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Terms of reference

That the Standing Committee on State Development inquire into and report on the ability of
local governments to fund infrastructure and services, and in particular:

(a)  the level of income councils require to adequately meet the needs of their communities
(b)  examine if past rate pegs have matched increases in costs borne by local governments

(c)  currentlevels of service delivery and financial sustainability in local government, including
the impact of cost shifting on service delivery and financial sustainability, and whether
this has changed over time

(d)  assess the social and economic impacts of the rate peg in New South Wales for ratepayers,
councils, and council staff over the last 20 years and compare with other jurisdictions

(e) compare the rate peg as it currently exists to alternative approaches with regards to the
outcomes for ratepayers, councils, and council staff

(f)  review the operation of the special rate variation process and its effectiveness in providing
the level of income Councils require to adequately meet the needs of their communities

(g0  any other related matters.

The terms of reference for the inquiry were referred to the committee by the Hon Ron Hoenig MP,
Minister for L.ocal Government on 8 March 2024 and adopted by the committee on 14 March 2024."

U Minutes, NSW Legislative Council, 19 March 2024, p 981-982.
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Chair’s foreword

As the level of government closest to local communities, it is important that local governments deliver
the services communities expect in a financially sustainable way. This inquiry examined whether the level
of income councils receive adequately meets the needs of their communities.

Within the legislative and regulatory framework underpinning local governments, it is clear that local
councils face significant revenue raising and cost pressures to adequately meet the needs of their
communities. The evidence showed that the financial challenges councils are experiencing cannot be
overcome through fiscal discipline alone and are threatening the long-term sustainability of the sector.

The committee heard that for almost 50 years the rating system legislated in the Loca/ Government Act 1993
has restricted the ability of local governments to set their own rates. Alongside this, community
expectations of their local councils have changed over time. More than ‘roads, rates, and rubbish’,
councils have responded to community demands by offering services like childcare, aged care, arts and
culture. In regional and remote communities, councils are the ‘provider of last resort’, offering services
like post offices and even medical facilities where there is no service delivery alternative available from
State or Federal Governments, or the private sector. The provision of these services, under a system
where rating income is externally fixed, has in many cases led to an erosion of the broader budgetary and
financial sustainability of these councils.

Even in councils that focus on the provision of basic services, the committee heard clear evidence that
the rate peg has not kept pace with the level of income councils require to adequately meet the needs of
their communities.

Therefore, a key recommendation of this report is that the NSW Government redesign the local
government rating system, including reassessing council base rates. In doing so, the NSW Government
should seek to implement measures to provide local government greater flexibility to set rates in response
to actual cost increases and community service demands and expectations, while ensuring that there are
sensible safeguards to keep rates affordable. Councils should also continually evaluate their service
delivery to ensure that ratepayer money is being spent effectively.

Stakeholders also shared concerns about financial sustainability impacts from other sources of income
for local councils, such as annual charges and user fees and charges, grants funding and developer
contributions. Many of these other sources of income no longer meet or reflect the actual cost of
providing required community services. The committee has made several recommendations in this report
on this issue, which should assist in improving the financial sustainability of local governments.

In addition to sources of income, the committee also examined the expenditure of local governments in
delivering services and managing assets and infrastructure. Local governments have a growing role in the
community and operating expenditure has increased over the last decade for all council types, with rural
councils experiencing the largest proportionate increase. The recommendations we have made in relation
to income and revenue should go some way in addressing the cost pressures local councils face in
delivering community services and assets and infrastructure. However, it is also important to note that
the responsibility to provide services that communities need must be balanced with fiscal discipline and
reflect a community’s highest priorities.

Natural disasters were raised as having a considerable impact on council expenditure and financial
sustainability, given the critical role local councils play in the community in disaster response and
mitigation. While natural disaster assistance funding is available from other tiers of government, councils
often still need to divert funds and resources towards the reconstruction of council-owned assets. The
committee therefore recommended that the NSW Government continue to improve the timeliness of
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disaster recovery assistance funding to local councils by utilising funding agreements such as tripartite
arrangements, and advocate to the Commonwealth Government to incorporate betterment funding into
disaster recovery funding arrangements.

A consistent theme of the evidence received by the committee was that the accounting standards used
by local governments are not fit for purpose. The committee heard that the budgeting processes in local
governments are opaque and that the depreciation of non-realisable assets artificially weakens the
finances of councils. As a result, the committee has made a number of other recommendations that seek
to address the impact of cost shifting, depreciation and financial reporting on local governments.

On behalf of the committee, I would like to thank all participants for their contribution to this important
inquiry, including the local councils, organisations and individuals. Finally, I extend my thanks to my
fellow committee members for their cooperation and commitment to this inquiry, as well as to the
committee secretariat for their assistance.

Hon Emily Suvaal MLLC

Committee Chair
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Recommendations

Recommendation 1 40

That the NSW Government conduct a comprehensive review of the rate exemptions and
concessions under the Loca/ Government Act 1993 to:

o better target the eligibility criteria for rate exemptions and concessions

o achieve a better balance between local council financial sustainability, community
benefits and principles of equity.

Recommendation 2 1

That the NSW Government redesign the local government rating system, including reassessing
council base rates, and seek to:

o implement measures, such as greater use of the Integrated Planning and Reporting
framework and rates benchmarking, to provide local government greater flexibility
and latitude to set their own rates

o emphasise the importance of continual evaluation and service delivery
o keep rates affordable and maintain safeguards to ensure rates meet community needs
° examine the use of capital improved value, rather than unimproved land value, to set

the variable component of rates.

Recommendation 3 42

That the NSW Government seek to improve the special variation process, should the rate peg be
retained in its current form, to:

o make it less resource and time-intensive for local councils
o streamline the process for the assessment of special variation applications
o consider alternatives to special variations that allow councils to raise additional rates

to maintain existing service levels.

Recommendation 4 57
That the NSW Government conduct an audit of, and seek to update, the statutory fees and limits
that apply to local government annual charges and user fees and charges to better reflect and
account for increases in market costs and pressures, including inflation.

Recommendation 5 57
That the NSW Government advocate to the Australian Government to increase the federal
taxation revenue distributed via Federal Financial Assistance Grants from 0.5 per cent to 1 per
cent, and amend the current commonwealth grant guidelines per capita distribution method, that
disproportionately benefits inner city councils.

Recommendation 6 58
That the NSW Government consider grant models that:

° provide a more secure and sustainable source of funding to local councils to achieve
more equitable distribution of grants funding and provide councils with greater
discretion in relation to how funding is spent
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o take into account the preference of local councils for predictable grants that are
determined in a timely manner and assist councils to receive grants within
appropriate timeframes to support the delivery of infrastructure programs.

Recommendation 7 59
That the NSW Government implement changes to the developer contributions framework to
better financially support local councils to fund the ongoing costs at the completion of new
infrastructure and works deemed essential to support development including community facilities
as determined by the council on behalf of the local community.

Recommendation 8 97
That, as part of the process of redesigning the local government rating system as outlined in
Recommendation 2, the NSW Government have regard to the findings and recommendations of
Portfolio Committee No. 8 — Customer Service’s Pounds in New South Wales report and ensure
councils are able to properly fund pounds and companion animal services.

Recommendation 9 98
That the NSW Government continue to improve the timeliness of disaster recovery assistance
funding to local councils by utilising funding agreements such as tripartite arrangements which
have provided councils with faster access to the funds they require to cover the cost of natural
disaster recovery efforts.

Recommendation 10 98
That the NSW Government centralise disaster recovery funding within the NSW Reconstruction
Authority to assist in improving expenditure on mitigation and preparedness and create dedicated
and ongoing funding streams for communities, councils and community organisations to support
their work on mitigation and preparedness.

Recommendation 11 99
That the NSW Government continue to advocate to the Commonwealth Government to
incorporate betterment funding into disaster recovery funding arrangements.

Recommendation 12 99
That the NSW Government seek amendment to the Rural Fires Act 1997 such that Rural Fire
Service assets are vested in the Rural Fire Service, with consequential amendment to the duties of
councils as public authorities to prevent the occurrence of bushfires on, and to minimise the danger
of the spread of a bush fire on or from land under its control or management.

Recommendation 13 100
That the NSW Government review the depreciation methodology that applies to depreciation
rates.

Recommendation 14 100

That the NSW Government consider excluding depreciation expenses from the calculation of the
Operating Performance Ratio.

Recommendation 15 100
That the NSW Government:

o identify opportunities to reduce cost shifting to local government
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o undertake greater consultation with local government prior to making decisions that
may result in cost shifting

o review the practice of discounting infrastructure and other funding applications by
border councils due to use by interstate residents

o use its waste levy review to examine how the Waste Levy can better support
infrastructure and services that support the transition to a circular economy.

Recommendation 16 101

That the NSW Government review the financial reporting guidelines and accounting model for
local government.

Recommendation 17 101
That the NSW Government review the performance measurement ratios for local councils.
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Conduct of inquiry

The terms of reference for the inquiry were referred to the committee by the Hon Ron Hoenig MP,
Minister for Local Government on 8 March 2024.

The committee received 129 submissions and two supplementary submissions.

The committee held 10 public hearings: five at Parliament House in Sydney and one each in Goonellabah,
Tamworth, Dubbo, Albury and Nowra.

Inquiry related documents are available on the committee’s website, including submissions, hearing
transcripts, tabled documents, answers to questions on notice and supplementary questions.
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Chapter1  Background: Local government sector in

New South Wales

The system of local government in New South Wales is established in the NSW Constitution.” As the
third tier of government, the local government sector, composed of local councils, is responsible for
ensuring local communities run as smoothly and efficiently as possible.’

This chapter provides an overview of the local government sector in New South Wales, including the
relevant legislative and regulatory framework, key regulatory agencies, the functions and responsibilities
of local government, sources of income and previous notable reviews relevant to this inquiry.

Relevant legislative and regulatory framework

1.1 Local councils are guided by a range of laws, regulations and policies to support them in making
decisions that will create positive outcomes for their local communities. The key components
of the legislative framework underpinning the local government sector in New South Wales are
the Local Government Act 1993 (the LG Act) and Local Government (General) Regulation 2021.
In addition, a number of other Acts also confer functions and responsibilities on local councils,
including:

Community Land Development Act 2021
Companion Animals Act 1998

Environmental Planning and Assessment Act 1979
Roads Act 1993

Impounding Act 1993

Library Act 1939

Protection of the Environment Operations Act 1997
Strata Schemes Development Act 2015

Swimming Pools Act 1992.

1.2 Local councils must comply with laws and mandatory policies or guidelines and should comply,
or take into consideration, many other policies and guidelines to conform to best practice when
making decisions on behalf of their communities.” Local councils are also guided by principles
within the LG Act, discussed further below.

Constitution Act 1902, s 51.

Local Government NSW (LGNSW), Benefits of Councils,
https:/ /lgnsw.org.au/Public/Public/NSW-Councils /Benefits-of-
Councils.aspx#:~:text=As%20the%020third%20tier%200f live%20safe%020and%20healthy%020lives
Local Government Act 1993, Chapter 5, s 22.

Office of Local Government NSW, Acts and Regulations,
https:/ /www.olg.nsw.gov.au/councils/policy-and-legislation/
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Guiding principles for local government

1.3 Chapter 3 of the Local Government Act 1993 (the LG Act) was amended in 2016 to introduce new
'guiding principles' for local government, intended to inform all council activities.® These
principles provide guidance to councils to enable them to carry out their functions in a way that
facilitates local communities that are strong, healthy and prosperous.” Chapter 3 of the LG Act
also outlines the principles of 'sound financial management' and the 'integrated planning and
reporting (IP&R)" principles that apply to local councils.

14 Under the guiding principles, councils should:

. provide strong and effective representation, leadership, planning and decision-making

o carry out functions in a way that provides the best possible value for residents and
ratepayers

o plan strategically, using the integrated planning and reporting framework, for the
provision of effective and efficient services and regulation to meet the diverse needs of
the local community

o apply the integrated planning and reporting framework in carrying out their functions so
as to achieve desired outcomes and continuous improvements

o work co-operatively with other councils and the State Government to achieve desired
outcomes for the local community

. manage lands and other assets so that current and future local community needs can be
met in an affordable way

. work with others to secure appropriate services for local community needs

o act fairly, ethically and without bias in the interests of the local community

. be responsible employers and provide a consultative and supportive working
environment for staff

. recognise diverse local community needs and interests

. consider social justice principles

. consider the long term and cumulative effects of actions on future generations

. consider the principles of ecologically sustainable development

o ensure decision-making is transparent and decision-makers are accountable for decisions
and omissions

. actively engage with their local communities, through the use of the integrated planning
and reporting framework and other measures.”

1.5 Section 8B of the LG Act sets out the principles of sound financial management, including
that:

0 Submission 32, Office of Local Government NSW, p 16.
7 Local Government Act 1993, Chapter 3
8 Local Government Act 1993, s 8A.
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. council spending should be responsible and sustainable, aligning general revenue and
expenses
. councils should invest in responsible and sustainable infrastructure for the benefit of the

local community

. councils should have effective financial and asset management, including sound policies
and processes for the following:
- performance management and reporting
- asset maintenance and enhancement
- funding decisions
- risk management practices

. councils should have regard to achieving intergenerational equity, including ensuring the
following:
- policy decisions are made after considering their financial effects on future
generations

— the current generation funds the cost of its services.’
Integrated Planning and Reporting (IP&R) framework

The Integrated Planning and Reporting (IP&R) framework, which was introduced in 2009, is
another regulatory framework that allows councils to bring plans and strategies together in a
way that supports a clear vision for the future and provides an agreed roadmap for delivering
community priorities and aspirations. According to the IP&R handbook, 'while councils lead
the IP&R process, it is a journey that they undertake in close consultation with communities

and elected representatives'."

Once strategic objectives have been set under the IP&R framework, it is each council’s
responsibility to deliver and report against these objectives, undertake resource planning, and
ensure the community’s big picture ambitions become operational realities."'

Section 8C of the LG Act sets out the following principles for strategic planning that apply to
the development of the integrated planning and reporting framework by councils. Councils
should:

. identify and prioritise key local community needs and aspirations and consider regional
priorities

. identify strategic goals to meet those needs and aspirations

o develop activities, and prioritise actions, to work towards strategic goals

Local Government Act 1993, s 8B.

Office of Local Government NSW, Integrated Planning and Reporting Handbook (September 2021), p 3,
https:/ /www.olg.nsw.gov.au/wp-content/uploads/2021/11/Integrated-Planning-Reporting-
Handbook-for-Local-Councils-in-NSW.pdf.

Office of Local Government NSW, Integrated Planning and Reporting Handbook (September 2021), p 3,

https:/ /www.olg.nsw.gov.au/wp-content/uploads/2021/11/Integrated-Planning-Reporting-
Handbook-for-Local-Councils-in-NSW.pdf.
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1.9

1.10

1.11

1.12

. ensure that the strategic goals and activities to work towards may be achieved within
council resources

. regularly review and evaluate progress towards achieving strategic goals

. maintain an integrated approach to planning, delivering, monitoring and reporting on
strategic goals

. collaborate with others to maximise achievement of strategic goals

. manage risks to the local community or area or to the council effectively and proactively

. make appropriate evidence-based adaptations to meet changing needs and
circumstances. "

Councils operate in a complex environment, with responsibilities under 67 different Acts, and
direct relationships with more than 20 state and commonwealth agencies. According to the
Office of Local Government NSW (OLG), the IP&R framework allows local councils to
navigate these complexities in a meaningful and purposeful way and provides a mechanism for
councils and the community to have important discussions about service levels and funding
priorities and to plan in partnership for a sustainable future."

Most local councils were supportive of the IP&R framework, including its use in setting service
levels and priorities in consultation with their local communities. For example, Northern
Beaches Council described the IP&R as a 'robust framework' which provides a pathway for
councils to work directly with the community to identify priorities, understand what services
they want and the infrastructure required, have meaningful conversations about the cost of
meeting community expectations and set approptiate rates, fees and charges.'*

However, some councils, such as Burwood Council, highlighted the costly nature of IP&R,
arguing that it does not provide effective visibility and decision-making information to elected
officials and the community. Burwood Council suggested that the New South Wales
Government should review the framework 'to make it more agile and effective, focusing on key
aspects that aid decision-making by councillors and the community regarding council's direction

115

and service portfolio'.

Mr Troy Green, General Manager, Tweed Shire Council, asserted that whilst the IP&R
framework "provides a vehicle for councils to determine the required mix and levels of setvice
and infrastructure that the community requires and is willing to pay for... expenditures are more
determined by available income rather than community needs' given that council income
sources are constrained by rate pegging or require a special variation."

Local Government Act 1993, s 8C

Submission 32, Office of Local Government NSW, p 18. See also Office of Local Government NSW,
Integrated Planning and Reporting — Handbook for Local Councils in NSW (September 2021), p 8,
https://www.olg.nsw.gov.au/wp-content/uploads/2021/11/Integrated-Planning-Reporting-
Handbook-for-Local-Councils-in-NSW.pdf

Submission 58, Northern Beaches Council, pp 1-2. See also, Submission 62, Leeton Shire Council, p
1; Submission 67, Campbelltown City Council, p 2; Submission 81, Mid-Western Regional Council,
2.

Submission 74, Burwood Council, p 3.

Evidence, Mr Troy Green, General Manager, Tweed Shire Council, 26 June 2024, p 26.

4
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Council expenditure is discussed in chapter 4.

Key regulatory agencies

The Office of Local Government NSW (OLG) is the New South Wales Government agency
responsible for strengthening the sustainability, performance, integrity, transparency and
accountability of the local government sector, regulating local councils, including county
councils, and joint organisations in New South Wales. The OLG works with the local
government sector to support local councils to deliver for their local communities, while also
supporting them in their implementation of the Integrated Planning and Reporting (IP&R)
framework."’

The Independent Pricing and Regulatory Tribunal (IPART), established under the
Independent Pricing and Regulatory Tribunal Act 1992, 1s an independent agency of the New South
Wales Government. IPART’s role in local government relates to:

o setting the rate peg for each financial year (the maximum percentage by which a council
may increase its general income for each financial year)

. determining special rate variations to the rate peg from local councils, along with
minimum rates, which will be considered against the guidelines set by the Office of Local
Government.

. reviewing and assessing local infrastructure contribution plans, which set out the local

infrastructure required to meet the demand from new development, and the contributions
a council can levy on developers to fund the necessary land and works.

. other work and investigations on request, including the recent 2022-23 review of the rate
peg methodology."®

In addition to the OLG and IPART, the Audit Office of New South Wales also plays a
regulatory role in the local government sector, conducting financial and performance audits of
the financial statements of local councils in New South Wales and assessing local councils'
compliance with accounting standards and relevant laws, regulations and government
directions."

Local government in New South Wales

1.17

New South Wales is divided into 128 local government areas (LGAs), otherwise known as local
councils. Each council is responsible for managing their own resources and balancing their own
income, revenue and costs to ensure their ongoing financial sustainability.

Office of Local Government NSW, Our Organisation, https://www.olg.nsw.gov.au/about-us/. See
also Office of Local Government NSW, Integrated Planning and Reporting Handbook (September 2021),
p 3, https://www.olg.nsw.gov.au/wp-content/uploads/2021/11/Integrated-Planning-Reporting-
Handbook-for-Local-Councils-in-NSW.pdf.

Submission 88, Independent Pricing and Regulatory Tribunal (IPART), p 1. See also Independent
Pricing and Regulatory Tribunal (IPART), For Councils,
https://www.ipart.nsw.gov.au/Home/Industries /Local-Government/For-Councils.

Submission 115, Audit Office of New South Wales, p 1.
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1.18

1.19

1.20

1.21

According to the OLG, while the New South Wales Government has some regulatory powers
in relation to local councils, it does not play a major role in council operational decisions,
indicating that local councils operate with a wide latitude of discretion within the established
regulatory framework.”

Categorisation of local councils
Using the Australian Classification of Local Governments as determined by the Australian

Bureau of Statistics, the OLG groups councils based on similarity of size and population density
as well as by type into the following categories based on broad demographic variables:

o metropolitan
. metropolitan fringe
o regional town/city
. rural

21
. large rural.

IPART has also separately classified councils into three council groups, following its review of
the rate peg methodology between 2022-2023. These groups are metropolitan, regional and
rural.”* This change has been applied to the rate peg for the 2024-25 financial year. On this new
classification, Mr Peter Tegart, Partner, Always Thinking Advisory, commented that whilst it
was a 'terrific move of IPART to at least recognise there are at least three groups of councils',
he suggested also recognising coastal and remote council groups because 'in reality they all have

different characteristics. They all have different revenue-raising capacity'.”

Similarly, Mrs Julie Briggs, Chief Executive Officer, Riverina Eastern Regional Organisation of
Councils (REROC), gave evidence that whilst IPART's classification of councils into three
groups for the purposes of the rate peg methodology was a 'step in the right direction', there is
scope and argument for further granulation to account for additional responsibilities and
services councils are undertaking in their local communities.”

20

21

22

23

24

Submission 32, Office of Local Government NSW, p 4.

Office of Local Government NSW, Your Council - Frequently Asked Questions,
https://www.yourcouncil.nsw.gov.au/faq/. See also NSW Patliamentary Research Setvice,
Comparative analysis of NSW local council financial challenges and responsibilities, 28 May 2024, p 5.

Submission 88, Independent Pricing and Regulatory Tribunal (IPART), p 3. See also Independent
Pricing and Regulatory Tribunal IPART), Rate peg for NSW conncils for 2024-25 (21 November 2023),
https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Information-Papetr-Rate-peg-
for-NSW-councils-for-2024-25-21-November-2023.PDF.

Evidence, Mr Peter Tegart, Partner, Always Thinking Advisory, 3 June 2024, p 4.

Evidence, Mrs Julie Briggs, Chief Executive Officer, Riverina Eastern Regional Organisation of
Councils (REROC), 15 July 2024, p 6.
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Functions and responsibilities of local government

As mentioned at paragraph 1.1, local councils in New South Wales have their main functions
conferred or imposed on them by the LG Act, including:

. Revenue — raising revenue from rates, charges, fees, grants, borrowings and investments.

o Service — providing goods, services and facilities for the local community, such as
community health, recreation and education facilities, information services,
environmental protection, waste removal and disposal, as well as land, property, industry
and tourism development & assistance.

. Regulatory — approving activities, such as development applications and filming, and
issuing orders to do (or refrain from doing) certain activities, such as repairing or making
structural changes to a building, as well as creating local environmental planning policies
and development control plans.

. Enforcement — bringing proceedings for breaches of the LG Act, prosecution of offences
and recovery of rates and charges.

o Ancillary — functions that assist the carrying out of a council's service and regulatory
functions, including the acquisition of land, regulating access to certain land and
establishing special entertainment precincts.

. Administrative — employing council staff and conducting tasks such as strategic planning,
financial management, annual reporting, internal auditing, and performance
management.”

With regard to the responsibilities and obligations conferred by other acts, the OLG observed
that it has been estimated that councils have over 120 additional regulatory functions, involving
over 300 separate regulatory roles, emanating from over 60 state acts. However, many of these
regulatory functions are subject to the discretion of the individual local council and not all
councils perform the same functions and services.”

The consequence of this discretion is that there is no common or minimum service delivery
standard for councils in New South Wales. The clearest example of this is water and sewer
services. While communities in metropolitan Sydney, the Illawarra and the Hunter regions
(excluding the Central Coast) have water and sewer services provided by State Government
entities, the rest of New South Wales (excluding parts of the Far West) have water and sewer
services provided by local council water utilities.”

As the OLG explained, the services provided by an individual council are often a result of
location, community demands and history. For example, while many councils run airports or air
strips, some of these are run on a fully commercial basis generating significant revenue. Other
airports are operated by the council, essentially as a community service obligation and generate
small revenue streams.”

26

27

28

Local Government Act 1993, Chapter 5, s 21

Submission 32, Office of Local Government NSW, p 16.
Submission 32, Office of Local Government NSW, p 16.
Submission 32, Office of Local Government NSW, p 16.
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1.26

1.27

1.28

1.29

Service provider of last resort

The role and responsibilities of the local government sector have expanded considerably over
the last 30 years, to include a growing range of setrvices to both people and property.” This
expansion of functions performed by local councils is primarily due to the delegation of
responsibility or cost shifting by other levels of government, alongside rising community
expectations. However, as Mr Will Barton, Vice President of the Institute of Public Works
Engineering Australasia identified, when the state or federal government, or private sector,
ceases to perform a function, or has not yet identified an issue, local councils will often have to
provide the service.”

As a consequence, local government is described by many as being the service provider of 'last
resort' in local communities, delivering essential services and infrastructure when the market
fails.” The OLG noted that while these services are not mandatory for local governments to
provide, many councils, in conjunction with their community, opt to provide these services —
many of which are a significant expenditure source with only marginal external revenue attracted
— to ensure they remain available.”” Examples of services provided by councils in this space
include medical practices, childcare and aged care facilities. According to Local Government
NSW (LGNSW), this has steadily become the norm rather than the exception for many

councils.®

IPART also observed that councils, particularly in regional and rural areas, are having to provide
services as a last resort because they were previously provided by other levels of government or
due to a lack of private providers.” This view was supported by multiple councils during the
inquiry, including Murrumbidgee Council who highlighted that, as a rural council, they provide
additional services such as childcare and medical services to their local community at a cost,
where there is a gap in services that would otherwise be provided by the state or federal
government.”

While this is particularly an issue in rural and regional councils, the OLG said that many councils
in metropolitan and urban New South Wales also provide services to support weaknesses in the
private market.”

29

30

31

32

33

34

35

36

NSW Parliamentary Research Service, Comparative analysis of NSW local council financial challenges and
responsibilities, 28 May 2024, p 4. The former includes community housing, health services (such as
drug counselling and vaccinations) and education and childcare, while services to property include
supplying and maintaining local infrastructure (such as local roads, footpaths and drainage),
responsibility for waste disposal and recycling services, and regulation of building and planning.

Evidence, Mr Will Barton, Vice President, Institute of Public Works Engineering Australasia (NSW
& ACT), 17 May 2024, p 23.

NSW Parliamentary Research Service, Comparative analysis of NSW local council financial challenges and
responsibilities, 28 May 2024, p 3. See also Evidence, Mr Will Barton, Vice President, Institute of Public
Works Engineering Australasia (NSW & ACT), 17 May 2024, p 23; Submission 32, Office of Local
Government NSW, p 17; Submission 88, Independent Pricing and Regulatory Tribunal (IPART), p
20; Submission 119, Local Government NSW (LGNSW), Attachment 1 — Appendix A, p 34.

Submission 32, Office of Local Government NSW, p 17.

Submission 119, Local Government NSW (LGNSW), Attachment 1 — Appendix A, p 34.
Submission 88, Independent Pricing and Regulatory Tribunal IPART), p 20.

Submission 27, Murrumbidgee Council p 1.

Submission 32, Office of Local Government NSW, p 17.
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Sources of income

1.30

1.31

1.32

1.33

1.34

Local councils in New South Wales source their income from a combination of revenue sources,
including:

° ordinary and special rates, which includes residential, business, farming, and mining rates

o annual charges, which includes domestic waste, water, sewer and stormwater
management, and user fees and charges, such as water usage, parking fees, leisure centres,
child and aged care services, and building and regulatory services

. other sources of income, such as grants from the Australian Government and the New
South Wales Government, and contributions from developers to fund local infrastructure
necessary to serve the needs of the development.”

Each local council is required to determine the combination of rates, charges, fees and pricing
policies needed to fund the services it provides to the community. This is called a revenue policy.
The revenue policy contains a rating structure that determines the rates and charges and how
they will be calculated.”

Rates, annual charges and user fees and charges are 'own source revenue' sources, whereas grants
and contributions are external funding sources.” In general, local councils face several broad
revenue raising pressures that can impact or limit their ability to raise their own revenue,
including:

. legislative restrictions on a council's ability to raise revenue in certain areas, in particular
in setting rates, annual charges and user fees/charges

o limited access to a sufficiently broad range of revenue, including the ability to access a
growth tax
. reduced capacity for some residents to contribute further to own source revenue.*

Furthermore, the ability and capacity of individual councils to generate own source revenue
differs greatly depending on the nature of the local government area. In turn, this can limit a
council's overall capacity to be independently financially sustainable.* For example, some rural
councils commented that they do not have the same opportunities as larger metropolitan or
regional councils to generate revenue through sources such as parking fees or fines.*

Sources of income are discussed further in chapters 2 and 3.

37

38
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40

41

42

Submission 32, Office of Local Government NSW, pp 8-11. See also Submission 88, Independent
Pricing and Regulatory Tribunal IPART), p 16.

Office of Local Government NSW, Rates, Charges and Pensioner Concession,
https://www.olg.nsw.gov.au/public/about-councils/laws-and-regulations / rates-charges-and-
pensioner-concession/

Office of Local Government NSW, Your Council — Finances, Operating Performance Ratio (%),
https:/ /www.yourcouncil.nsw.gov.au/nsw-overview/ finances/

NSW Parliamentary Research Service, Comparative analysis of NSW local council financial challenges and
responsibilities, 28 May 2024, p 8.

Submission 68, Southern Sydney Regional Organisation of Councils Inc (SSROC), p 3.
See Submission 66, Lockhart Shire Council, p 2; Submission 51, Narrandera Shire Council, p 1.
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1.35

1.36

1.37

1.38

Level of income councils require

According to LGNSW, the level of income that local councils require to adequately meet
community needs depends on the local context and what communities expect of councils.
LGNSW explained that cost pressures differ by council type, due to regional differences in
market depth, cost shifting, the ability to leverage economies of scale, and the types of services
provided, with communities expecting continuity and improvements in services over time."

Federation Council commented that the Integrated Planning and Reporting (IP&R) framework,
which councils are required to implement, is designed to ensure councils have a sufficient level
of income to adequately meet the needs of their communities. They expressed the view that
'one of the main factors as to why councils do not have the adequate funding' is the
underutilisation, and ineffective use, of the IP&R framework'.*

The United Services Union argued that it is not possible to calculate a common adequate level
of income for local councils, given that metropolitan, regional, rural and remote councils face
different fiscal challenges in providing adequate setvices to their respective local communities.*

During their review of the rate peg methodology, IPART found that metropolitan councils
receive less income per capita compared to regional and rural councils, though over half of their
total income (53 per cent) is collected from rates and annual charges. In contrast, rural councils
collect only 26 per cent of their total income from rates and annual charges and receive over
half of their total income (55 per cent) from grants and contributions.*

Previous notable reviews of the local government sector

1.39

1.40

The sections below provide an overview of recent notable reviews of the local government
sector, including reviews by IPART of the rate peg to include population growth and a review
of the methodology used to calculate the rate peg each financial year. The rate peg, or the
percentage specified in a special variation, is the maximum amount (in percentage terms) by
which a council can increase their rates income in a year. The rate peg is discussed in more detail
in chapter 2.

IPART 2020 review of the rate peg to include population growth

In 2020, the New South Wales Government asked IPART to recommend a rate peg
methodology that allows the general income of councils to vary in a way that accounts for
population growth. This was in recognition of the fact that as local communities grow, councils
need to provide additional services to meet the demand of their residents and businesses. The
review was tasked with examining whether allowing rates to keep pace with population growth

43

44

46

Submission 119, Local Government NSW (LGNSW), p 11.
Submission 69, Federation Council, p 1.
Submission 22, United Services Union, p 2.

Independent Pricing and Regulatory Tribunal IPART), Final Report - Review of the rate peg methodology -
Augnst 2023, p 179, https:/ /www.ipart.nsw.gov.au/documents/ final-report/ final-report-review-rate-
peg-methodology-august-2023.
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could enhance councils’ ability to provide these services and improve their financial
sustainability.” TPART released its final report for this review on 5 October 2021.

The review found that, for many councils, additional income from supplementary valuations
did not keep pace with population growth with faster growing councils tending to be unable to
recover additional revenue through general income in propottion to their growth.* As a result
of the review, IPART introduced a population factor from the 2022-23 financial year, which
means the calculated rate peg for each council, in part, depends on how fast the population is
growing in the relevant council area.”

IPART 2022-2023 review of the rate peg methodology

The rate peg set for the 2022-23 financial year was lower than many councils expected during
what was a period of relatively high inflation. This was largely because the previous rate peg
methodology used the Local Government Cost Index (LGCI) and was based on changes in
costs experienced by councils between 2019-20 and 2020-21 when inflation was relatively low.
After the local government sector raised concerns, IPART resolved to undertake a review of
the rate peg methodology.”

During the review, IPART consulted with key stakeholders and received feedback from both
local councils and ratepayers. Local councils told IPART that their primary concern is achieving
and maintaining financial sustainability and using their rates income effectively and efficiently
to maximise what can be achieved. The feedback from ratepayers included:

. support for the rate peg to encourage financial restraint, noting it could reduce the
democratic accountability of councils to their communities on rates

. that councils are not held accountable for large rates increases and that the rate peg
provides limited protection due to special variation approvals

o that improved productivity, efficiency and financial management rather than higher rates
should address increased council spending and that other options for income be
explored.”

On 9 November 2023, IPART released its final report on its review of the rate peg methodology.
This report sets out the methodology that will apply to the rate peg for the 2024-25 financial
year and how the changes to the methodology will be implemented.

According to IPART, the changes are intended to produce rate pegs that are a timelier measure
of changes in councils’ base costs, by referring to forward-looking measures of anticipated cost

48

49

50

51

Independent Pricing and Regulatory Tribunal (IPART), Review of the rate peg to include population growth
Final Report (September 2021), p 1,

https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Final-Report-Review-of-the-

rate-peg-to-include-population-growth-September-2021.PDF

Submission 88, Independent Pricing and Regulatory Tribunal IPART), p 11.
Submission 88, Independent Pricing and Regulatory Tribunal IPART), p 12.
Submission 88, Independent Pricing and Regulatory Tribunal IPART), p 4.
Submission 88, Independent Pricing and Regulatory Tribunal IPART), pp 5-6.
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1.46

1.47

1.48

1.49

1.50

changes. They will also better account for the diversity among New South Wales local councils
and help ensure ratepayers contribute only to costs relevant to their local government area.”

The changes to the rate peg methodology include:

. Replacing the Local Government Cost Index (LGCI) with the simpler Base Cost Change
(or BCC) model to measure the annual change in New South Wales councils’ base costs.

. Measuring the annual change in New South Wales councils’ base costs for 3 groups of
councils (instead of one that includes all New South Wales councils).

. Moving away from using the average annual change in Emergency Services Levy
contributions (or ESL contributions) across all New South Wales councils, to a separate
council-specific ESL factor that reflects the annual change in ESL contributions for each
council.

o Adjusting the population factor to more accurately measure the change in councils’
residential populations by excluding prison populations.”

The rate peg methodology is discussed in detail in chapter 2.

As IPART explains, whilst the BCC model will help to reduce the impact of the lag inherent in
the previous LGCI model, as it uses forecasts instead of lagged data, they noted the BCC model
cannot fully eliminate any lag, especially when inflation is volatile. While forecasts two years into
the future are informed by current events and recent previous events, they can seldom anticipate
volatility. IPART also noted that they set and publish the rate peg to apply from 1 July to 30
June in around September of the previous year, resulting in a nine-month lag between when the
decision on the rate peg is made and when it is applied.™

Stakeholders made it clear to IPART during the review that there are broader concerns around
how local government services are funded, including concerns around councils’ performance
and financial sustainability, and the affordability of rates in the current cost of living climate.
According to IPART whilst the changes to the rate peg methodology may address some of these
concerns, many of the issues raised cannot be fixed by the rate peg or the special variation
process. For that reason, IPART's final report included the recommendation that the New
South Wales Government consider commissioning an independent review of the financial
model for councils in NSW including the broader issues raised during the review.

Federal inquiry into local government sustainability

The House of Representatives Standing Committee on Regional Development, Infrastructure
and Transport adopted an inquiry into local government sustainability on 21 March 2024. The

52 Submission 88, Independent Pricing and Regulatory Tribunal IPART), p 6.
53 Submission 88, Independent Pricing and Regulatory Tribunal (IPART), p 7. See also Independent

Pricing and Regulatory Tribunal (IPART), Final Report - Review of the rate peg methodology - August 2023,
pp 11-12,  https://www.ipart.nsw.gov.au/documents/final-report/final-report-review-rate-peg-
methodology-august-2023.

> Submission 88, Independent Pricing and Regulatory Tribunal (IPART), p 7.

12

Report 52 — November 2024



1.51

1.52

STANDING COMMITTEE ON STATE DEVELOPMENT

committee is seeking to understand the challenges faced by local governments in servicing
infrastructure requirements across Australia’s regional, rural, and remote locations.™

The committee is inquiring into and will report on local government matters, with a particular

focus on:

. the financial sustainability and funding of local government

. the changing infrastructure and service delivery obligations of local government

. any structural impediments to security for local government workers and infrastructure
and service delivery

. trends in the attraction and retention of a skilled workforce in the local government sector,
including impacts of labour hire practices

o the role of the Australian Government in addressing issues raised in relation to the above

. other relevant issues.”

At the time of writing, this inquiry is ongoing and yet to report.

56

Parliament of Australia, New inquiry - Australia’s local government sustainability (21 March 2024),
https:/ /www.aph.gov.au/About_Parliament/House_of_Representatives/ About_the_House_News
/Media_Releases/New_inquiry_-_Australias_local_government_sustainability.

Patliament of Australia, Inguiry into  local  government — sustainability — Terms of Reference,
https:/ /www.aph.gov.au/Patliamentary_Business/Committees/House/Regional_Development_In
frastructure_and_Transport/Localgovernmentsustaina/Terms_of_Reference.
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Chapter 2  Rates, the rate peg and special variations

The local government rating system in New South Wales is established under the Loca/ Government Act
1993 (the LG Act). Rates are a major funding source for local councils and have a significant impact on
the level of income councils require to adequately meet the needs of their communities.

This chapter outlines how rates are set and levied by local councils under the LG Act, including the
impact of rate exemptions on councils' revenue. It then explains the current methodology used by the
Independent Pricing and Regulatory Tribunal IPART) to set the rate peg, a legislated cap used to regulate
rates income in NSW, before discussing the impact of the rate peg on the financial sustainability of
councils. Finally, the chapter discusses concerns with the special variations process and its effectiveness
in providing councils an avenue for varying their general income by an amount greater than the rate peg.

Rates

21

2.2

2.3

2.4

Rates are property-based taxes levied by local councils on property owners. In New South
Wales, local councils set and levy rates in accordance with the rating system established by the
Local Government Act 1993 (the LG Act). Within this system, councils set the rating structure and
determine the rate levels for each rating category.”’

Under the LG Act, a rate may consist of an ad valorem amount (i.e. a percentage which may be
subject to a minimum amount), or a base amount to which an ad valorem amount is added.

o An ad valorem amount is a variable charge set as a proportion of the unimproved land
value of the property — that is, the value of the property without any buildings, houses or
other capital investments.

. A minimum amount, where applied, is a flat charge which applies instead of the ad
valorem amount, when it is greater than the ad valorem amount.

. A base amount, where applied, is a fixed charge that is levied equally against all rateable
properties within a given rate category, or subcategory of land use.”

Rates are a major source of income for local councils and are used to fund, deliver and maintain
essential services, assets and infrastructure in the community. According to the Independent
Pricing and Regulatory Tribunal (IPART), the importance of this funding source varies across
councils, however, on average, rates income represents around one third of NSW councils'
combined total income.”

The level of income from rates can vary based on the size of the local government area. The
Office of Local Government NSW (OLG) advised that councils in metropolitan and urban

57
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Submission 88, Independent Pricing and Regulatory Tribunal (IPART), p 2. Section 493 of the Local
Government Act 1993 states there are 4 categories of an ordinary rate and 4 categories of rateable land,
these being farmland, residential, and mining.

Submission 32, Office of Local Government NSW, p 9.
Submission 88, Independent Pricing and Regulatory Tribunal IPART), p 16.
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2.5

2.6

2.7

2.8

areas tend to have a relatively larger rating base and therefore higher proportions of income
from rates than those in regional and rural areas.”’

Metropolitan cities, and some regional centres, have access to a relatively higher revenue base,
reflecting the high density of primarily commercial property owners who tend to have a stronger
capacity to pay rates. However, these councils must service the needs of a highly transient, non-
rate paying population (such as tourists, workers and shoppers). On the other hand, due to their
smaller population base, rural and remote councils have a limited rating base to finance vast
road networks and higher than average staffing costs needed to attract and retain skilled staff.
These councils may also have to undertake a range of services that would typically be undertaken
by other levels of government or the private sector.”"

Under the LG Act, councils are generally required to exempt government and other
otganisations from paying rates in the local government area,” which impacts metropolitan and
regional, rural and remote councils differently. Rate exemptions and subsidies are provided for
Crown land, and land owned by public transport and water corporations, religious bodies,
schools, public hospitals and other landowners and occupiers.” Similarly, councils are required
to provide rebates to pensioners. The impact of these rate exemptions and rebates on councils'
income and revenue was a key issue raised by stakeholders during the inquiry as outlined in the
next section.

Impact of rate exemptions, concessions and other rebates on council revenue

Turning first to rate exemptions, stakeholders expressed concern that many rate exemptions
place financial pressure on local councils and are no longer justifiable from an equity point of
view. For example, Mr Graham Sansom, Adjunct Professor, commented on the 'excessive rating
exemptions and concessions' in the local government sector. While he acknowledged that some
of the exemptions and concessions are justified, Mr Sansom argued that 'there's good evidence

that the [financial] consequences are quite setious'.”*

Local Government NSW (LGNSW) suggested that many current exemptions serve to provide
financial benefits to numerous organisations that are 'no longer justified in terms of principles
of optimal taxation, particulatly principles of equity and efficiency":

. the distinction between charitable and social activity and commercial activity has
blurred progressively over time with community orientated enterprises increasingly
engaging in more commercially focused activity. Often it is no longer appropriate for
local ratepayers to subsidise activities of exempt institutions where institutions act
commercially, benefit from council services, and have capacity to pay.®

60

61

62

63

64

Submission 32, Office of Local Government NSW, p 9.

NSW Parliamentary Research Service, Comparative analysis of NSW local council financial challenges and
responsibilities, 28 May 2024, p 5.

Submission 119, Local Government NSW (LGNSW), p 27.

Local Government Act 1993, ss 555 and 5506; See also Answers to supplementary questions, Mr Brett
Whitworth, Deputy Secretary, Office of Local Government, 23 August 2024, p 2.

Evidence, Mr Graham Sansom, Adjunct Professor, 29 May 2024, p 28.
Submission 119, Local Government NSW (LGNSW), p 28.
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Several inquiry participants commented on the general financial impact of rate exemptions on
councils. For example, Mr Andrew Butcher, Senior Revenue Accountant, Campbelltown City
Council and President of the NSW Revenue Professionals, highlighted that an exemption is 'not
necessarily foreseeable by a local council' and councils can 'miss out on income' due to rates
exemptions.” Similarly, the Riverina Eastern Regional Organisation of Councils (REROC)
stated that in areas 'where vast amounts of land are exempt from rates... councils miss out on
rate income, despite the need to provide services such as local roads and infrastructure to the
land".”’

Wollongong City Council noted that the cost of rate exemptions is absorbed by the 'broader
rating base', which further impacts rate increases over time. While the council was supportive
of rate exemptions, particularly to those within the community who are vulnerable, it held the
view that the exemptions should be funded by other levels of government accountable for the
relevant function.”

Both the City of Ryde Council and the Northern Sydney Regional Organisation of Councils
(NSROC) observed that when a significant proportion of land is rating-exempt, a council’s rate
base may be too narrow to raise enough income to cover the costs of services its community
needs. Furthermore, existing ratepayers may have to pay higher rates to cover the cost of
services for exempt properties or accept lower service levels.”

Specifically, the impact of exemptions for land and property used for residential purposes was
a common issue for several councils.

. Mr Andrew Butcher, Senior Revenue Accountant, Campbelltown City Council and
President of the NSW Revenue Professionals, highlighted that charities or public
benevolent institutions have the capacity to buy or fund significant infrastructure in the
community. However, councils do not receive any income from the infrastructure in this
scenario, even though it may 'involve up to 1,000 or more apartments' to house people
who will use council resources and services.”

. Mr Ian Clayton, Manager of Property and Revenue, Mid-Western Regional Council,
discussed how a change in community housing from government providers to community
housing providers resulted in a loss of rates income for the council. Mr Clayton explained
that while the Department of Housing is rateable under the legislation, other community
housing providers are not, even though the land or property is being used for the same
purpose and the residents are using the council's facilities and services.”
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Evidence, Mr Andrew Butcher, Senior Revenue Accountant, Campbelltown City Council and
President of the NSW Revenue Professionals, 29 May 2024, pp 10-11.

Submission 102, Riverina Eastern Regional Organisation of Councils (REROC), p 11.
Submission 106, Wollongong City Council, p 5.

Submission 28, City of Ryde Council, p 2; Submission 111, Northern Sydney Regional Organisation
of Councils, p 2.

Evidence, Mr Butcher, 29 May 2024, pp 10-11. See also, Evidence, Mr Adrian Panuccio, General
Manager, MidCoast Council, 27 June 2024, p 24.

Evidence, Mr Ian Clayton, Manager of Property and Revenue, Mid-Western Regional Council, 28
June 2024, p 16.

Report 52 — November 2024 17



LEGISLATIVE COUNCIL

Ability of local governments to fund infrastructure and services

2.13

2.14

2.15

In addition, several councils commented on the impact of exemptions for other types of exempt
land and institutions, such as national parks, the Forestry Corporation of NSW and educational
institutions.

o Mr David Walsh, Chief Financial Officer, Northern Beaches Council, proposed that
consideration should be given to lifting exemptions for businesses that may sit on a
national park but still draw on council resources while competing against other businesses
in the area.”

° Mr Anthony McMahon, Chief Executive Officer, Bega Valley Shire Council, gave
evidence that the council does not receive 'adequate revenue to cover the cost impacts
associated' with the use of council assets as a result of national parks and state forests in
the local area.”

o Councillor Mark Kellam, Mayor of Oberon Council and Deputy Chair, Central NSW
Joint Organisation, commented that 'one of the great disadvantages' in his local
government area is that half of it is state forest, which is Crown land and therefore
unrateable, foregoing 'over a million dollars a year in rates'.”

o According to Snowy Valleys Council, Forestry Corporation activities impact on, and
utilise, council facilities and services just like any other enterprise and should be either
rateable or required to make a similar ex gratia payment.”

. Mr Gary Parsons, Acting Chief Executive Officer, North Sydney Council noted the
'significant number of educational institutions' in his local government area. Whilst these
institutions use council infrastructure and open spaces, the council is unable to recoup
any of the maintenance costs, leaving other ratepayers in the community to cover the
costs.’

To address these concerns, several councils, such as Ku-ring-gai Council, expressed the view
that the current rate exemptions under the LG Act should be reviewed to achieve 'a better
balance between community benefit, fairness, and revenue generation'.”” Ku-ring-gai Council
noted that while delivering community benefits, many of the institutions that fall under a rate
exemption benefit from setvices provided by local government and/or ate undertaking
commercial activities.”

LGNSW argued that 'all land used for commercial or residential purposes should be subject to
rates regardless of tenure'.” LGNSW suggested that in some cases, rate exemptions should
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Evidence, Mr David Walsh, Chief Financial Officer, Northern Beaches Council, 3 June 2024, p 30.

Evidence, Mr Anthony McMahon, Chief Executive Officer, Bega Valley Shire Council, 23 July 2024,
p 26.

Evidence, Councillor Mark Kellam, Mayor of Oberon Council and Deputy Chair, Central NSW Joint
Organisation, 28 June 2024, p 4.

Submission 103, Snowy Valleys Council, p 8.
Evidence, Mr Gary Parsons, Acting Chief Executive Officer, North Sydney Council, 5 July 2024, p 3.
Submission 86, Ku-ring-gai Council, p 5.

Submission 86, Ku-ring-gai Council, p 5. See also, Evidence, Mr Sacha Thirimanne, Acting Chief
Financial Officer, City of Ryde Council, 29 May 2024, p 17.

Submission 119, Local Government NSW (LGNSW), p 27. See also, Submission 81, Mid-Western
Regional Council, p 5.
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'simply be abolished' and in other instances, the eligibility criteria for exemptions should be
tightened through legislation.*

Furthermore, some stakeholders reflected on the adverse impact of the housing strategy Build
to Rent on rates income.” Build to Rent housing is large-scale, purpose-built rental housing that
is held in single ownership and professionally managed. The consequence of single ownership
is a single rate assessment rather than separate rate assessments for each residential
apartment/dwelling.*

Burwood Council argued that the 'arrangement is inherently unfair' because:

. the burden of the additional dwelling population is absorbed by council and
indirectly charged to the rest of the community. The increased population density
resulting from build-to-rent developments places additional strain on Council's services
and infrastructure, such as parks, roads, waste management, and community facilities.
However, without the ability to levy rates fairly on these developments, Council is
forced to spread the cost across the entire community, leading to a disproportionate
burden on other ratepayers.53

Mr Gary Parsons, Acting Chief Executive Officer, North Sydney Council, called for an
amendment of the rating framework to address Build to Rent developments and noted that the
council is seeing an increase in applications for build to rent properties in the area.*

When asked about potential changes to the rating system to address the issues arising from
Build to Rent developments, Mr Andrew Butcher, Senior Revenue Accountant, Campbelltown
City Council and President of the NSW Revenue Professionals, put forward the view that using
the business rating category would 'fairer represent the use of the land' and 'would go a long

185

way to fixing the problem’.

Mr Brett Whitworth, Deputy Secretary, Office of Local Government NSW, gave evidence that
there are opportunities for rating changes where newer forms of development are being
encouraged. In relation to Build to Rent specifically, Mr Whitworth suggested that there may be
an opportunity to change the rating category to commercial for these types of developments
but cautioned that consideration needs to be given to the potential complexities for such a
change, such as people confusing planning uses with rating uses.*

In addition to rate exemptions and concessions, councils are also required to provide pensioner
rebates on rates and other charges. The New South Wales Government subsidises 55 per cent
of the cost, with the remaining 45 per cent funded by councils and other ratepayers. According
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Submission 119, Local Government NSW (LGNSW), p 27.

See Submission 28, City of Ryde Council p 2; Submission 74, Burwood Council, p 5; Submission 86,
Ku-ring-gai Council, p 5; Submission 111, Northern Sydney Regional Organisation of Councils, p 2.

Submission 20, NSW Revenue Professionals, p 4.

Submission 74, Burwood Council, p 5.

Evidence, Mr Parsons, 5 July 2024, pp 2-3; See also Evidence, Mr Thirimanne, 29 May 2024, p 17.
Evidence, Mr Butcher, 29 May 2024, p 15.

Evidence, Mr Brett Whitworth, Deputy Secretary, Office of Local Government, 30 July 2024, p 38.
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to LGNSW, this cost was estimated to amount to $55.2 million for councils in 2021-2022, even
before the additional costs of administering this rebate are considered.”’

Stakeholders raised a number of concerns with pensioner rebates. For example, Campbelltown
City Council commented that 'social welfare is the responsibility of state and federal
governments and full funding of the rebate scheme should not be a responsibility of local
governments'. The council suggested that indexation should be applied to the current rebate
scheme in order to keep pace with the cost of services and not diminish the pensioners' capacity
to pay.*

Other stakeholders, such as Clarence Valley Council, highlighted the disproportionate impact
of pensioner rebates on smaller regional and rural local councils which have ageing populations
and the greatest proportion of pensioners.”

During their review of the rate peg methodology in 2022-23, IPART identified a range of
measures that may improve the equity of the rating system and local government revenue
framework, and better support councils to serve their communities and maintain financial
sustainability in the longer term. Two of the measures in the final report included:

. better targeting eligibility criteria for rate exemptions to help ensure ratepayers do not
subsidise the cost of council services to properties where it is not justified on efficiency
and equity grounds

. a comprehensive state-wide evaluation of existing pensioner concessions.”

Ms Carmel Donnelly, Chair, Independent Pricing and Regulatory Tribunal IPART), noted a
recommendation made by IPART in 2016, as part of its review into the local government rating
system, that proposed targeting general rate exemptions based on land use, not land
ownership.”’ In its submission, the Riverina Eastern Regional Organisation of Councils
(REROC) supported this recommendation, commenting that '... members agree that rating
should be based on the use of the land, not its ownership'. The organisation proposed that this
approach would support the 'principle of competitive neutrality by ensuring that the same land

uses were rated the same way regardless of the ownership of the property'.”
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Submission 119, Local Government NSW (LGNSW), p 28.

Submission 67, Campbelltown City Council, p 8. See also, Submission 103, Snowy Valleys Council,
p 8; Evidence, Mr Steven Pinnuck, Interim General Manager, Snowy Valleys Council, 15 July 2024,
p 38.

See Evidence, Professor Brian Dollery, University of New England, 17 May 2024, p 40; Evidence,
Councillor Peter Johnstone, Mayor, Clarence Valley Council, 26 June 2024, p 39.

Submission 88, Independent Pricing and Regulatory Tribunal (IPART), pp 28-29. See also
Independent Pricing and Regulatory Tribunal (IPART), Final Report - Review of the rate peg methodology -
Aungust 2023, p 124, https:/ /www.ipart.nsw.gov.au/documents/final-report/ final-report-review-rate-
peg-methodology-august-2023.

Evidence, Ms Carmel Donnelly, Chair, Independent Pricing and Regulatory Tribunal (IPART), 17
May 2024, p 3. See also Independent Pricing and Regulatory Tribunal (IPART), Review of the Local
Government Rating System - Final Report (December 2010), p 97,
https://www.ipart.nsw.gov.au/sites/default/files/documents/ final-report-review-of-the-local-
government-rating-system-december-2016_0.pdf.

Submission 102, Riverina Eastern Regional Organisation of Councils, p 11.
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The rate peg
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The total income local councils can raise through rates under the LG Act is regulated in several
ways, one of which is the local government rate peg (rate peg). IPART sets the rate peg as the
delegate of the Minister for Local Government and has done so since 2010.”

The rate peg represents the maximum amount, as a percentage, by which councils may increase
their rates income in a year. It is the maximum percentage increase permitted, and applies to a
council’s total rates income, not individual rates.”

Councils can choose to increase their rates income by this percentage, by a lower percentage, or
reduce or maintain its rates income. If a council increases its rates income by less than the rate
peg in a given year, it has up to 10 years to catch up this shortfall.” According to the OLG, this
discretion provides councils with the flexibility to ensure their rate collection is reflective of
local and statewide circumstances, and to manage the fluctuations that occur, such as economic
downturns or the effect of natural disasters.”

Furthermore, councils have discretion when setting rates as to how the impact of rate changes
are distributed among ratepayers. For example, they can choose to increase rates for some rating
categories by more than the rate peg, and others by less than the rate peg, as long as the overall
increase in their total rates income does not exceed the rate peg percentage.”’

IPART described the purpose of the rate peg as twofold:

1. Itallows all councils to automatically increase their rates income each year to keep pace
with the estimated change in the base costs of providing their current services and
service levels to households, businesses, and the broader community. This helps ensure
that councils can maintain the scope, quantity and quality of these services over time
without undermining their financial sustainability.

2. Itlimits the impact of these automatic increases on ratepayers, by ensuring that councils
cannot increase their rates income by more than the estimated change in their base
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Submission 88, Independent Pricing and Regulatory Tribunal (IPART), p 2. See also Independent
Pricing and Regulatory Tribunal (IPART), Final Report - Review of the rate peg methodology - August 2023,
p 10, https://www.ipart.nsw.gov.au/documents/final-report/final-report-review-rate-peg-
methodology-august-2023.

Submission 88, Independent Pricing and Regulatory Tribunal IPART), p 2. According to the Office
of Local Government NSW, the rate peg does not apply to stormwater, waste collection or water and
sewerage charges, which are collected on a fee-for-service or cost recovery basis (see Submission 32,
p 12).

Submission 88, Independent Pricing and Regulatory Tribunal (IPART), p 2. See also Independent
Pricing and Regulatory Tribunal (IPART), Final Report - Review of the rate peg methodology - August 2023,
pp 25-26, https://www.ipart.nsw.gov.au/documents/final-report/final-report-review-rate-peg-
methodology-august-2023.

Submission 32, Office of Local Government NSW, p 15.
Submission 88, Independent Pricing and Regulatory Tribunal (IPART), p 2. See also Independent
Pricing and Regulatory Tribunal (IPART), Final Report - Review of the rate peg methodology - August 2023,

pp 25-26, https://www.ipart.nsw.gov.au/documents/final-report/final-report-review-rate-peg-
methodology-august-2023.
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costs, and that they engage with their communities if they propose a step change in their
rates income to fund improvements in the scope, quantity or quality of their services.”

The following sections provide an overview of the rate peg methodology and the impact of the
rate peg on the financial sustainability of councils.

Rate peg methodology

As discussed in chapter 1, notable reviews undertaken by IPART include the review to include
population growth into the rate peg in 2022-23 and a review of the rate peg methodology for
the 2024-25 financial year.

In relation to population growth, IPART noted that as local communities grow, councils need
to provide additional services to meet the demand of their residents and businesses. As
explained by IPART, accounting for population growth in the rate peg allows councils to
recover increases in their costs due to servicing an increased population, keeping revenue per
capita before inflation consistent, as populations grow. It is calculated as the change in
residential population less any increase in general revenue from supplementary valuations.”

The 2022-2023 IPART review of the rate peg methodology sets out the rate peg methodology
for the 2024-25 financial year. According to IPART, this methodology is intended to produce
rate pegs that more accurately reflect changes in councils' base costs by using forward-looking
indicators to measure cost changes. It is also intended to better account for council diversity
through the inclusion of council-specific factors and adjustments to help ensure ratepayers
contribute only to costs relevant to their local government area.'”

The rate peg methodology includes:

o a Base Cost Change (BCC) model that measures the annual change in councils' base costs:
- in three cost components: employee costs, asset costs and other operating costs

- for three groups of councils (instead of one that includes all councils) to better
account for, and capture, the diversity of councils by reflecting differences in
spending patterns. These groups are metropolitan, regional, and rural councils

o a separate council-specific Emergency Services Levy (ESL) factor to account for changes
in councils' ESL contributions without needing to reduce other council services or erode
their financial sustainability

o a productivity factor that is intended to capture savings councils may be able to make,
which is currently set at zero by default, unless there is evidence to depart from that
approach
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Submission 88, Independent Pricing and Regulatory Tribunal IPART), p 2.

Submission 88, Independent Pricing and Regulatory Tribunal (IPART), pp 11-12. Councils are able
to increase general income up to a maximum amount (called councils’ notional general income) that
is adjusted for supplementary valuations issued by the Valuer General. The Valuer General issues
supplementary valuations in certain circumstances, including when there are changes in land value
(for example, where land has been rezoned or subdivided) outside the usual 3 to 4-year general
valuation cycle.

Submission 88, Independent Pricing and Regulatory Tribunal IPART), p 3 and p 6.
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o a population factor to maintain the amount of rates collected per person in areas that have
a growing population to provide councils with the increase in income required to fund
services to a larger population

o other additional adjustments as needed for costs driven by external factors outside
councils’ control, where ratepayers will benefit from the activities generating the costs,
such as managing climate change impacts and cyber security threats.'”"

Despite the recent changes to the rate peg methodology, some stakeholders argued the changes
did not go far enough to take into account the individual needs of councils."” For example, the
Country Mayors Association of NSW (CMA) commented that the system is still 'inherently
flawed' as the calculations behind the new BCC model and the ESL imposed on councils do
not account for 'obvious variables'. The CMA argued that the methodology includes an
underlying assumption that all rural and regional councils are the same, whereas 'the reality is
local councils in country NSW can vary much more than metropolitan councils in terms of

changes to financial challenges'."”

The City of Newcastle Chief Executive Officer, Mr Jeremy Bath, argued that even after
'numerous independent reviews', the rate peg creates increasing financial hardship for councils
and their communities as it does not permit councils to meet the risings costs of serving their

communities'.'®

Impact of the rate peg on the financial sustainability of councils

The impact of the rate peg on financial sustainability in the local government sector was a key
issue during the inquiry.

The Country Mayors Association of NSW (CMA) argued that rate pegging 'has failed' because
it has been based on historical data, rather than considering current, emerging and future
circumstances on an individual basis.'”

MidCoast Council advised that rate pegging has not worked for them, with the council and
many other regional and rural councils still dealing with 'the historical impacts of rate pegging
on asset renewals and the provision of services'. Councillor Claire Pontin, Mayor, MidCoast
Council, contended that the evidence of this is seen in the high rate of special variations in
recent years. Cr Pontin gave evidence that whilst the rate peg is designed to protect ratepayers,
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Submission 88, Independent Pricing and Regulatory Tribunal (IPART), p 3. See also Independent
Pricing and Regulatory Tribunal (IPART), Final Report - Review of the rate peg methodology - August 2023,
pp 11-12, https://www.ipart.nsw.gov.au/documents/ final-report/ final-report-review-rate-peg-
methodology-august-2023.

Evidence, Mrs Julie Briggs, Chief Executive Officer, Riverina Hastern Regional Organisation of
Councils, 15 July 2024, p 3; Submission 68, Southern Sydney Regional Organisation of Councils,
p 10-11.

Submission 83, Country Mayors of NSW, p 13.

Submission 17, City of Newcastle, p 2.

Submission 83, Country Mayors of NSW, p 13.
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it has an 'accumulating adverse effect on asset maintenance which eventually must be addressed
through SVs'.'”*

Mr Paul Bennett, General Manager, Tamworth Regional Council, gave evidence that the
underlying issue of the rate peg is that it is set based on councils providing the same services
year to year, without accounting for a growth and increase in services to the community. Mr
Bennett commented that rate pegging is a 'good thing' if the intention is to say 'if you do exactly
the same next year as you've done this year, this is the increase you could apply to your rates'.
However, he argued that communities change every year and if a council can demonstrate an
"uplift in service delivery' through the IP&R process then an additional amount should be added
on top of the rate peg.'”

In their submission, the Riverina Eastern Regional Organisation of Councils (REROC)
commented that whilst the rate peg is supposed to be set at a level that allows councils to deliver
business as usual services, REROC member councils agree that 'the rate peg has completely
failed to deliver on this aim'. According to REROC, this has resulted in councils being 'forced
to make decisions to push liabilities further down the line, delay the maintenance of community

infrastructure, cutback on services or a combination of all three'.'®

Mr Graham Sansom, Adjunct Professor, was also critical of rate pegs, stating that such caps lead
to 'unrealistic expectations in the community' that leave councils unable to sustain the services
the community demand.'” Mr Sansom argued that rate pegging has 'exacerbated concerns about
local government's revenue base and sustainability, with adverse consequences for ratepayers,
councils and staff'.'"’

The United Services Union referred to a 2022 report by Professor Brian Dollery entitled Rae-
pegging in NSW Local Government: An Analysis of the Empirical Evidence. In this report, Professor
Dollery expressed the view that the 'the existing rate-capping regime in NSW local government
has had deleterious effects on municipal performance'. He specifically highlighted the
'continuing inadequacy of revenue from rates, related ongoing problems with the financial
sustainability of NSW local government and associated insufficient infrastructure maintenance
and renewal'.""!

Professor Dollery proposed two alternative approaches to improving the NSW local
government rating system, the 'first best approach' being 'to simply abolish rate-pegging and
thereby give local authorities the latitude to strike their own rates and be held accountable by
their own local residents'. However, in recognising the political difficulty to removing rate
capping in NSW, he also suggested a 'second best approach' that would instead focus on
removing 'the worst features of the rate-pegging regime’ and redesigning the rate peg system.
This would contain three main elements:
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Evidence, Councillor Claire Pontin, Mayor, MidCoast Council, 27 June 2024, p 20.

Evidence, Mr Paul Bennett, General Manager, Tamworth Regional Council, 27 June 2024, pp 16-17.
Submission 102, Riverina Eastern Regional Organisation of Councils, p 3.

Submission 104, Mr Graham Sansom, Adjunct Professor, p 14.

Submission 104, Mr Graham Sansom, Adjunct Professor, p 8.

Submission 22, United Services Union, pp 31-32.
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(a) a rate-peg would be set for a minimum of three years in advance to facilitate financial
planning by local councils; (b) the process of determining the rate-cap would be
modified to include input from a panel of local government experts as well as a more
accurate method of determining cost escalations in NSW local government than the
current misconceived IPART methodology; and (c) the process of applying for SRVs
should be eased further to automatically grant SRVs unless there are compelling
grounds to the contrary.112

During the inquiry, the committee heard a range of perspectives on the rate peg as it currently
exists, including alternative approaches should it be removed, or adjustments that could be made
to improve financial sustainability should the system remain.

According to IPART, apart from Victoria, other Australian states and territories do not regulate
rates income. Rather, councils are permitted to adjust the level of their rates income to align
with their prepared budget for each financial year. However, these councils need to meet
specified requirements before raising rates.'"’

LGNSW was 'firmly of the view that rate pegging should be abolished'.""* LGNSW argued that
by removing the rate peg in its entirety, councils would be provided with more autonomy in
financing community needs and 'shift the needle in addressing the mismatches in income and
costs' in the local government sector.'” According to LGNSW, removing the rate peg would
also encourage councils to ensure both short and long term service and asset management
planning was robust and evidence-based.'"’

In calling on the New South Wales Government to remove the rate peg, Councillor Darriea
Tutley, President of Local Government NSW (LGNSW), gave evidence that the rate pegis one
of the major factors 'threatening the financial sustainability of councils', alongside cost shifting
and state and federal government funding arrangements that are no longer fit for purpose. Cr
Turley noted that in most other states and territories, councils have more autonomy in setting
their rates and charges and argued that rate pegging 'has constrained local government rate
revenue rises' in New South Wales.'”’

Below are examples of other stakeholders who advocated for the removal of the rate peg:

o Both Mid North Coast Joint Organisation and Bellingen Shire Council commented that
a 'more practical approach would be to abolish rate pegging in its entirety and allow
councils to control its primary income source'.'"® In support of this view, Bellingen Shire
Council asserted that 'the current process of providing a rate peg that sufficiently supports
the ability of the council to fund infrastructure and services is an impossible task'.'”’
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Submission 22, United Services Union, p 32

Submission 88, Independent Pricing Regulatory Tribunal IPART), p 23.

Submission 119, Local Government NSW (LGNSW), p 18.

Submission 119, Local Government NSW (LGNSW), Attachment 1 — Appendix A, p 3.
Submission 119, Local Government NSW (LGNSW), Attachment 1 — Appendix A, p 45.

Evidence, Councillor Datriea Tutley, President, Local Government NSW, 3 June 2024, pp 53-54.
Submission 33, Mid North Coast Joint Organisation, pp 3-4; Submission 70, Bellingen Shire Council,

p3.
Submission 70, Bellingen Shire Council, p 3.
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o Narrabri Shire Council stated the rate peg 'needs to be urgently abolished' to provide
councils with greater flexibility and autonomy over their rating structure.'”

. Mid-Western Council and MidCoast Council advocated for the removal of the rate peg,
suggesting that the IP&R process be used to set the required revenue needed to provide
the services agreed.'”!

o Bathurst Regional Council stated that the current system is 'broken' and that 'despite best
attempts' from IPART and the New South Wales Government such a system does not
work due to the diversity of councils across the sector.'*

. Councillor Patrick Bourke, Mayor, Federation Council, highlighted that local government
is the 'only level of government that does not have the ability to adjust its own taxes — our
rates..." and asked that councils be entrusted to work with communities through the
IP&R framework to deliver services.'”

. City of Parramatta Council stated that discontinuing rate pegging would enable councils
'to adjust rates based on local economic conditions, population growth, and service

demands, crucial for addressing financial sustainability challenges'.'*

If the rate peg were removed, some stakeholders suggested alternative approaches that could be
considered in its place. Mr Graham Sansom, Adjunct Professor, put forward four alternative
approaches:

There are at least four options for better approaches to rate pegging that can achieve its

political objectives — being seen to apply downward pressure on rates increases —

without undermining sound financial management in local government and damaging
local democracy'. Those options ate:

o Plan plus Approval (based on Integrated Planning and Reporting, as
implemented by IPART in the period after 2013)

o Rates Benchmarking (proposed in 2013 by the ILGRP)

. Ministerial Reserve Power to intervene in cases of unwarranted rate increases (as
included in the Victorian Local Government Act before the introduction of
‘universal’ rate capping in 2016)

o Strategic Oversight of councils’ financial planning and rating provisions (as
applied/proposed in South Australia and Tasmania).!2>

Several stakeholders, such as Mid-Western Council and MidCoast Council, indicated strong
support for greater use of the Integrated Planning and Reporting (IP&R) framework, in place
of the rate peg to allow councils to set the revenue required to provide agreed services.'” Albury
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Submission 97, Narrabri Shire Council, p 5.

Submission 81, Mid-Western Council, p 3; Submission 41, MidCoast Council, p 12. See also
Evidence, Mr Adrian Panuccio, General Manager, MidCoast Council, 27 June 2024, p 23.

Submission 78, Bathurst Regional Council, p 1. See also Evidence, Mr David Shetley, General
Manager, Bathurst Regional Council, 28 June 2024, pp 19-20.

Evidence, Councillor Patrick Bourke, Mayor, Federation Council, 15 July 2024, p 27.
Submission 116, City of Parramatta Council, p 1.
Submission 104, Mr Graham Sansom, Adjunct Professor, p 8.

See Submission 81, Mid-Western Council, p 3; Submission 41, MidCoast Council, p 12; Submission
78, Bathurst Regional Council, p 2.
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City Council contended that a 'better approach’ would be to utilise the existing IP&R framework
to better effect, noting that the rate peg:

. is limited in its purpose and adds to the financial sustainability challenges of rural councils
and regional cities

o does not allow councils to adjust their rates to reflect changes in their costs

. does not take into account demand for changes in service levels, the impacts of extreme
weather events and other sustainability challenges

° does not cover cost increases when inflation is on the rise, as it ignores actual inflation
for operating costs.

° relies on a special variation process to gain IPART approval to increase rates above the
rate peg to fund changes in service provision, rather than establishing a sustainable rate
methodology from the outset.'”’

Mr George Cowan, Chair of Riverina and Murray Joint Organisation (RAMJO) Energy Security
Sub-committee and General Manager, Narrandera Shire Council, characterised the IP&R
framework as a 'valuable tool' and one that his community understands and actively participates
in."”® Likewise, Kempsey Shire Council raised that the long-term financial planning requirements
of the IP&R framework, and the accountability of elected councillors to residents and ratepayers
through local government elections could be sufficient measures when managing rates as
opposed to having a statewide legislated cap.'”

Another alternative to rate pegging is rate benchmarking. This would involve IPART calculating
and publishing an annual local government cost index with comparative data on rates increases
and associated expenditure increase. While there would be no official rate peg, LGNSW
commented that benchmarking would 'still enable and encourage public scrutiny of council’s
revenue and expenditure decisions'. In addition, benchmarking could also be reinforced by a
reserve power for the minister to intervene when necessary.”’ LGNSW noted that this form of
rate monitoring is similar to 'the strategic oversight' adopted by Tasmania and South Australia.”"

Mr Peter Tegart, Partner, Always Thinking Advisory, noted t