
experience in the 2008 Queensland amalgamation program has demonstrated, post-merger 

service provision is typically equalised upwards and this carries substantial costs. Ignoring 

these costs means that the KPMG (2015) calculations drastically understate the costs of 

amalgamation.   

In addition to these general problems with an Outline of Financial Modelling Assumptions for 

Local Government Merger Proposals Technical Paper, it is possible to identify a host of 

specific problems. We examine these specific problems in Table 1 below: 

KPMG (2016) Modelling 
Approach 

Comment on KPMG (2016) Approach 

Failure to Model Financial 
Assistance Grants (FAGs) 
Changes 

Financial Assistance Grants (FAGs) are only subject to 
constraints imposed as a result of the 7 February 2006 
proclamation under subsection 6(4) of the 
Commonwealth legislation for a period of four years. 
The KPMG (2016) modelling does not appear to respond 
to the Local Government (Financial Assistance) Act 
(1995) (CTH) in any way.  

This is disturbing given that FAGs account for around a 
fifth of council revenue on average. Failure to model 
changes to FAGs risks over-estimating revenue (after 
four years) and thus over-estimating the savings arising 
from the mergers. 

Failure to Model Service 
Harmonisation 

Experience both in the 2004 NSW amalgamation process 
and the 2008 Queensland mergers has shown that - when 
two or more councils are merged - service levels across 
the new council entity are ‘harmonised’ by equalising 
service quality across the entity. The empirical literature 
on local government in other countries has demonstrated 
the same process (Dur and Staal, 2008; Steiner, 2003). 
Service harmonisation occurs to preserve the equitable 
service delivery within the newly amalgamated entity.  

In practice, service levels are typically harmonised at the 
highest level enjoyed by the residents of each constituent 



council. This means that the costs of providing 
municipal services will increase as a result of 
harmonisation. KPMG (2016) has entirely failed to 
model service harmonisation which results in an 
overestimate of potential savings arising from 
amalgamation. Failure to model service harmonisation 
implies that KPMG believes that frequency and quality 
of municipal services will remain the same in each of the 
amalgamating entities post-merger! The net effect of 
overlooking service harmonisation is that KPMG (2016) 
underestimates the costs of mergers. 

Treatment of Councils that are 
Split in a Merger 

 

‘A council that is split has its 
financial statements… split on 
a per capita basis’ (KPMG, 
2016, .p.8)  

This is an entirely inequitable method of dividing assets 
with the potential to lead to unanticipated deleterious 
outcomes (see Drew and Dollery, 2014a). Indeed, the 
inequitable division of assets resulted – in part - in the 
Delatite Shire de-amalgamation in Victoria and the 
subsequent Queensland demergers.  

‘Councils that are part of a 
merger but lose a portion of its 
area to another merger cluster 
…will have its financial 
statement adjusted to reflect 
reduced revenue/expenditure 
profile. These adjustments are 
generally made on a per capita 
basis’ (KPMG, 2016, p.8). 

This is the entirely incorrect method for adjusting 
revenue and expenditure. Rates are not levied on a per 
capita basis, but on a per assessment basis. Thus, the 
major portion of revenue apportionment must clearly be 
conducted on a per assessment basis. This data is readily 
available from the OLG Time Series data.  

Moreover, as demonstrated by Drew and Dollery 
(2014b), the relevant functional unit for municipal 
expenditure analysis is the number of assessments, not 
absolute population which is erroneously employed by 
KPMG (2016). 

Savings from Materials and 
Contracts Expenditure 

 

KPMG claim that ‘savings’ will 
apply to 80% of the category 
‘Materials and Contracts 
Expenditure’ and will be 
‘phased in’ over 3 years. 

No evidence is provided to support these ‘assumptions’. 

KPMG (2016) implicitly assumes that amalgamating 
councils have not entered into long-term contracts for 
the receipt of materials and services. Furthermore, there 
is no justification for the linear implementation of 
savings from ‘materials and contract expenditure’. The 



net effect of these assumptions is to overestimate 
savings. 

Value of efficiency saving 
assumed to be 3% for 
metropolitan councils and 2% 
for regional councils. 

No empirical evidence is provided to support of these 
assumptions. Moreover, in its other reports for NSW 
councils, KPMG has used different assumptions! For 
example, in its Bombala Council, Cooma-Monaro Shire 
Council and Snowy River Shire Council Merger 
Business Case (1 May 2015), KPMG stated that ‘a 1.5 
per cent saving on Materials and Contract expenses has 
been applied’ (KPMG, 2015, p.21).  

KPMG needs to explain why its present estimate differs 
from the estimate provided by it just eight months 
earlier.  

In addition, Ernest and Young (2015) report that the 
KPMG analysis of Pittwater and Manly assumed a 
materials and contracts efficiency of 2% (and not 3%).  

Moreover, other for-profit consultants have used 
different values in NSW. Thus, Morrison and Low 
employ a number of different assumptions for 
efficiencies derived from materials and contracts which 
range from 1% through to 5%. There is thus no clear 
consensus on the likely savings in this expenditure 
category.  

Finally, if savings are possible in the procurement of 
materials and contracts and KPMG (2016) is correct in 
asserting that savings ‘are subject to scale’, then it 
follows that a system of centralised procurement for the 
entire state – along the lines employed in Queensland by 
the Queensland Local Government Association (LGAQ) 
- would produce far greater savings than any single 
amalgamation. Moreover, councils not subject to 
amalgamation would be able to share in KPMG’s (2016) 
assumed savings. State-wide procurement thus 
represents a far superior method of realising these 
savings to expensive mergers.  

Savings from Councillor 
Expenditure 

 

KPMG (2016, p. 2) notes that  
‘the number of councillors for a 

This statement does not reflect the maximum number of 
councillors allowable under the Local Government Act 



new merged entity mirror the 
highest number of councillors 
that currently exist in any one 
of the councils participating in 
the merger’. 

(1993). Thus KPMG (2016) is asserting that there will 
be a reduction in the level of democratic representation 
for merged councils. Moreover, this procedure for 
determining the number of councillors will inevitably 
lead to very disparate levels of democratic representation 
between merged and unmerged councils. 

KPMG (2016, p. 3) notes that 
‘this figure is grown at a 
standard wage growth rate of 
2.3 per cent over the period’  

This is inconsistent with the 2015 Local Government 
Remuneration Tribunal determination.  The NSW 
Remuneration Tribunal (2015, p. 14) made the following 
observation: ‘the Tribunal has reviewed the key 
economic indicators, including the Consumer Price 
Index and Wage Price Index, and finds that the full 
increase of 2.5 per cent available to it is warranted’.  

KPMG (2016, p. 3) noted that 
‘this [sic] savings are offset by 
the assumption that all newly 
elected councillors (metro and 
regional) will receive a fee of 
$30,000 per annum’. 

The most recent determination for councillor and 
mayoral fees includes nine different rates (depending on 
the categorisation of council in the NSW OLG 
classification system). For instance, ‘county councils 
other’ councillor fees are set at a minimum of $1,660 
and a maximum of $5,490. The ‘county council other’ 
mayoral fees range from a minimum of $3,550 through 
to a maximum of $10,020.  

By way of contrast, councillor fees for ‘principal city’ 
councils range from $25,040 through to $36,720, whilst 
mayoral fees for the same category range from $153,200 
through to $201,580.  

It should thus be clear that an assumption of $30,000 for 
every council is deeply flawed. Moreover, KPMG 
(2016) has not attempted to differentiate between 
savings relating to mayors as opposed to councillors. 

Savings from Reduced Salary 
and Wage Expenditure 

 

KPMG (2016, p. 3) notes that 
‘staffing reductions are 
assumed to occur gradually 
with a modest level of 
voluntary attrition in the first 
three years of amalgamation’. 

No empirical evidence is provided by KPMG (2016) to 
support this claim. 

In fact, as we have seen from the 2008 Queensland 
merger process, total staff expenditure for the 
amalgamated cohort of councils in Queensland rose for 
each of the three full financial years following the 2008 
amalgamations. This is clear from evidence obtained 
from audited financial statements of each of the affected 



councils, in addition to the Queensland Department of 
Infrastructure and Planning Queensland Local 
Government Comparative Information 2008-2009. 

Moreover, the average annualised rate of growth in staff 
expenditure for the amalgamated cohort in Queensland 
(7.795% p.a.) was far higher than that of the non-
amalgamated cohort (6.031% p.a.) in nominal terms for 
the first three full financial years. 

KPMG (2016) claims there will 
be savings from Tier 4 and Tier 
3 positions 

KPMG (2016) do not state what rate of savings were 
used for these senior management positions. However, 
given that General Manager and Director entitlements 
are the subject of individually negotiated contracts, it is 
highly unlikely that modelling employing a single rate of 
savings would be in any way satisfactory or reflective of 
what will occur in a specific merger. 

KPMG (2016, p. 3) claim that 
‘overall staffing efficiencies 
were estimated at 7.4 per cent 
for metropolitan mergers [and] 
3.7 to 5 per cent’ for regional 
councils’. 

No evidence has been provided by KPMG (2016) to 
support this critical claim. 

The efficiency estimate for regional councils (3.7 to 5 
per cent) by KPMG (2016) in January 2016 differs 
markedly from the estimate provided by KPMG (2015, 
p.21) to Snowy River, Bombala and Cooma-Monaro 
‘estimated to be approximately 6 per cent on a FTE 
basis’.  

KPMG should explain why this estimate has changed so 
markedly in the past eight months. 
 
Actual empirical evidence based on the entire cohort of 
Queensland councils suggests that little or no 
efficiencies relating to employee costs can be reasonably 
expected. Based on seven full financial years of data 
following the Queensland mergers, the average 
annualised rate of growth in employee expense is far 
higher for the amalgamated cohort (4.997% p.a.) than 
the non-amalgamated cohort (3.724% p.a.). In making 
these calculations, we have not made any claims about 
initial savings made as a result of terminating senior 
appointments. Our data relates to the rate of change in 
employee expense for the full financial years following 
amalgamation. Queensland also had a moratorium on 
forced redundancies for a period of three years. 



Merger Cost Components  

ICT costs Evidence for the KPMG (2016) ICT assumptions is cited 
as a ‘select number of industry representatives consulted 
by DPC’ and ‘analysis undertaken by KPMG based on 
advisory services to Queensland local councils involved 
in de-amalgamations’ (KPMG, 2016, p. 5). 

However, details of the industry experts consulted and 
the estimates which they advised should be disclosed for 
full transparency. 

The reference to KPMG analysis for the de-
amalgamations is curious, given that the figures cited in 
the modelling assumptions (ranging from $2.26m 
through to $3.35m) are completely at odds with 
estimates cited by the Queensland Treasury Corporation 
which had ‘engaged KPMG to estimate the information 
and communication technology costs of de-
amalgamation’ (QTC, 2012, p. 16).  

The QTC (2012) estimate for the de-amalgamation of 
Sunshine Coast Regional Council was $1,176,000 (QTC, 
2012, p. 16). 

‘Transition costs are estimated 
to be 2 per cent of a merged 
entity operating expenditure in 
the first year of operation’ 
(KPMG, 2016, p. 6) 

No evidence is provided to support this claim. 

However, Drew and Dollery (2015b) noted that the 
Queensland Treasury Corporation (QTC) (2009) Review 
of Local Government Amalgamation Costs Funding 
Submission: Final Summary Report had gathered 
information from councils forcibly merged in 
Queensland in August 2007.  

Reported ‘first-round’ costs were $9.3 million (mean) 
for metropolitan councils and $7.994 million (mean) for 
regional/rural councils’ (Drew and Dollery, 2015b, p. 3).  

There is no evidence of an association between 
amalgamation costs and operating expenditure as 
hypothesised by KPMG (2016). 

Costs from redundancies  

Redundancies The KPMG claim is predicated on the assumption that 
(a) there will be redundancies after the three-year 



moratorium, and (b) that senior staff contracts include 
redundancy clauses.  

However, this claim appears to ignore the constraints 
imposed on redundancies for rural centres outlined in 
s218CA(2) of the Local Government Act (1993). 
 
Empirical evidence from the Queensland amalgamations 
calls into question assumptions regarding redundancies 
(see discussion above on Savings from Reduced Salary 
and Wage Expenditure). 

KPMG (2016, p. 7) claimed 
that ‘based on established 
practices and the average tenure 
for the sector, the redundancy 
payment would be provided for 
sixteen (16) weeks’.  Reference 
is then made to the ‘Fair Work 
Ombudsman (2014), 
Redundancy pay and 
entitlements schedule’. 

 

As we have demonstrated in section 2 (iv), local 
Government general staff in NSW are covered by the 
Local Government (State) Award, not a federal award as 
‘assumed’ by KPMG. Employees are entitled to up to 34 
weeks of pay (for employees of 10 years standing or 
higher) on a scale associated with the number of years of 
service.  

An assumption of 16 weeks (equivalent to the 
entitlement of an employee with 4 to 5 years of service 
in terms of the table on redundancy entitlements in NSW 
Local Government (State) Award 2014, p.308) is a gross 
oversimplification. It amounts to an assumption that the 
average person laid off has a period of service of just 
over 4 years. This does not reflect the reality of local 
government employment in NSW, especially in country 
councils, where employees typically have long periods 
of service. 

In addition, it is likely that the assumption is apparently 
based on the wrong industrial relations document. 

 

The aforegoing analysis has demonstrated that the foundations of the methodology provided 

in KPMG (2016) Outline of Financial Modelling Assumptions for Local Government Merger 

Proposals Technical Paper are severely flawed. It follows that the analyses of all of the 

specific mergers which have been examined by KPMG (2015) in Local Government Reform: 

Merger Impacts and Analysis using this methodology, including for North Sydney and 


