MUNICIPAL ASSOCIATION OF VICTORIA

Councils work hard to keep rates low

24 July 2015

Victorian councils have worked hard this year to keep the average rate increase to a 10-year low of 3.8 per
cent, or $67, while still providing more than 100 vital community services and maintaining $73 billion of
infrastructure and assets.

Municipal Association of Victoria (MAV) President, Cr Bill McArthur said councils were once again having
tough conversations in order to tighten their budgets, and the annual MAV rates data demonstrated this
achievement.

“Councils across the state have faced external funding challenges including the $139 million freeze on
indexation to the Federal Financial Assistance Grants, the scrapped $160 million State Government Country
Roads and Bridges program, and ongoing financial pressures from other levels of government,” he said.

“Despite these hardships, councils have been able to keep the average rate increase low, while still
delivering services including kindergartens, public libraries, maternal and child health, home and community
care, street lighting, waste services, and maintaining 85 per cent of the state’s road network.

“Many councils are implementing cost-saving measures by adopting online, collaborative methods of
operation, with other levels of government and organisations to achieve savings.

"Councils are often unfairly criticised when they increase rates above CPI, but CPI does not reflect
council costs. While CPl measures the cost of common household goods including bread, milk, and
electricity, a council's basket of goods includes more expensive items like construction, material and
wage costs.

“Our survey shows that the average increase of 3.8 per cent is in line with the Local Government Cost
Index of around 3-4 per cent, which tracks councils’ cost movements, but does not include extra
funding needed to maintain ageing assets. The recently announced $1.1 billion national increase to
Roads to Recovery funding will assist in relieving long-term pressure placed on councils.

“The Financial Assistance Grants freeze has led many councils, especially in rural areas, to make tough
decisions in order to strike the right balance between the level of services provided to the community, while
trying to keep rate increases low. The Country Roads and Bridges program was another funding stream
relied on by 40 rural councils that is yet to be replaced by the State Government.

“These sorts of cuts put councils between a rock and a hard place. Rate rises cause community anxiety but
service cuts cause community outrage.

“Councils have worked tirelessly this year to better understand what the community wants by holding public
meetings, listening posts, participatory budgeting, and surveying residents.

“The MAV is aware that in the current economic climate, many homeowners face financial challenges, and
we would urge residents under genuine financial stress to speak with their council to find a way forward.”

Council budget and rates data for 2015 is available at www.mav.asn.au.
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Snapshot of
Victorian Local Government
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Service delivery statistics
in local government

Local government in Victoria delivers the following services each year
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MUNICIPAL ASSOCIATION OF VICTORIA

LOCAL GOVERNMENT COST PRESSURES

Local government nationally collects 3.4 per cent of the $434 billion total taxes raised by all three levels
of government.

Financial pressure occurs for councils when Commonwealth and State programs transfer responsibilities
to local government with insufficient funding or grants which don't keep pace with delivery costs.

A range of financial pressures influence the decisions each council makes about its annual budget and the
rates it needs to collect. Some of the major cost pressures include:

¢ Core Financial Assistance Grants from the Commonwealth to local government have been frozen
until 2017/18, resulting in a $139 million hole in council budgets

e The State Government's Country Roads and Bridges program has been scrapped resulting in a
$160 million loss to 40 rural councils over three years

¢ State-set planning fees have not been indexed consistently since 2000, with ratepayers
contributing $22 million more to cover the revenue shortfall facing councils

o $240 million from ratepayers to upgrade 1,100 kindergarten facilities to meet national reforms
initiated by federal and state governments in 2013

¢ Council contributions have jumped from 25 per cent to 70 per cent for the school crossing
supervisor program

« Cost pressures have also occurred in key community service areas of home and community care, public
libraries, and emergency management.

INFRASTRUCTURE RENEWAL GAP

Victorian councils are responsible for community infrastructure worth $73 billion but if infrastructure is not
adequately maintained, replacement costs will be much higher for future ratepayers. When assets deteriorate
faster than councils can fund their maintenance and renewal there is an infrastructure renewal gap. A 2013 Auditor
General report confirmed an annual underspend of $225 million. As councils have a limited capacity to raise this
additional revenue, they often use a range of funding options such as rate rises, lower service levels, and asset
rationalisation.

SUPERANNUATION SHORTFALL

By 1 July 2013 councils were required to pay a $396.9 million shortfall to the closed Local Authorities
Superannuation Fund Defined Benefit Plan following an actuary review by the scheme’s trustee Vision Super.

A significant number of councils are still repaying this shortfall.

The former Defined Benefit Plan for local government employees was a compulsory scheme set up by the
Victorian Government in 1982 and was closed in 1993. It must be fully funded to pay the benefits owed to
members now and into the future, unlike state and federal public sector super funds which remain unfunded by
$29.8 billion and $106 billion respectively. Councils have a legal obligation to fund these compulsory contributions,
often using cash reserves, borrowing money, selling surplus assets or through rates.

GOVERNMENT LEVIES & FEES

The Victorian Government requires councils to collect State levies, including landfill levies and the fire services
property levy, which are paid by ratepayers but must be passed on in full to the government.

MUNICIPAL ASSOCIATION OF VICTORIA
LEVEL 12 60 COLLINS STREET MELBOURNE

GPO BOX 4326 MELBOURNE 3001
T 03] 9667 5555 F 03] 9667 5550 E comms@mav.asn.au
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2015 Local Government Cost Index

MUNICIPAL ASSOCIATION OF VICTORIA

The MAV Local Government Cost Index is a Consumer Price Index (CPI) comparison that forecasts the change in
costs to deliver goods and services provided by Victorian local government.

LG Cost Index vs CPI

Council rate increases are often compared to CPI, however the two are very different.

CPI measures a standard basket of household goods including bread, milk, electricity. A ‘basket’ of common
council services is primarily affected by the growth in construction, material and wage costs, not CPI.

A majority of council spending is targeted towards maintaining and renewing more than $73 billion worth of
community infrastructure such as roads, bridges, sporting facilities and buildings; as well as delivering human
services such as aged care programs, maternal and child health, and child care to communities.

The expenses of staff and contractors to deliver human-based services; and staff and materials needed to
construct, maintain and upgrade assets and infrastructure means that local government costs are significantly
affected by the Wage Price Index (WPI) and Australian Construction Industry Forum (ACIF) forecasts.

This means that council costs are substantially different to a basket of common household goods and services.

The MAV is currently in the process of developing an LG cost index for 2015 — however the figure is generally
around 3-4 per cent.

Over the past five years, the MAV Local Government Cost Index has been:

Year LG Cost Index
2014 3.4%
2013 3.4%
2012 3.9%
2011 3.5%
2010 3.4%

The Local Government Cost Index does not take into account growth in service delivery, any change in the type
or mix of services to be provided, or other cost pressures facing a council.

The LG Cost Index uses a combination of established government and industry indexes to reflect average
wages, construction and material costs that best represent councils’ spending profile.

Other Cost Pressures

Other external cost pressures may also be addressed in each council's budget. This may include additional rates
revenue to reduce the infrastructure renewal gap, funding cuts from other levels of government, growth in
demand for some services, expanding responsibilities and State levies which must be collected by councils.

MUNICIPAL ASSOCIATION OF VICTORIA
LEVEL 12 60 COLLINS STREET MELBOURNE

GPO BOX 4326 MELBOURNE 3001
T 03] 9667 5555 F 03] 9667 5550 E comms@mav.asn.au




FACT SHEET

MUNICIPAL ASSOCIATION OF VICTORIA

COUNCIL RATES EXPLAINED

Australia’s tax system uses the payment of taxes to fund a variety of programs, services and infrastructure
by all levels of government for the public benefit of all.

Property Tax

Council rates are a property tax. Councils are required by State legislation to use property values as the basis for
calculating how much each property owner pays in rates.

In Victoria, council rates can comprise up to three components:

¢ municipal charge (of not more than 20 per cent of a council’s total rates revenue)
e waste management (garbage) charge
e rate in the dollar.

Exemptions from rates apply to crown land, charitable land, land used for religious purposes, and land used
exclusively for mining or forestry.

There is no connection between the amount of rates paid by a property and the level of council services received.

PRINCIPLE: Those with a higher valued property relative to others within a municipality will
contribute more in rates that those with a lower valued property.

Rate Process

Once a council has identified the total amount it needs to collect in rates (as determined by its prescribed budget
process), rates and charges can be calculated. A council begins its rate process each year by determining any
municipal and waste management charges that may be needed to recover part of the administrative cost and the
cost of providing waste collection and disposal services respectively.

Once these discretionary charges have been accounted for, a council establishes its rate in the dollar by dividing
the balance of required budget revenue by the total value of all rateable properties in the municipality.

The rate in the dollar is then multiplied by the value of a property (using one of three valuation bases) to establish
the amount to be paid by each property owner. This amount is known as the general rates. General rates are
added to any municipal and waste management charges set by a council to determine the total rates payable on
a property.

Example: Calculating General Rates
The total value of rateable properties within a municipality is $10,000,000,000 and council needs to collect

$40,000,000 in rates. The rate in the dollar is 0.004 (40,000,000 + 10,000,000,000). The rates payable on a
property valued at $320,000 would be $1280 ($320,000 x 0.004).

An increase in property values does not cause a rate rise. Council budgets are pre-determined to meet
expenditure requirements, and include any potential rate rise. Property valuations are revenue neutral —
they are used to distribute how much each ratepayer will pay, according to the value of their property
compared to other properties within the municipality.

MUNICIPAL ASSOCIATION OF VICTORIA
LEVEL 12 60 COLUNS STREET MELBOURNE

GPO BOX 4326 MELBOURNE 3001
T 03] 9667 5555 F 03] 9667 5550 E comms@mav.asn.au
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SETTING A COUNCIL BUDGET

Local government has the most open and transparent budget-setting process compared to any other
level of government. Councils seek community discussion and input into the development of council
spending initiatives and priorities for the coming year.

Council Budget

Each council’s budget is different to reflect its local community needs and priorities. However, there is a
common legislated framework for setting a budget that each council must follow.

The budget process involves a council setting its priorities, identifying measures and allocating funds that will
show how the key strategic objectives outlined in its Council Plan are to be achieved in the coming year.

Through the budget process a council also specifies the annual maintenance, upgrade and renewal needs of
its assets and any new or replacement infrastructure; as well as the community services and facilities it will
provide in the next financial year, and how much these will cost.

A council budget also estimates the revenue to be collected from other sources such as State and Federal
Government funding and from loans. By using these estimates a council can determine the amount it needs
to collect in rates revenue to meet its financial responsibilities for the coming year.

This information is adopted as a draft budget, which is advertised and open to public comment for a
minimum of 14 days.

All councils are required to submit their budget to the Minister by 30 June each year.
Services and Infrastructure

Victorian councils are responsible for $73 billion of infrastructure including roads, bridges, town
halls, recreation and leisure facilities, drains, libraries and parks. They also provide over 100
services for local communities from the cradle to the grave. Every time a person leaves their house
they are using services provided by local councils.

Each Victorian municipality is different — its community may be young or old, established or still developing,
rural or urban, and its population may vary from fewer than 3,100 people to more than 280,000.

Road assets: local roads, drains, bridges, foot and bike paths, public street lighting, litter bins,
school crossings, bus shelters, parking spaces.

Community assets: libraries, internet services, sporting facilities, community halls, parks and gardens,
swimming pools, playgrounds, animal shelters, public toilets, public art, cemeteries.

Community services: removal of dumped rubbish, youth and family counselling, childcare programs,
playgroup, preschools and kindergartens, school holiday programs, immunisations,
food safety inspections, planning advice and approvals, street cleaning.

In-home services: family day care, parenting and baby health advice by maternal and child health
nurses, multilingual telephone services, recycling and hard waste collections, home
maintenance, meals on wheels, gardening services and respite care.

MUNICIPAL ASSOCIATION OF VICTORIA
LEVEL 12 60 COLLINS STREET MELBOURNE

GPO BOX 4326 MELBOURNE 3001
T 03] 9667 5555 F 03] 9667 5550 E comms@mav.asn.au



MUMICIPAL ASSOCTIATION OF VICTORIA

HOW COUNCIL RATES DATA IS PRESENTED

Why a rates survey?

Each year, we undertake a survey of predicted rate increases for all Victorian councils. This survey provides
comparable data on the budgeted movement in local government taxes on a per head and per assessment basis.

In interpreting the data, it is important to note that both per head and per assessment measures should be
examined to understand the average rates payable per person of the population and based on the number of
properties within a municipality.

The survey is a critical component of the MAV's work to ensure councils' rate increases can be easily put in
context.

Median residential rates

Median data demonstrates the different rates payable on the mid-valued property for each council area. It isn't used
to measure changes in rates from year to year. Instead this measure provides a more meaningful figure to be paid
by households (as it excludes industrial, com mercial, farm and other property types).

Median property values will differ widely between local government areas, which reflect the diversity of
communities, property types, population and house sizes within each municipality.

Rates per assessment

The MAV has used average rates, municipal charges and waste management charges per assessment to measure
rate movements each year from 2005 to 2015. Average rates per assessment are the average rate bill received by
all ratepayers (residents and businesses).

Demographic characteristics, plus the economic and industry profile of the community affect the quantum average
rates per assessment. For example, councils with high levels of commercial and industrial businesses tend to have
higher rates per assessment than other councils. For these councils, the residential rates per assessment are
likely to be lower than the municipal-wide average.

Likewise, councils with little or no commercial and industrial activities and with large households will also tend to
have higher rates per assessment. In addition, a single farm enterprise may include several assessments, which
will skew the data.

Rates per head of population

The MAV has adopted average rates, municipal charges and garbage charges per head of population to measure
rates from 2006 to 2015.

Average rates per head are a good measure of the comparative tax burden placed on the communities with other
levels of government. Many of the taxes levied by the Commonwealth and State Government are compared on a
per head basis so this measure enables a valid comparison with these figures.

Itis also a useful measure in gaining a clearer picture of the rates structures of councils that have little or no
industrial activities and large households. Rates per head is an increasingly useful measure of local government
rates as the services provided by councils expand from property-based to human-based services.

Further information
Council rates data from 2003 to 2015 is available on the MAV website.
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