosa Shire Council engaged in extensive community consultation on the Park Road boardwalk 
upgrade. Council wanted to fully understand the community’s needs and the impact of the new 
infrastructure. It also wanted to demonstrate environmental excellence and innovative construction 
solutions. The council engaged with Kabi Kabi/Gubbi Gubbi representatives, local environmental 
groups, and the surfing community, seeking input into how it could incorporate cultural heritage into 
the design of the upgrade. 
Consultation 
In October 2017, council approved a community engagement plan that incorporated: 
• using the Noosa Have Your Say web platform to survey the community on design considerations 

• forming a community reference group to listen to ideas, provide technical details, and facilitate 
group discussions 

• identifying key stakeholders 

• organising pop-up events to provide information about the project to the broader community. 

Council completed the design work in March 2018 and construction in November 2018. 
Results 
As part of the design phase, council considered the various materials and long-term sustainability of 
the service by analysing the whole-of-life costs of various options. The extensive community 
consultation resulted in high-level community satisfaction.  
Conclusion 
By engaging with the community on the early design of the project, council was able to design the 
project to meet the community’s expectations. It was also able to use materials that will reduce 
maintenance costs across the life of the asset and reduce the need to increase rates. 

Source: Queensland Audit Office, based on documents from Noosa Shire Council. 

  

Recommendation 
Recommendation to councils 

We recommend all councils consider if all existing services meet their community's current and 
future service needs and they deliver them at affordable levels by developing and undertaking 
regular reviews of existing services. 

We have provided an example of a prioritisation tool in Appendix C. 
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Budgeting operating costs and overheads 
We found all councils effectively identified and included direct operating costs in service 
budgets. However, three of the five councils did not know the full cost of delivering their services 
as they did not effectively allocate a reasonable proportion of their corporate overhead costs to 
their services. One of the three councils assessed that allocating 56 per cent of corporate 
overhead costs provides sufficient information for decision making. This is lower than the 80 per 
cent or more allocated by two other councils we consider effective. 

Direct operating costs 
We found all five councils effectively identified the direct costs of operating their services. They 
ensured that budgets included employee costs, operating expenses, and depreciation. Four of 
the five councils had documented budget guidelines or policies for staff on how to develop 
budgets. This helped those councils to develop their budgets consistently across all the different 
business units. It also ensured staff treated council-wide costs, such as depreciation and staff 
on-costs, consistently. 

Noosa Shire Council expects staff to build budgets from a zero base (zero-base budgeting). 
Staff create a new budget each year and support budget lines with evidence of the anticipated 
expenses and revenue. Zero-base budgeting forces managers to explain how each budget item 
links to the service and removes funding for items no longer needed. This approach identifies 
waste and operations that no longer need funding. We do note, however, that this approach is 
time intensive and may not suit all councils. 

At the other councils, staff built their budgets by reviewing the revenue and expenses from 
previous years and adjusting the figures using a percentage increase or decrease based on a 
council-wide analysis. We also observed individual services at Whitsunday Regional Council 
analysing forecast volumes on the impact of service budgets.  

Corporate overheads 
We found two councils allocated 80 per cent or more of their corporate overhead costs to their 
services. This provides a reasonable allocation of corporate overheads and effective costing 
information.  

One council allocated 56 per cent of their corporate overhead costs to their services. They have 
assessed that this provides materially accurate costing information. However, this does not 
represent a reasonable allocation of corporate overheads and is lower than the 80 per cent or 
more allocated by the two councils we consider effective.  

Two councils did not allocate sufficient corporate overheads to their services (four to 
22 per cent).  

Figure 1A shows the allocation of corporate overheads to services by council. Whitsunday 
Regional Council and Noosa Shire Council allocated the greatest proportion of their corporate 
overheads at 95 per cent and 80 per cent respectively.  

Recommendation 
Recommendation to councils 

We recommend all councils consider whether budget owners develop consistent individual business 
unit and service budgets by providing documented budget guidelines, templates, and training. 
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Not allocating a reasonable proportion of corporate overheads reduces councils' understanding 
of the full cost of their services. This reduces their capacity to meaningfully compare the costs of 
their services with other councils and the private sector. It also affects the accuracy of 
information when councils make decisions to: 

• expand or reduce existing services 

• outsource services to the private sector 

• discontinue unaffordable services that no longer deliver value.  

Figure 1A 
The proportion of corporate overheads allocated to services, 2018–19 

Source: Assembled by Queensland Audit Office from council budget reports. 

Two councils excluded governance costs from the corporate overhead costs allocated to 
services. They considered that the costs of operating the council and the cost of complying with 
various legislative requirements did not reflect the true cost of delivering its services to the 
community. The types of governance costs they did not allocate included: 

• council management 

• salary costs for the mayor, councillors, and the chief executive officer 

• the costs of supporting councillors 

• preparing financial statements. 

We acknowledge there are some governance costs that would exist for council whether they 
delivered the services themselves or outsourced all services.  

We observed two different approaches to allocating corporate overhead costs.  

Some councils allocated corporate overhead costs based on an estimate of how much time 
corporate staff spent supporting council services. For example, if the finance branch estimated 
they spent 30 per cent of their time supporting the saleyards, 30 per cent of the finance budget 
was allocated to the saleyards.  

Some councils identified other ways to allocate the corporate overhead costs. A common way to 
allocate the cost of information technology (IT) overheads was the number of devices used to 
deliver a service. The more devices (computers, printers, iPads, and servers) needed for a 
service, the more support the service would need from the IT branch. For example, if the library 
had five per cent of all IT devices across council, the council allocated five per cent of the cost 
of the IT overhead to the library.  

We have developed guidance for councils on different methodologies for allocating corporate 
overheads. Councils should adopt an approach that is scalable to their business. We have 
provided examples of cost allocation methodologies in Appendix F. 
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Fees and charges 
Councils can fund services from a combination of rates, grants, and fees and charges. Councils 
set fees and charges based on several factors such as customers’ ability to pay, changes in 
costs, and pricing of similar services. Cost is one element in setting fees and charges. Using the 
full cost of the service will help inform councils’ decisions on fees and charges. Councils can 
then also understand the effect on the contribution from rates revenue.  

We found that three of the five councils did not effectively consider the full cost of their services 
before setting their fees and charges. This was because they had not allocated a reasonable 
proportion of corporate overheads for all services. 

New services and changes to existing services 
We found that all five councils had approaches in place to consider the whole-of-life costs of 
new assets to deliver new or amended services. Three of the five had formal, documented 
project decision frameworks to ensure consistency of information on the benefits, risks, and full 
operating costs of proposed new assets. 

Councils with formal project decision frameworks consistently assess proposals for new or 
renewed assets. Considering the whole-of-life cost of owning the asset and operating the 
service gives council a full understanding of what it will cost before they decide to build or 
remodel.  

The frameworks we observed included: 

• clear governance roles and responsibilities for decision making on the sustainability of 
council assets and affordability of associated services 

• a project management office that provides centralised leadership and coordination of the 
framework and reporting 

• tools and templates for project proposals, transparent reporting, cost management, and 
performance reporting of projects and programs 

• consistent methodologies for the delivery of projects. 

Recommendation  
Recommendation to councils 

We recommend all councils consider whether they benchmark their corporate overheads and allocate 
a reasonable proportion to services by developing and approving a corporate overhead methodology 
appropriate to the size and complexity of council. 

Recommendation to the Department of Local Government, Racing and Multicultural 
Affairs 

We recommend that the Department of Local Government, Racing and Multicultural Affairs supports 
councils to develop models, benchmarks, and tools that are scalable for differently sized councils to 
allocate their corporate overheads to their services. 

The department could, where appropriate, provide examples (templates), access to technical expertise 
and facilitate the development of tools for groups of councils. 

We have provided examples of cost allocation methodologies in Appendix F. 
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We observed that the frameworks did not align with the councils' community consultation 
frameworks and policies. There is an opportunity for councils to engage with their communities 
in the early design stage of projects. This would ensure that services and service levels are 
based on actual community needs, not on historical levels or instinct. 

We observed one example where a council analysed service variations to an existing service. 
Previously, the council owned but did not operate the Dalby and Chinchilla cinemas. Case 
study 2 shows how the council considered the costs of the service in its decisions to operate the 
service. 

Case study 2  
Considering the full costs of a service 

Dalby and Chinchilla cinemas 

Western Downs Regional Council owns cinemas in Dalby and Chinchilla. The cinemas contribute to 
council’s strategic priorities of strong economic growth, active vibrant communities and great liveability. 
Council decided to manage and operate its cinemas in-house from 1 August 2018, rather than continue 
with private sector operation.  
Council did this because they identified from community feedback, declining patronage and a poor range 
of offerings that the service was not meeting the community’s needs. There was a risk that people were 
leaving the local community to watch movies and spending their time and money away from Western 
Downs.  
The cinemas contribute to the local economy by encouraging residents to support local businesses while 
attending the movies. Having a local service also encourages a sense of community and liveability.  
Decision to change the service 
To make this service decision, council undertook a service options analysis to examine the following 
scenarios: 
• continue with the existing third-party operator 

• release a new tender for a new third-party operator 

• council operating the service.  

Council analysed the pros and cons of each scenario, including its financial impact to the community. It 
decided that although the service was not breaking even, the service had significant benefits to the 
community. Council brought the operation back in-house to understand the full costs of operating the 
cinemas. This will give council an opportunity to analyse the operating costs and benefits of the service. It 
will be able use this information to inform any future decisions to consider outsourcing of the service to a 
private operator.  
Council took over operation of the theatres on 2 August 2018. Council states that revenue for 2018–19 
has increased by 12.3 per cent on 2017–18. 
Considerations 
Council could also consider, where appropriate the: 
• depreciation and corporate overhead costs in its options analysis 

• impact of varying ticket and kiosk pricing has on patronage and overall affordability of the service.  

Source: Queensland Audit Office from council documents. 
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Recommendation  
Recommendation to councils 

We recommend all councils consider whether they make decisions to deliver new services or amend 
existing services (associated with new major capital projects) with an understanding of the whole-of-life 
costs and any impact on corporate overheads. Councils could develop their own or adopt an existing 
project decision framework that links with their community engagement policy.  
Councils could develop their own or adopt an existing project decision framework that includes 
community engagement on the need for and level of new services. They could use the Queensland 
Treasury Corporation project decision framework and whole-of-life costing tool to develop their own 
framework and tools or work together to share existing frameworks and tools. 
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2. Service monitoring and 
reporting 

Introduction 
Measuring performance enables councils to monitor if performance is stable, declining, or 
increasing. Importantly, this allows councils to take corrective action, prioritise resources to 
services that are effective and efficient, and consider alternatives for inefficient or ineffective 
services that are not delivering value to the community or are risking their long-term 
sustainability.  

Measuring performance also gives councils the information they need to prompt a review of 
costs. Efficiency measures have a strong link to cost management and will tell councils the cost 
of delivering a unit of the service. Councils can benchmark cost with other councils or operators 
to understand if the council is spending too much or too little on the service.  

Reporting on financial performance 
We found that four of the five councils monitored and reported on their budgets at the business 
unit level. They did not have effective approaches in place to monitor and report on budgets of 
individual services. 

One council had structured its annual operational plan and budget on its services. This council 
and its senior management had a clear line-of-sight to revenue and expenditure for each council 
service in the monthly budget reports. 

The other councils reported on the budgets of individual business units each month. Council 
business units may be responsible for delivering multiple services to the community. Monthly 
reporting on business unit budgets allows councils to hold the managers accountable for any 
budget variances. However, councils may not see variations in the operating costs of individual 
services, as under-spends in one service may cancel out over-spends in another.  

The risks of not reporting on budgets at the service level are that councils: 

• focus on the financial position of the business unit as a group of services 

• miss an opportunity to analyse the financial performance of services provided to the 
community and make changes as necessary 

• do not identify underperforming or unaffordable services. 

If it is not practical for councils to monitor budgets at the service level every month, then 
periodic analysis of individual service budgets would help to mitigate risks.  
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Reporting on effectiveness and efficiency 
We found that the five councils did not have effective processes and systems in place to 
monitor and report on the effectiveness and efficiency of business units and services. Councils 
reported internally to management and externally to the community on some measures of 
effectiveness and efficiency of their services. However, there were gaps in the information as 
they did not report at least one measure of effectiveness and efficiency for each service.  

Many of the measures in council reports focused on the tactical activities of business units 
rather than on outcomes for the community, supported by effectiveness and efficiency 
assessments. The community and council require a balance of effectiveness and efficiency 
measures to adequately assess the performance of services. 

When councils use a mix of measures to monitor both the effectiveness and efficiency, they are 
more able to demonstrate they are using public resources well. This allows senior management 
and council to intervene and implement corrective action where a service is ineffective or 
inefficient. 

Figure 2A shows our assessment of the performance measures councils use to monitor their 
services. We reviewed how many measures councils report in the planning documents including 
operational plans and service catalogues. We found many measures focused on day-to-day 
activities (input measures, for example the number of meetings held) and did not provide 
insights into the effectiveness and efficiency of the service delivery to the community. 

Figure 2A 
Assessment of performance measures in operational plans/service 

catalogue 

Council Number of 
activity 

measures 

Number of 
effectiveness 

measures 

Number of 
efficiency 
measures 

Number of 
measures 

with no 
data 

Number of 
measures 

Bundaberg Regional 
Council 

32 60 0 2 94 

Longreach Regional 
Council 

238 114 2 0 354 

Noosa Shire Council 12 49 29 0 90 

Western Downs 
Regional Council 

57 60 3 0 120 

Whitsunday Regional 
Council 

72 27 0 1 100 

Note: Councils may report efficiency measures in other documents such as directorate reports; however, they were not 
aligned with their operational plans or council services. 

Source: Queensland Audit Office. 
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Western Downs Regional Council owns and operates the Dalby regional cattle saleyard. The 
service has been running for over 75 years and is one of Australia’s largest saleyards, with 
average annual sales of more than 200,000 cattle. Case study 3 shows the value of analysing 
performance for decision making about services.  

Case study 3 
A cattle saleyard service 

Monitoring the efficient performance of Western Downs Regional Council’s saleyard  

Western Downs Regional Council operates the saleyard as a commercial business. It expects to meet 
its costs from revenue from customers and make a profit.  
To determine the prices it charges to its customers, council has developed a 10-year pricing model, 
which is reviewed annually. The pricing model aims to provide an appropriate level of profit or returns 
over a long period.  
Council monitors the service through bi-monthly Saleyard Advisory Committee meetings. The 
committee reports to council on the performance of the service as well as any operational issues.  
The committee monitors and reports on the monthly cattle throughput and profitability. But there are no 
service operational targets, effectiveness measures, or efficiency measures to help inform service 
decision making. By measuring appropriate efficiency measures, council can make more informed cost 
decisions and demonstrate the value of its service to the community. 
Council could also consider other benefits of a service that brings business into the community when 
making any future decisions about the value of the service. 
Our analysis of the efficiency measures for the service 
The key activity to be measured for saleyard efficiency is cattle throughput. Council could report on the 
efficiency of the saleyard service by reporting on revenue/expense/profit per throughput. This will show 
areas most affected by throughput changes and can highlight areas of focus for council.  
We identified five key financial measures and the average annual movement over the past five years: 
• fees and charges—two per cent increase 

• cattle throughput—six per cent increase 

• total revenue—six per cent increase 

• total expenses—six per cent increase 

• net profit—31 per cent increase. 

Total expenses on average per annum are increasing in-line with annual average revenue increases 
over the past five years. The average increase to net profit per annum is 31 per cent. This increase to 
net profit is primarily due to a 26 per cent increase in throughput levels in the 2018–19 financial year 
compared with 2017–18.  

 

Source: Queensland Audit Office. 
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Guidance on measuring performance 
Each council has its own approach to measuring performance. None of the councils had 
frameworks or policies to guide staff on how to develop measures of effectiveness or efficiency. 

Taking different approaches to measuring the effectiveness and efficiency of council services 
reduces councils’ ability to compare their services. There is an opportunity for councils to work 
together and share the workload of developing and testing rigorous measures. A consistent 
approach could also help all councils to improve the efficiency and effectiveness of their 
services.  

We recognise that the varying size and nature of councils across our vast state means that 
comparing performance may not always be appropriate. However, councils of similar size and 
circumstances or within similar geographic regions may find comparisons helpful.  

We have developed guidance for councils on how to measure the effectiveness and efficiency 
of their services. Appendix E outlines the key principles to consider in developing measures of 
service performance and includes some examples. 

 

 

  

Recommendation  
Recommendation to councils 

We recommend all councils consider whether they collect reliable and accurate information on the 
effectiveness and efficiency of their services. 

Councils could develop a performance monitoring and reporting framework to support both internal 
management reporting to council and external reports to their communities. 

Recommendation to the Department of Local Government, Racing and Multicultural 
Affairs 

We recommend that the Department of Local Government, Racing and Multicultural Affairs supports 
councils to develop a set of measures of effectiveness and efficiency to help them monitor the 
performance of their services. 
The department could develop a set of standard measures of councils’ common services for 
reference. It could also facilitate groups of similar councils to share existing resources or coordinate 
the development of new resources in partnership with existing council networks. 
We have provided guidance for developing measures in Appendix E. 
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A. Full responses from entities  
As mandated in Section 64 of the Auditor-General Act 2009, the Queensland Audit Office gave 
a copy of this report and an opportunity to comment to all 77 councils and the Department of 
Local Government, Racing and Multicultural Affairs. 

This appendix contains the formal responses we received. 

The heads of these organisations are responsible for the accuracy, fairness, and balance of 
their comments. 
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Comments received from Director-General, 
Department of Local Government, Racing and 
Multicultural Affairs 
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Comments received from Chief Executive Officer, 
Western Downs Regional Council 
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Comments received from Chief Executive Officer, 
Mornington Shire Council 
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Comments received from Chief Executive Officer, 
Brisbane City Council  
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Comments received from Chief Executive Officer, 
Burdekin Shire Council 

  



Managing the sustainability of local government services (Report 2: 2019–20) 

 
31 

  



Managing the sustainability of local government services (Report 2: 2019–20) 

 
32 

  



Managing the sustainability of local government services (Report 2: 2019–20) 

 
33 

B. Council services 
Councils deliver a range of different services. They also structure their services in different 
ways. The following lists the services the five councils deliver to their communities. 

Figure B1 lists the 40 services delivered by Bundaberg Regional Council. 

Figure B1 
Services delivered by Bundaberg Regional Council 

Services 

Age care and seniors 
villages 

Disaster management Local laws Regulated parking 

Airports Fleet management Moncrieff Entertainment 
Centre 

Roads 

Animal control Footpaths and 
network pathways 

Multiplex Showgrounds and 
recreational precinct 

Arts centres Governance Museums and 
attractions 

State emergency 
services 

Caravan and holiday 
parks 

Gracie Dixon Respite 
Centre 

Natural resource 
management 

Stormwater drainage 

Cemeteries Hall of aviation Neighbourhood centres Tourism and visitor 
information services 

Community care and 
support 

Health services Parks and open space Waste and recycling 

Community 
development 

Laboratory services Planning development Wastewater services 

Community halls and 
facilities 

Land protection Pools Water safety and 
boating facilities 

Councillors and 
executive offices 

Libraries Racecourse Water services 

Source: Queensland Audit Office from council plans. 
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Figure B2 lists the 21 services delivered by Longreach Regional Council. 

Figure B2 
Services delivered by Longreach Regional Council 

Services 

Administration Child care Civil construction and 
maintenance operations 

Commercial services 

Communities Disaster management Economic development 
and tourism 

Environmental health 

Financial accounting Governance Human resources Leasing and land 
management 

Libraries Local laws/rural lands Media relations Planning and 
development 

Public facilities Regional coordination Waste  Water and sewerage 
operations  

Wild Dog Exclusion 
Fence Scheme 

   

Source: Queensland Audit Office from council plans. 

Figure B3 lists the 32 services delivered by Noosa Shire Council. 

Figure B3 
Services delivered by Noosa Shire Council 

Services 

Aged and disability 
support 

Beaches and coastal 
foreshores 

Canals and waterways Cemeteries 

Community 
development 

Cultural development Customer service Development services 

Disaster 
management 

Economic 
development 

Elected council Financial and revenue 
services 

Fleet Governance Holiday parks Land and habitat 
conservation 

Libraries Lifeguards Local laws and public 
safety 

Pathways 

Boardwalks and 
recreation trails 

People and culture Procurement Public amenities (toilets) 

Public health Public lighting Recreation parks Road network 

Sport and 
recreation 

Stormwater drainage 
and flood mitigation 

Traffic and transport Waste and resource 
management 

Source: Queensland Audit Office from council plans. 
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Figure B4 lists the 28 services delivered by Western Downs Regional Council. 

Figure B4 
Services delivered by Western Downs Regional Council 

Services 

Art galleries Building and plumbing 
certification 

Cemeteries Cinemas 

Commercial roadworks Community housing Environmental 
management 

Footpath mowing 

Function hire facilities Gas Home care Internet 

Landing facilities (airports 
and aerodromes) 

Libraries Parks and gardens Pest management 
including dog pounds 

Planning and 
development approval 

Public toilets Quarry and gravel pits Residential aged care 
(nursing homes) 

Saleyard Sewerage  Swimming pools Transport services 
(roads and streets) 

Visitor information 
services 

Washdown facilities Waste Water 

Source: Queensland Audit Office from council plans. 

Figure B5 lists the 15 services delivered by Whitsunday Regional Council. 

Figure B5 
Service delivered by Whitsunday Regional Council 

Services 

Bushfire management Caravan parks Coastal management Collinsville 
Independent Living 
Facility 

Cultural heritage Environmental health Environmental services Events 

Grants Library services Local law services Mosquito 
management 

NRM advice to town 
planning 

Pest management Trade waste  

Source: Queensland Audit Office from council plans. 
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C. Prioritising service delivery 
We have developed a cost value tool for councils to use. The tool helps councils identify the key 
priorities for funding allocation. The tool focuses on the services that are in some way optional. 
It excludes roads, waste collection, water, and wastewater.  

The cost value tool helps councils to identify a priority order for service reviews. Service reviews 
identify the level of service required, including quantity and quality. Service reviews also support 
the allocation of limited funding and resources to services of most community value.  

The five concepts of value included in the tool: 

1. Community amenity—45 per cent  

This is value obtained from local community use. It considers how the service is used, why it 
is in place, and the historical value of the service and associated assets. The more links to 
the local community, the greater the score. 

2. Link to strategy—15 per cent 

This represents the link between the service delivery and the strategic intent of council. This 
should include new strategies and business-as-usual activities. The stronger the link, the 
greater the score.  

3. Alternative services—15 per cent 

This assesses whether there are similar or partial services delivered elsewhere—from other 
council services, other government activities, or the private sector. The higher the availability 
of alternative services, the lower the score. 

4. Functionality—15 per cent 

This assesses the requirements to operate the service. The assessment includes the 
required employee skills, the required technology, and the sharing of assets. The more 
functionality of the operational requirements, the greater the score. 

5. Risk—10 per cent 

Risks associated with the delivery of the service are assessed to identify those that are 
desired by council and those that cannot be managed efficiently. The greater the 
unmanageable risk, the lower the score. 

For each identified service, the value rating and cost are included in one of four quadrants. The 
action to be taken depends on the quadrant.  
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The four quadrants are outlined below. 

Figure C1 
The cost—value quadrants 

Quadrant  Action 

1. High value, low cost    This is the preferred service model for sustainability 

2. Low value, high cost       These services are the number one priority for a review of service 
levels or the service as a whole 

3. High value, high cost       These services are the number two priority for a review of service 
levels or the service as a whole 

4. Low value, low cost        These services are the number three priority for a review of service 
levels or the service as a whole 

 Source: Queensland Audit Office. 

This tool aligns with the long-term financial sustainability of council. The 10-year forecast, and 
strategic asset-management plans, can be aligned to the priority of the services identified in this 
model. The assets (maintenance and capital spend) and operations linked to high-value 
services can be prioritised in the long-term forecasting model. 

The tool is available on our website at www.qao.qld.gov.au/reports-resources/better-practice. 

http://www.qao.qld.gov.au/reports-resources/better-practice
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D. Example service plan template 
Noosa Shire Council uses its service level catalogue to plan its services. The template captures 
key information on each of its services. 

Figure D1 
Service level catalogue  
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Source: Noosa Shire Council. 
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E. Measuring service performance 

Background 
Performance information is a tool for service management and improvement. It supports 
informed decision making and is an early warning system that enables managers to take 
preventative action. 

Reporting on a range of performance measures to external stakeholders can demonstrate that 
council is using its resources appropriately and delivering valuable services. Monitoring both 
effectiveness and efficiency provides a balanced assessment of performance and ensures that 
any changes in one are not at the expense of the other. 

Principles 
The Queensland Government's performance management framework identifies general 
principles for organisations to consider when developing performance measures. A 
performance measure should be: 

• relevant—reflect what the council is trying to achieve, not simply what is easy to measure 

• comparable—with either past periods or similar services in other councils in Queensland and 
nationally 

• well-defined—with a clear, unambiguous definition so that data can be collected, and easy to 
understand and use with minimal explanation 

• prevent unintended consequences—not encourage unwanted or wasteful behaviour 

• reliable and verifiable—able to produce accurate data for its intended use, able to be 
measured consistently, and be responsive to change 

• achievable—stretching and reflecting the council's ambitions for improved standards of 
public services 

• cost-effective—in terms of gathering and processing the data. 

Monitoring performance is a process of continuous improvement. Performance measures are 
not set-and-forget, but require continuous monitoring and improvement to inform and drive 
decision making about the business. 

Measuring effectiveness of services 
Effectiveness measures monitor the progress of objectives and the outcomes council wants its 
services to achieve. Users of council services can include individual residents, businesses, or 
community groups. Effectiveness measures show the impact of the service on the environment, 
public safety, traffic congestion, and, in some cases, community health outcomes. Effectiveness 
measures, when considered across all services, can provide an overview of the council’s 
progress in achieving its operational and corporate plan for the community. 
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Developing effectiveness measures relies on establishing clear objectives for the service and 
determining what success would look like. It is helpful to: 

• specify what the service intends to achieve (the objective) 

• define the target population or client base for the service 

• identify the main impacts to users (the outcomes) 

• benchmark operations against similar organisations or the private sector (where 
appropriate). 

Effectiveness measures focus on the results achieved, rather than the activities completed or 
money spent. They can be short term or longer term. Examples of effectiveness measures 
include: 

• participation rates in sports/fitness programs (short-term) 

• fitness levels of participants in sport/fitness programs (medium-term) 

• proportion of participants in respite services reporting improved health outcomes (long-term) 

• number of accidents per kilometre of road by road type (medium-term). 

Measuring efficiency of services 
Efficiency measures monitor the cost of delivering a service. They provide information about the 
production of a service with a given level of resources. They are useful in demonstrating a 
council's relative efficiency in service delivery when compared with benchmarks such as: 

• previous results 

• internally established goals and targets 

• compliance with legislative standards 

• generally accepted norms or standards 

• results achieved by similar councils.  

Efficiency measures focus on the cost of the resources used in dollars per unit. Examples of 
efficiency indicators include: 

• average cost per inspection—$250 per inspection 

• average annual cost per site—$150 of expenses per site 

• average cost per patron (for example, swimming pool, library or airport)—$15 per entry to 
the pool, $28 per passenger trip, $35 per member per year 

• cost per licence issued—$50 per licence 

• cost per day (for example, of childcare)—$110 per day per child. 

Note, the figures are indicative only and not based on benchmarks. 

Reporting performance 
There are different audiences for performance reporting, with different needs, interests, and 
obligations. Contemporary tools allow users to generate dynamic reports covering a wide range 
of information.  
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When developing static reports for different audiences, it is important to consider the types of 
decisions or interventions they need to make. This will help determine the level of information 
they need; too much information can be as detrimental to decision making as not enough.  

Internal reports to management 
Heads of business units and senior management need to make tactical decisions about service 
levels, responsiveness, and budget issues. The types of measures best suited include: 

• activity measures—service instances, number of service recipients, or other activities for the 
service; these measures demonstrate the volume of work undertaken and have direct links 
to the service budget 

• cost measures—the cost of outputs/services produced compared to the budgeted costs or 
other benchmarks 

• process measures—throughput, or the means by which council delivers the activity or 
service, rather than the service itself (for example, the number of development applications 
approved); these measures demonstrate how busy the team or business unit is, rather than 
the effectiveness of the services  

• input measures—the resources consumed in delivering a service, either as an absolute 
figure or as a percentage of total resources; these measures may include the funding, 
number of employees, person days, equipment, and supplies 

• quality measures—how well a service is fit for its purpose, for example the extent to which 
outputs conforms to specifications; these measures could include timeliness, accuracy, 
completeness, accessibility and equity, continuity of supply, and/or seeking feedback on one 
of these criteria through customer satisfaction or experience surveys.  

Internal reports to councillors 
Councillors have several responsibilities under the Local Government Act 2009 (the Act), 
including ensuring the council discharges its responsibilities, achieves its corporate plan, and 
objectives, and complies with all laws that apply to local governments.  

Councils have a range of financial reporting obligations under legislation. They also need to 
provide non-financial reports to councillors to allow them to make strategic decisions on the 
council’s performance for the community they represent. The types of measures to help them 
make these decisions focus on: 

• effectiveness—achieving key outcomes and benefits of council's services 

• efficiency—using the lowest level of council resources necessary to deliver services 

• economy—using resources prudently; considering overall efficient use of resources to 
deliver effective services will also measure economy. 
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External reports to the community 
Publicly reporting performance information is essential for accountability and transparency. It 
drives continuous improvement and builds trust and confidence in local government service 
delivery. 

The types of measures that help the community hold council accountable are high-level 
strategic measures linked to the corporate plan, focused on the services they receive from 
council. The measures should focus on the outcome for the end users of services where 
possible and include: 

• effectiveness—achieving key outcomes and benefits of council's services 

• efficiency—using the lowest level of council resources necessary to deliver services 

• economy—using resources prudently; considering overall efficient use of resources to 
deliver effective services will also measure economy. 

Resources 
There are a range of resources available to public sector entities to support the development of 
performance management frameworks and examples of specific measures of service 
performance, including: 

• The Queensland Government’s Performance Management Framework policy and guidance 
materials, https://www.forgov.qld.gov.au/manage-government-performance   

• The Victorian Government’s local government performance reporting framework, 
https://www.localgovernment.vic.gov.au/strengthening-councils/performance-reporting  

• The Victorian Government’s Local Government Better Practice Guide—Performance 
Reporting Framework Indicator Workbook, 
https://knowyourcouncil.vic.gov.au/__data/assets/pdf_file/0005/32882/BPG-Performance-
Reporting-Framework-Indicator-Workbook-2018-19.pdf  

 

https://www.forgov.qld.gov.au/manage-government-performance
https://www.localgovernment.vic.gov.au/strengthening-councils/performance-reporting
https://knowyourcouncil.vic.gov.au/__data/assets/pdf_file/0005/32882/BPG-Performance-Reporting-Framework-Indicator-Workbook-2018-19.pdf
https://knowyourcouncil.vic.gov.au/__data/assets/pdf_file/0005/32882/BPG-Performance-Reporting-Framework-Indicator-Workbook-2018-19.pdf
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F. Allocating corporate overhead 
costs to services 

Introduction 
To manage ongoing financial sustainability effectively, councils should identify the services they 
deliver and understand the total cost of delivering them both individually and collectively. 
Understanding the full cost of delivering a service will help ensure that where possible, costs are 
appropriately recovered via a user pays mechanism (that is, fees, charges and recoverable 
works), competitive neutrality obligations are met for business activities, and the net cost of 
service delivery to be recovered via rates and charges is fully understood. 

Service costing information incorporates all costs of delivering the service. This includes both 
direct and indirect (or overhead) costs. Councils should use costing systems and budget 
preparation processes to identify the full cost of delivering each service. A reasonable 
proportion of indirect costs should be allocated to services. 

This document provides principles for the allocation of overhead costs, which can be adapted to 
support the size, systems and capabilities of individual councils.  

When choosing an approach to cost allocation, simple approaches that do not require system 
changes or significant investment in technology are recommended.  

Principles of cost allocation  
There are three key elements to identify the costs of a council service: 

1. Define the service/s to be measured. This can include both internal and external services 
delivered by council or just external services provided by council.  

2. Understand and allocate the direct costs of both internal and external services (that is, 
employee costs, materials and services, or depreciation). 

3. Adopt a methodology for allocating indirect costs to the services. There are varying levels of 
complexity of internal cost allocation methodologies.  

 



Managing the sustainability of local government services (Report 2: 2019–20) 

 
45 

Figure F1  
Allocation of costs 

Source: Queensland Audit Office. 

Direct costs  
Direct costs are those that can be fully allocated to one service. Direct costs include: 

• employee costs attributable to the service 

• materials and service costs (including operating and maintenance costs, and utility costs 
such as electricity, waste and water) attributable to the service 

• depreciation expense for single assets used to deliver the service. 
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Allocation of costs associated with assets 

Each council needs to set its own allocation rules for the costs associated with shared assets. 
These allocations would be required in situations where shared assets are not hired or costed to 
the service via internal charging. These costs include depreciation, operations and 
maintenance. There are three situations that may apply:  

1. Exclusive use of an asset by a single service  

The depreciation and other costs associated with the asset are included as a direct cost to a 
service (for example, swimming pool, road, library).  

2. Assets used by a small number of services  

Typically, if assets are shared by a small number of services then related costs can be directly 
apportioned to those services. These assets are usually not related to internal overhead 
activities but may represent specialised or specific assets used directly in the delivery of a 
service (for example, a depot facility shared by a water business and also a works department).  

An apportionment methodology may include the use of a causal driver associated with the 
services such as time of use, number of employees, or floor space. The causal driver is set as 
part of the budget process and assessed periodically to ensure it continues to be a suitable 
driver for allocation.  

3. Assets used by many services  

If an asset is used by multiple services and the costs are not easily allocated directly (for 
example, a council administration building or information technology (IT) system), the costs 
associated with the asset are included as an indirect overhead allocation. The allocation 
methodology applied to other indirect costs will apply.  

Executive and governance costs  
Councils incur costs relating to executive and compliance functions that are not related directly 
to service delivery to the community. Council would meet these costs even if they outsourced all 
functions.  

Examples of these costs include: 

• council meetings 

• councillor and chief executive officer salaries (where they do not directly relate to delivery of 
a service) 

• council election costs  

• subscriptions to local authority associations and attendance at conferences and meetings 

• preparation and publication of financial statements, budgets and annual reports. 

There are two options for how to treat executive and governance costs: 

1. treat the executive and governance costs as a direct service classification 

2. deduct the identified executive and governance expenses prior to the allocation of indirect 
costs. Councils should document the costs they have identified as not relating to service 
delivery for exclusion from overhead calculations, as well as the reason why these costs are 
not related to service delivery. 

Executive and governance costs should not be used as a balancing item for unallocated 
overheads.   
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Indirect (or internal service) costs  
Indirect (overhead) costs are all other services that are considered to not provide services direct 
to the community.  

They usually relate to shared costs associated with the delivery of multiple services and council 
internal activities not able to be easily allocated directly to an external service. Examples 
include: 

• costs for internal council services such as finance, procurement, human resources and 
payroll, and property services 

• information technology 

• stores and purchasing 

• communications 

• customer service 

• fleet 

• corporate building costs 

• depreciation expenses for assets attributable to indirect services. 

Indirect costs are assigned to services through an allocation approach or methodology. The 
cost allocation methodology is applied via an overhead cost allocation model.  

Steps for allocating indirect overhead costs 
Councils should establish a methodology for allocating indirect overhead costs. Some of the 
methodologies are complex and resource intensive. It is important that each council adopts a 
methodology that is most appropriate for their capability and needs and that the costs and 
benefits of each method are analysed. 

The methodology should include the elements in Figure F2.  

Figure F2  
Steps for allocating indirect overhead costs 

 
Source: Queensland Audit Office. 
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overhead activities and the associated costs incurred in the delivery of these services. 
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receivable, payroll, governance, human resources, communications, asset management, 
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2. Identify the drivers to allocate overhead activity costs  
A cost driver is the basis on which the overhead costs are allocated. A cost driver preferably 
has a cause–effect relationship and it provides the basis for allocation of overheads based on 
volume or activity. Councils should identify cost drivers that have a relationship to the overhead 
costs being allocated to ensure that they provide a reasonable reflection of how that overhead 
activity is being utilised. Examples of cost drivers suitable for councils include employee 
numbers, equipment/infrastructure use hours, floor space, and number of devices, and so on.  

Councils will need to document the process they have undertaken in determining the cost 
drivers, as well as the basis for collecting information to apply the drivers across their services 
(for example, how they have recorded the number of purchase orders for the allocation of 
accounts payable overheads). 

3. Allocate the overhead costs to services 
There are varying methodologies available to allocate the grouped overhead costs to council 
services. The methodology used should reflect the existing systems of council, availability and 
capability of resources and the required level of costing precision required. The following three 
methodologies are common allocation methods, in order of increasing complexity.  

Figure F3  
Cost allocation methods 

 

 

Source: Queensland Audit Office. 

4.1 Single cost driver method 

Allocation of costs on a single cost driver basis is the simplistic approach to overhead cost 
allocation. This method uses a single cost-driver to allocate all overhead costs to each council 
service. Commonly used drivers include number of employees required to deliver the service, or 
proportion of budgeted expenditure required to deliver the service. Overhead costs are 
allocated to a service using the following formula: 

Direct service allocation = Overhead amount * Cost driver / Total cost driver 

This allocation method is simple to understand and is not resource intensive to apply. It can be 
used when there is limited data available and the service cost is not considered material. 
Councils will need to document the assumptions used in determining the cost-driver. 

4.2 Targeted cost driver method 

Allocation of costs using a targeted cost driver basis requires councils to identify cost drivers for 
each overhead activity (or group) they are allocating. This allocation method is more appropriate 
where council’s direct services utilise several internal council services for support. Figure F4 
includes some examples of overhead activities and their cost drivers. 
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Figure F4 
Targeted cost driver examples 

Overhead costs Cost drivers 

Human resources, workplace health and safety, 
payroll tax 

Full-time equivalent employees 

Procurement Number of contracts 
Number of purchase orders 
Number of invoices 

Finance Proportion of budgeted expenditure 
Estimated per cent of effort 

Information technology Number of devices used 
Hours signed into network 
Number of service requests issued 

Accommodation, property maintenance, utilities, 
cleaning 

Floor space occupied 

Asset management (depreciation, consumables, 
repairs and maintenance) 

Hours of plant use 
Value of plant used (i.e. differentiate between 
heavy and light equipment) 

Telecommunications Number of devices used 

Source: Queensland Audit Office. 

The internal support services of council that produce overhead costs to be allocated are also 
council services, which are necessary for the delivery of council objectives overall. Often costing 
models allocate costs between internal services prior to distribution to end user/direct services, 
which allows users of these services to assess their efficiency once final costs to be allocated 
are determined. These costing models become increasing complex as overhead costs may 
perform multiple iterations of costs between overhead activities and direct services. For 
example, information technology costs might be first allocated to human resources, which are 
then allocated to the external service. 

4.3 Internal charging 

Allocation of costs via the direct charging of goods and/or services between council services is 
a more complex method that may be used. Unit rates for charging can be derived from 
activity-based costing or via overhead cost allocation model outputs, which charge according to 
actual rather than estimated usage of a particular council good or service. 

Internal charging is the most complex of the cost allocation methods; however, it provides the 
greatest level of accuracy when determining cost allocation to end user/direct services. 
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Figure F5  
Example of internal charging model 

Source: Queensland Audit Office. 

Monitoring and reporting of overhead costs 
Councils should review their allocation model and methodology on, at least, an annual basis to 
ensure that the assumptions and drivers identified are still accurate for determining the cost of 
delivering each service to the community.  

This will assist councils in understanding the costs incurred to deliver services to their local 
community, as well as identifying whether the fees they charge for these services are 
appropriate. This is particularly important where the service fee is required to be calculated 
using full cost pricing principles. 
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Single cost driver method 
This is an example of allocating $10 million of indirect costs to all services using a single cost 
driver method of number of full-time equivalent (FTE) employees.  
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Figure F6 
Indirect cost allocation 

Service Cost driver 
(# of FTEs) 

Proportion of indirect 
costs 

Total indirect costs 
allocated to the 

service 

Service A 5 33% $3.33 million 

Service B 10 66% $6.66 million 

Total 15 100% $10.00 million 

Source: Queensland Audit Office. 

Targeted cost driver method 
In this targeted cost driver example, there are $10 million of indirect costs comprising $8 million 
for corporate costs and $2 million for information communication and technology (ICT) costs. 
Council has identified that the most appropriate cost driver to allocate ICT’s indirect costs is the 
number of computers each service uses and the most appropriate method to allocate corporate 
costs is the number of full-time equivalent employees. Council has two services it wishes to 
allocate these costs to (A and B). 

Figure F7 
ICT cost allocation 

Service Cost driver 
(# of FTEs) 

Proportion of 
employee costs 
to be allocated 

Cost driver for 
ICT costs  

(# of computers) 

Proportion of IT 
costs to be 
allocated 

Service A 5 33% 5 71% 

Service B 10 66% 2 29% 

Total 15 100% 7 100% 

 

Service Corporate costs ICT costs Total costs 

Service A $2.67 million $1.43 million $4.10 million 

Service B $5.28 million $0.58 million $5.90 million 

Total $8 million^ $2 million* $10 million 

Note:  ^ Council identified a total of $8 million of indirect corporate costs  
 * Council identified a total of $2 million of indirect ICT costs 

Source: Queensland Audit Office. 
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Case study 
The following case study of a council-operated childcare service highlights how councils can 
make cost savings from understanding and analysing corporate overheads.  

Key financial considerations: 

• budgeted operating expenses $3.4 million  

• there are 24 full-time equivalent staff operating the service (17.56 per cent of total council 
support staff) 

• the centre has 46 ICT devices on site (10.31 per cent of all council devices). 

We used the following cost drivers to allocate the corporate overheads to the childcare service: 

• number of full-time equivalent staff to allocate the corporate overheads of enterprise risk, 
stores and purchasing, and governance 

• number of ICT devices to allocate ICT overheads.  

Corporate overhead Cost driver Total 
budgeted 

cost 

Percent of 
corporate 
costs for 
allocation 

Corporate 
overhead 
costs for 
allocation 

Corporate costs including 
administration, enterprise 
risk, stores and 
purchasing, and 
governance  

Number of 
full-time 
equivalent 
staff 

$5.15 million 17.56% $0.90 million 

Information 
communication and 
technology 

Number of 
ICT devices 

$1.19 million 10.31% $0.12 million 

Total corporate costs to be allocated to the service $1.02 million 

Source: Queensland Audit Office. 

We estimate that council was previously allocating $0.06 million of corporate overheads to the 
service.  

By allocating all overheads to the childcare service, expenses increase by $0.96 million from 
council’s existing budget. 
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G. Glossary 

Term Definition 
Annual operational 
plan 

The annual operational plan for a local government specifies how it will 
implement its five-year corporate plan during the period of the annual 
operational plan. The plan must be consistent with its annual budget, and 
state how it will manage operational risks. 

Asset-management 
plan 

The asset-management plan defines the assets that council uses to deliver 
its services. This is a comprehensive overview of the long-term forecasting 
of estimated capital expenditure and provides strategic direction for 
achieving the long-term corporate plan. 

Corporate 
overheads 

Corporate overheads are the back-office costs associated with the 
operations of the council. This encompasses costs relating to human 
resources, finance, asset management, information technology, fleet and so 
on. The overheads relate to providing both internal and external council 
services. When a business allocates overheads to its services, they can 
accurately understand all the costs of delivering the service. Businesses 
generally allocate overheads using cost drivers in a corporate overhead 
model. 

Corporate plan The corporate plan defines the strategic direction and vision of the council 
for a minimum period of five years. It specifies key performance indicators 
to measure the council’s achievements. This document provides 
accountability of the council to the local community. 

Project decision 
framework 

A framework that guides the governance arrangements (who makes the 
decisions) and methodology requirements (the information they need) that 
councils use to make decisions on project concept development, options 
analysis, feasibility, risks, and benefits. The frameworks typically define the 
role of a project board and provide tools and templates to ensure consistent 
analysis of proposed projects. Queensland Treasury Corporation has a 
project decision framework and tools for councils to adapt and adopt. 

Service A service is a group of actions or effort performed to satisfy a public need or 
fulfil a public demand. A service aims to provide value to the community. A 
service can comprise a series of activities and be delivered from an 
individual or group of assets and resources.  

Service plan A service plan outlines the activities used by council to deliver a service to 
its community. The service plan includes information on defining service 
objectives, level of service, department/branch the service is categorised 
under, cost centres, future demand analysis, risk management, 
performance metrics, and life cycle management (assets involved in 
providing the service). The service plan can be a separate document or 
form part of other council planning documents (such as the annual 
operational plan or asset-management plans). There is no legislative 
requirement for councils to develop service plans. 

Sustainability Sustainability is the view of long-term viability. Councils need to be able to 
sustain a positive financial position for future generations. Council should 
have appropriate funds to deliver services that provide economic, 
environmental, and social benefit to the community. Sustainability is integral 
as councils have finite resources and need sufficient funds to continue 
essential operations if financial risks materialise in the event of adverse 
financial conditions.  
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H. Audit objective and methods 

Performance engagement 
This audit has been performed in accordance with the Standard on Assurance Engagements 
ASAE 3500 Performance Engagements, issued by the Auditing and Assurance Standards 
Board. This standard establishes mandatory requirements and provides explanatory guidance 
for undertaking and reporting on performance engagements.  

Audit objective 
The objective of the audit was to assess whether councils plan and deliver their services to 
support long-term financial sustainability. 

We assessed whether councils: 

• develop robust approaches to planning and managing the costs of their services 

• monitor and report on the costs and effectiveness of their services. 

Entities subject to this audit 
We selected five councils for detailed review based on the following criteria: 

• population size 

• proportion of revenue from fees, charges, and rates 

• value of fees and charges revenue 

• council rates per ratepayer 

• mix of services offered. 

The councils selected cover five segments identified by the Local Government Association of 
Queensland: Coastal, Resources, South East Queensland, Rural/Regional, and Rural/Remote. 

We conducted the audit at the following councils; Bundaberg Regional Council, Longreach 
Regional Council, Noosa Shire Council, Western Downs Regional Council, and Whitsunday 
Regional Council. 

We also included the Department of Local Government, Racing and Multicultural Affairs.  

Audit approach 

Field interviews 
We conducted interviews with key council staff, and managers, including: 

• chief executive officers, chief finance officers, project managers, and asset/facilities 
managers 

• service managers of council services—including airports, saleyards, libraries, childcare 
centres, cinemas, quarries, parks and gardens, swimming pools, museums, and cemeteries.  



Managing the sustainability of local government services (Report 2: 2019–20) 

 
55 

We consulted with: 

• Queensland Treasury Corporation 

• Local Government Association of Queensland 

• Brisbane City Council and Council of the City of Gold Coast. 

Document review 
We obtained and reviewed relevant documents and files from the councils within the scope of 
the audit. We reviewed relevant legislation, organisational planning documents, policies and 
frameworks, council service plans and reviews, asset-management plans, consultants’ reports, 
project plans, performance reports, and budgets. 

Data analysis 
We obtained financial and non-financial performance data on selected council services. We 
analysed if councils were able to demonstrate they were delivering services effectively and 
efficiently. 
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Audit and report cost 
This audit and report cost $435,000 to produce. 
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