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Purpose
This document sets out the policy of the District Council of Grant for prudential management
of all its projects. This policy applies to all projects (as defined below) regardless of size.

2.

Scope
This policy covers the prudential review requirements when consideration is being given to a
project that falls within the requirements of Section 48 (1) of the Local Government Act.
These requirements are:
• where the expected expenditure of the Council over the ensuring five years is likely to
exceed 20% of the Council’s average annual operating expenses over the previous five
financial years (as shown in the Council’s financial statements); or
• where the expected capital cost of the project over the ensuring five years is likely to
exceed $4,000,000 (indexed); or
• where the Council considers that it is necessary or appropriate.
In accordance with Section 48 (3) this policy does not apply to road construction and
maintenance or drainage works.

3.

Project Definition
A project may be defined as
“an undertaking, expenditure or activity that would involve the expenditure of money,
deployment of resources, incurring or assuming a liability, or accepting an asset”
This should not be interpreted to mean that all Council activity is part of a “project”. Acquisition
of items of plant or equipment may be undertaken in accordance with the Council’s
Procurement Policy without necessarily needing be assessed as a “project” for purposes of
this Policy. However, a “project” is a broader concept than simply purchasing.
Some projects are an extension of the procurement process. Other projects may involve no
purchase at all, but may involve Council staff in work with a third party.
All projects should be considered in the context of not only this policy, but also Council’s
Procurement Policy, Tender Policy and the Council’s Risk Management Plan.

4.

Objective
Every project requires some analysis before a decision is made whether or not to proceed.
The Objective of this Policy is to ensure that Council projects are undertaken only after:
• a thorough analysis of the needs for the project;
• the benefits of the project have been identified and determined; and
• the risks of proceeding with the project have been fully identified, managed and mitigated,
including the risks of not proceeding or delaying the project.
These steps may be characterised as a process of “due diligence”. See the discussion of “Due
Diligence” below.
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Legislation
This Policy is made pursuant to section 48(aa1) of the Local Government Act 1999 (“the Act”).
As such, it applies to all Council projects, no matter how large or small, to ensure that decision
making in respects of projects of all sizes is made with reliable, accurate and timely information.
For large commercial or non-commercial projects, section 48(1) of the Act requires that a full
prudential report be prepared for Council. (See below under ‘Evaluation of Certain Projects’)
A full prudential report may also be commissioned under section 48, for “any other project for
which the Council considers that it is necessary or appropriate”. 1
In considering whether a full prudential report might be warranted, the question that will be
asked is: “If not, why not?” If a full prudential report is not sought, the reasons for not obtaining
such a report will be recorded.
When a full prudential report is not sought (i.e. for all other projects) the minimum requirement
is effective due diligence, in the context of the Objectives of this Policy. This process of
effective due diligence must be undertaken for the purposes outlined in Section 48 (aa1) of the
Act, which provides:
A council must develop and maintain prudential management policies practices and
procedures for the assessment of projects to ensure that the council:
(a)
(b)
(c)
(d)

6.

acts with due care diligence and foresight; and
identifies and manages risks associated with a project; and
makes informed decisions; and
is accountable for the use of council and other public resources.

Effective Due Diligence
The Objectives of this Policy require a process of due diligence. The minimum requirements
for effective due diligence are: 2
• Compliance;
• Benefits or needs; and
• Risks.
6.1

Compliance

Council will implement compliance procedures to standardise how projects are to be assessed.
The first component is a risk assessment of the organisational risks of the project.
A project feasibility will initially be undertaken, and provide a high level consideration of the
expected costs and revenues over either the life of the project, or for a term of not less than
10 years. One important aspect that will be considered is the reliability of these costs and
revenues within these calculations. If the revenues are dependent on market conditions and
unknown other factors this will require further analysis and investigation. Consideration of a
range of revenue targets will need to be considered to provide some comfort as to the likely
impacts on Council.
1
2

Local Government Act 1999 Section 48(1)(b)(iii)
South Australian Auditor General’s inquiry into construction of Hindmarsh Football Stadium Vol 3 at p243
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Once the financial feasibility is satisfied, consideration will be given to the management of the
proposed project.
Procedures will be established to identify:
• whether the group assessing the merits of the project require special skills such as
engineering, finance, banking, town planning etc., and
• the skills required for the effective management of the project, and
• whether these skills are available in-house.
6.2

Benefits

As the council is dealing with public money, care will be exercised on the use of public funds.
The benefits of the project will be identified and measures will be developed to ensure that
these benefits are realisable.
An assessment will be undertaken as to the merits of the project in the context of the council’s
strategic management plans, asset management plan, long term financial plan, and risk
management plan.
6.3

Risks

Risks are not just financial considerations. An assessment of all the risks of the project will be
undertaken. These risks will be considered in the context of the size of the project, and the
social, political, community and environmental impacts of the project.
The risk analysis will also consider the reliability of the revenue and expenditure estimates and
whether the expected results are within the range of tolerance through sensitivity analyses.
From these analyses a best case, worst case, and likely scenario will be identified. The impact
of these three scenarios will be considered on the Council’s long term financial plan and the
likely impacts over a period of 10 years.
7.

Evaluation of Certain Projects
Section 48 of the Act provides that a report is required before a Council makes any decision
on a large commercial or non-commercial project.
In accordance with section 48, Council will obtain a report that addresses prudential issues, in
relation to a proposed project:
(i)

(ii)
(iii)

where the expected expenditure of the council over the ensuing five years is likely to
exceed 20% of the councils average operating expenses over the previous five financial
years (as shown in the Council’s financial statements) ; or
where the expected capital cost of the project over the ensuing five years is likely to
exceed $4 million (indexed); or
where the council considers that it is necessary or appropriate.
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The Content of the Prudential Report
In accordance with section 48 of the Act, the report obtained by the Council will address:
a)
b)
c)

d)

e)
f)
g)
h)

i)

the relationship between the project and relevant strategic management plans;
the objectives of the Development Plan in the area where the project is to occur;
the expected contribution of the project to the economic development of the local area,
the impact that the project may have on businesses carried on in the proximity and, if
appropriate, how the project should be established in away that ensures fair competition
in the market place;
the level of consultation with the local community, including contact with persons who
may be affected by the project and the representations that have been made by them,
and the means by which the community can influence or contribute to the project or its
outcomes;
if the project is intended to produce revenue, revenue projections and potential financial
risks;
the recurrent and whole-of-life costs associated with the project including any costs
arising out of proposed financial arrangements;
the financial viability of the project, and the short and longer term estimated net effect of
the project on the financial position of the council;
any risks associated with the project, and the steps that can be taken to manage, reduce
or eliminate those risks (including by the provision of periodic reports to the chief
executive officer and to the council);
the most appropriate mechanisms or arrangements for carrying out the project.

The report will contain further information about the risks of the project and how these risks will
be managed and a consideration as to whether these risks have been adequately addressed.
The report will also contain sensitivity analyses on a best case, worst case and most likely
outcome assuming the parameters used. Consideration will also be given to the impact on the
Council’s long term financial position.
9.

Who Can & Should Prepare the Section 48 Report?
Section 48(4) of the Act provides that
(4)

A report under subsection (1) must be prepared by a person whom the council
reasonably believes to be qualified to address the prudential issues set out in subsection
(2).

To obtain a section 48 prudential report, the Council therefore will appoint a suitable qualified
independent person who will be skilled in the assessment of the proposed project. This may
include engineering, finance, infrastructure, and project management skills. The person
appointed may be a member of staff.
The Council’s external auditor cannot be engaged to provide a section 48 report. Legislation
provides 3 that a Council’s statutory auditor cannot undertake activities outside the scope of the
auditor’s functions under the Local Government Act 1999 to avoid compromising the auditor’s
independence of the auditor’s statutory responsibilities. However, the Council may engage a
different auditor, or other suitably qualified person to prepare such a report, if that person is
considered to be skilled in the assessment of the proposed project.
3

Local Government (Financial Management) Regulations 2011 – regulation 22 (1)
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Assets to Be Received Free of Charge
Assets, including roads, land, and buildings can be received by Council for no consideration.
This would have the effect of increasing the asset stock of the council and the consequent
asset management costs.
Accepting any asset will affect asset management costs in the future. On the other side of the
balance sheet, there may be additional rate revenue generated from a new asset.
Council will, therefore, consider whether a proposed asset transfer is a project that needs to
be subject to a full prudential report under section 48 of the Act or whether it may be covered
by a standard process of effective due diligence under this policy.
This is a case-by-case decision, and will involve consideration of all future long-term costs and
risks to the Council.

11.

Whole of Life Costs
Council management will consider the impact that the whole of life costs of an asset or project
will have on the Council’s long term financial plan and, if relevant, on the Council’s asset
management plan. The careful integration of these two plans should result in a successfully
managed implemented and administered project, regardless of the size of the project.

12.

Review
It is the responsibility of the Deputy Chief Executive Officer to monitor the adequacy of this
policy and recommend appropriate changes. This policy will be formally reviewed by Council
at minimum every four (4) years, within 12 months of a general election (or on significant
change to legislation of their matters which could affect this policy).

13.

Delegations
Council cannot delegate the consideration of the report. The report will not be read in isolation
and will be considered together with the Council’s asset management plan, long-term financial
plan, and risk management plan.
Subject to restrictions to protect commercial confidentiality, or other people’s financial affairs,
the report will become a public document after the Council has made a decision on the project
(or earlier at the Council’s discretion). 4

14.

Summary
Prudential management, like risk management, is an important element of good governance
in local government. Local Government is a large manager of community assets and
community projects. The manner in which these are proposed, considered, executed and
managed is a reflection of the Council’s good governance.

4

Local Government Act 1999 s48(5) and (6)
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This policy imposes a standard of governance that encompasses effective prudential
management, and proper consideration of the impact of decisions, well before the project is
offered to Council for decision.
15.

Further Information
This policy will be available for inspection at the Council offices listed below during ordinary
business hours and available to be downloaded, free of charge, from Council’s internet
site: www.dcgrant.sa.gov.au
Principal Office
324 Commercial Street West
Mount Gambier SA 5290
Branch Office
5 Charles Street
Port MacDonnell SA 5291
Copies will be provided to interested parties upon request.
Email info@dcgrant.sa.gov.au
Any grievances in relation to this policy or its application should be forwarded in writing
addressed to the Chief Executive Officer of Council.

Action

Date

Minute Reference

Adopted by Council

17 December 2012

12265.3

Reviewed

15 June 2015

15078.1.2

Page 6 of 6

