CITY OF WEST TORRENS

Notice of Special Council Meeting

NOTICE IS HEREBY GIVEN in accordance with Sections 82, 83 and 84 of the
Local Government Act 1999, that a

Special Council Meeting

of the
CITY OF WEST TORRENS

will be held in the Council Chambers, Civic Centre
165 Sir Donald Bradman Drive, Hilton

on

TUESDAY, 24 JULY 2018
at 7.30pm

Terry Buss psm
Chief Executive Officer

City of West Torrens Disclaimer

Please note that the contents of this Council Agenda have yet to be considered by Council and
officer recommendations may be altered or changed by the Council in the process of making the

formal Council decision.
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1 MEETING OPENED

1.1 Evacuation Procedures

2 PRESENT

3 APOLOGIES

Apologies
Council Members:
Cr Steven Rypp

4 DISCLOSURE STATEMENTS

Elected Members are required to:

1. Consider Section 73 and 75 of the Local Government Act 1999 and determine whether they

have a conflict of interest in any matter to be considered in this Agenda; and

2. Disclose these interests in accordance with the requirements of Sections 74 and 75A of the

Local Government Act 1999.

5 CONFIRMATION OF MINUTES

RECOMMENDATION

That the Minutes of the meeting of the Council held on 17 July 2018 be confirmed as a true and

correct record.
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6 REPORTS OF THE CHIEF EXECUTIVE OFFICER
6.1 Council Response to the Local Government (Rate Oversight) Amendment Bill 2018
Brief

This report proposes a Council position on rate capping and in particular the Local Government
(Rate Oversight) Amendment Bill 2018, in response to a Special General Meeting resolution by the
Local Government Association.

RECOMMENDATION(S)
It is recommended that Council:

1. Reaffirm its opposition to rate capping in any form;
2. Oppose the Local Government (Rate Oversight) Amendment Bill 2018;

3. Support the LGA using best endeavours to secure the best possible outcome for local
government and the communities they serve;

4. Provide the LGA with the following list of top five amendment priorities for the LGA to pursue in
its best endeavour negotiations with the political parties.

(@) The loss of growth income on new development where capital improvements are made
but the number of rateable properties remains the same.

(b) The lodgement of rate cap variation requests by March 31, which will result in two budget
options needing to be presented for consultation to communities and the ESCOSA
decision making process most likely delaying budget and rate adoption processes.

(c) ESCOSA has too much discretion in determining the primary rate cap, including the
discretion to decide a relevant index, include an efficiency or productivity component, take
direction from the Minister and consider any other relevant matter.

(d) The Minister should not have the discretion to direct ESCOSA on the primary rate cap,
rather ESCOSA should be entirely independent.

(e) Councils should not be required to pay a fee for a rate cap variation application to
ESCOSA and they should not be penalised financially for an inadvertent breach of the
rate cap in any one yeatr.

5. Provide the LGA with the following list of top five concession priorities for the LGA to pursue in
its best endeavour negotiations with the political parties.

a. Community Housing rebates.
b. Solid Waste levy

c. NRM levy

d. Development contributions

e. Review of statutory fees and charges
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Introduction

Council supported an LGA public awareness campaign aimed at positioning local government to
respond to rate capping with the following resolution passed on 21 March 2017:

That Council;

1. Notes the unanimous decision of South Australian councils at the 2016 LGA Ordinary
General Meeting to reject rate capping;

2. Continues to oppose rate capping in any form;

3. Agrees to support and participate in the LGA’s public awareness campaign including
placing material in quarterly rates notices; and

4. Notes that the LGA will continue to work with all Members of Parliament and political parties
to ensure rate capping is not imposed on South Australian communities.

This position was consistent with the unanimous resolution of an LGA Ordinary General Meeting
on 14 April 2016 rejecting the then State Opposition's policy on rate capping.

The motion included as attachment 1 was subsequently carried by Council on 18 July 2017.

Discussion

The state government introduced the Local Government (Rates Oversight) Amendment Bill 2018 in
the House of Assembly on 20 June 2018 following a Liberal Party election commitment to
introduce rate capping legislation in the Parliament within their first 100 days of government. Rate
capping is promoted by the government as a measure to ease cost of living pressures on
households and businesses.

The Bill establishes a framework for a rate cap policy that gives the Essential Services
Commission of South Australia (ESCOSA) responsibility for setting an annual rate cap, assessing
applications from councils for variations to the rate cap, and monitoring and reporting on council
compliance with the rate cap.

A copy of this Bill is attached as Attachment 2, along with background papers for the Special
General Meeting of the LGA held on 13 July 2018 (Attachment 3).

It was resolved at this meeting (13 July) that the LGA Special General Meeting:
1. notes the report;

2. notes the policy position unanimously adopted by LGA Members at the 2016 Ordinary General
Meeting that decisions concerning council rates are better informed, and the impacts better
understood, when made by the respective councils in consultation with their communities;

3. requests that all South Australian councils carefully review the Local Government (Rate
Oversight) Amendment Bill 2018 and advise the Local Government Association by Friday 3
August 2018 of the council’s endorsed position based on the following options:

a. Council supports the Local Government (Rate Oversight) Amendment Bill 2018; or
b. Council opposes the Local Government (Rate Oversight) Amendment Bill 2018.

4. supports the LGA using best endeavours to secure the best possible outcome for local
government and the communities they serve and requests that councils provide to the LGA a
list of the priority issues, amendments and concessions they would seek to address in the
LGA’s discussions with political parties about this rate capping legislation;
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5.

notes that the Local Government Association Board will hold a special meeting to consider the
endorsed positions of member councils; and

notes that the LGA Board will consider the matter on the basis of both a ‘one vote, one value’
counting method and a weighted voting method (using the same weighting system applied at
LGA General Meetings). The Board will also use identified criteria to inform and resolve a
position.

Summary of the Local Government (Rates Oversight) Amendment Bill 2018
The rate capping system outlined in the State Government’s proposed legislation comprises the
key elements as follow:

The Essential Services Commission of South Australia (ESCOSA) will be responsible for
making rate cap determinations, assessing applications from councils for variations to the
rate cap, and reporting on the outcomes of the system.

ESCOSA will determine the basis of the rate cap; for example, whether it will relate to a
price or particular index (CPI, LGPI etc.) and whether the cap will include any efficiency or
productivity component. The details of how the rate cap will be determined will be subject to
ESCOSA guidelines that are yet to be developed.

A cap may be determined for councils generally, a class of councils or individual councils.
There is no definition provided of a ‘class’ of councils.

The cap will be applied to a ‘base standard rate’, which is a nominal rate that is arrived at
by dividing the total annualized general rate revenue for a council area by the number of
rateable properties in that area at the end of a base year (30 June).

A council may apply to ESCOSA for a variation from the rate cap for a maximum period of
up to five years. In applying for a variation, councils will need to provide the reasons for the
variation application, evidence of community consultation, and an assessment of the likely
impact on ratepayers.

Councils will be expected to make efficiencies across their operations before applying for a
rate cap, and will need to demonstrate they have considered funding priorities and
alternative sources of revenue and the willingness and capacity of their ratepayers to pay
higher rates.

Consistency with long term financial plans and infrastructure and asset management plans
will be a critical component of an application for a variation.

ESCOSA may charge councils a fee to recover the costs of assessing a variation
application and applications will need to be lodged by 31 March.

Further details of the variation process will be provided through ESCOSA guidelines that
are yet to be developed.

Separate rates and service rates and charges are excluded from the rate cap calculation,
but a council must inform ESCOSA if they propose to introduce a separate rate or service
rate or charge as this will be taken into consideration when they set the primary rate cap for
that council.

ESCOSA must monitor and review councils’ compliance with the system and prepare
reports on the effects of rate capping on councils and any trends that may arise as a result
of the rate capping scheme.

The Minister may take action in relation to a council under Section 273 of the Local
Government Act on the basis of a report by ESCOSA. Currently this provision includes
ICAC, the Auditor-General and/or the Ombudsman.

A review of the legislation will be required before 31 December 2023 (five years from the
proposed commencement).

Page 4
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Many of the details of the rate cap model are not defined or included in the Bill and are yet to be
established by ESCOSA. For example, there is currently no detail provided on the final
methodology/formula to be used in determining how a price index will be determined, and whether
the cap will include any efficiency or productivity component. Further, full details of the variation
process, including potential application fees to councils, and the community consultation guidelines
have yet to be determined by ESCOSA.

ESCOSA has indicated that an Issues Paper will be released in August 2018 on these additional
details. However, the Bill is expected to be debated in Parliament’s Legislative Council in early
September 2018, creating a time pressure for consultation on this additional detail before the
Parliament makes a decision on the Bill.

Rate Capping Research

Rate capping was first proposed by the Liberal Party prior to the 2014 State Election. On the basis
of evidence that rate capping results in negative impacts on communities, and the absence of any
evidence that it results in more efficient councils, the LGA and the majority of South Australian
councils have consistently voted to oppose the introduction of rate capping in South Australia.

The LGA has undertaken a range of advocacy, policy and reform activities to highlight the risks of
rate capping while developing alternative local government reforms that will deliver benefits and
value for communities. A summary of the extensive research the LGA has undertaken on council
rate capping policies and their impacts in other jurisdictions was presented in the report to the LGA
Special General Meeting held on 13 July 2018 (Refer Attachment 3).

As reported by Professor Roberta Ryan from the University of Technology Sydney at the LGA
Special General Meeting, there is little Australian empirical evidence available to back up the
claims about the purported advantages on rate capping. The research that is available provides
evidence that rate capping is associated with:

1. Higher levels of debt;
2. Lower level of infrastructure maintenance; and

3. Lower levels of inter-jurisdictional revenue effort equity (creating inequity in individual
councils’ ability to raise revenue).

The research does not provide any evidence of higher levels of efficiency being associated with
rate capping.

Process to resolve a sector position

At the LGA Special General Meeting, members voted that South Australian councils should review
the Local Government (Rate Oversight) Amendment Bill 2018 and advise the LGA by Friday 3
August 2018 of the council’'s endorsed position based on the following options:

a) Council supports the Local Government (Rate Oversight) Amendment Bill 2018; or
b) Council opposes the Local Government (Rate Oversight) Amendment Bill 2018.

Following the receipt of responses from councils by 3 August, a special meeting of the LGA Board
will be called to consider the endorsed positons of member councils. As rate capping would impact
on councils differently depending on size, services, budget and rate base; the LGA Board will
consider the endorsed positions of member councils on the basis of both a ‘one vote, one value’
counting method and a weighted voting method (using the same weighting system applied at LGA
General Meetings).
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The Board will also use the following criteria to inform and resolve a position:

o A merits-based assessment of the proposed legislation;

e The best interests of the communities of South Australia and their confidence in the local
government sector;

o Current LGA policy positions and whether there is a mandate from members for an
amended policy to be adopted;

e Potential impacts on the long-term financial sustainability of the local government sector,
and how any negative impacts could be mitigated;

o Potential amendments and concessions that are in the best interest of councils and the
community they serve;

e Positions of political parties in the Legislative Council and the impact this would have on the
outcomes that can feasibly be achieved through the parliamentary process; and

e The number of responses received and the number of councils that did not participate in
the voting process.

The LGA has requested that Council provides advice on an endorsed position by Friday 3 August
to enable the LGA Board to finalise a position and advise political parties of the sector’s response
in preparation for the spring session of Parliament.

It is critical for the LGA Board’s decision making process that councils indicate whether they
support or oppose the Bill irrespective of potential amendments and concessions. Once the Board
has resolved a position on behalf of the sector, the LGA will use best endeavours in the Parliament
to secure an outcome reflective of the sector’s position and in the interests of the communities they
serve.

Parliamentary Process

The Local Government (Rate Oversight) Amendment Bill has been introduced in the House of
Assembly by the Minister for Transport, Infrastructure and Local Government, Hon Stephan Knoll
MP.

The Government holds the majority in the House of Assembly (lower house), so it is likely the Bill
will progress through the House of Assembly (lower house) to the Legislative Council (upper
house) despite independent MPs in the lower house - Frances Bedford MP, Geoff Brock MP and
Troy Bell MP (and potentially SA Labor) - all publicly stating that they will vote against the
legislation. The Bill is expected to be passed in the House of Assembly in July 2018, before the
winter recess of Parliament.

However, the Bill must pass in both Houses of Parliament to become law and the Government
does not hold a majority in the Legislative Council.

If the Labor Party (ALP) honours its pre-election commitment to oppose rate capping, the
government must secure support from three out of five crossbench members in order for the Bill to
pass. The crossbench currently comprises two members from SA-BEST, two members from the
Greens, and one member from Advance SA.

The ALP is considering the detail of the Bill and is yet to confirm a position. However, the Shadow
Minister for Local Government, Hon Tony Piccolo MP told the LGA’s Special Meeting that he has a
number of concerns about rate capping and is reluctant to recommend it to the Shadow Cabinet.
SA-BEST and Greens are both on record post-election opposing rate capping based on the
detrimental impacts it has had interstate and its lack of policy merit. Therefore, the possibility of
successfully opposing rate capping in the upper house remains available if this is ultimately the
decision of councils.

Page 6 Iltem 6.1



Special Council Agenda 24 July 2018

The Government has indicated that the Bill will be scheduled for debate in the Legislative Council
in the first or second sitting week of Parliament, following the winter recess. Despite any position
that Council or the LGA resolves to take on the proposed legislation, ultimately the Parliament will
make the decision about whether the legislation is passed, and in what form.

As discussions and negotiations with the government, opposition and other parties may be
required, the LGA has also asked councils to clearly specify the priority amendments and
concessions they would ask the LGA to use best endeavours to achieve in any negotiations with
political parties about the legislation.

Based on the information presented to the LGA Special General Meeting, the Greens and the ALP
do not seem inclined to accept amendments. SA-BEST — while stating their opposition to the Bill —
has suggested the government’s proposed productivity commission could examine the Bill as part
of its remit. This would potentially mean that only the government would sponsor and support
amendments.

Attachment 4 provides an outline of the potential amendments to the Bill, drawn from LGA
analysis, the Special Meeting on 13 July, and feedback and questions from councils. Council has
been asked to nominate the top five amendment priorities for the LGA to pursue in its best
endeavour negotiations with the political parties. The Administration recommends that Council
nominate the following priorities:

1. The loss of growth income on new development where capital improvements are made but
the number of rateable properties remains the same. Estimates are that the growth income
of the City of West Torrens will be at least 50 per cent lower than would otherwise be the
case, amounting to an annual income loss of at least $350,000. Our forward estimates
would suffer an estimated loss of $20 million, given the cumulative impact each year.

2. The lodgement of rate cap variation requests by March 31 will result in two budget options
needing to be presented for consultation to communities and the ESCOSA decision making
process most likely delaying budget and rate adoption processes. Two budget options
would be confusing for the community and delays would have financial implications for
Council. The process may well discourage the lodgement of variation requests.

3. ESCOSA has too much discretion in determining the primary rate cap, including the
discretion to decide a relevant index, include an efficiency or productivity component, take
direction from the Minister and consider any other relevant matter. How ESCOSA might
use its discretionary power is uncertain at this time, but a case could be made for more
certainty (and less discretion) in the legislation. A minimum cap matching the local
government price index could be legislated, for example, with no ESCOSA discretion to
make it lower.

4. The Minister should not have the discretion to direct ESCOSA on the primary rate cap;
rather ESCOSA should be entirely independent. Why the Minister needs this power is
unclear.

5. Councils should not be required to pay a fee for a rate cap variation application to ESCOSA
and they should not be penalised financially for an inadvertent breach of the rate cap in any
one year.
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Attachment 5 provides a list of possible concessions that the State Government should address if
the Bill were to be passed. Council has been asked to nominate the top five concession priorities
for the LGA to pursue in its best endeavour negotiations with the political parties. The
Administration recommends that Council nominate the following priorities:

1. Community Housing rebates.

2. Solid Waste levy

3. NRM levy

4. Development contributions

5. Review of statutory fees and charges

Impacts of Rate Capping

The LGA's research confirms that there is overwhelming evidence that shows rate capping is not
an effective public policy. The New South Wales and Victorian experience show that rate capping:

¢ undermines local democracy, centralises decision making about council rate revenue and
shifts accountability from community representatives to an unelected bureaucracy;

limits councils’ ability to provide local services — putting discretionary services at risk;
leads to higher user pays fees, charges and fines;

creates asset renewal and infrastructure backlogs; and

does not make councils more efficient or financially sustainable — in fact council debt
increases as councils struggle to meet community expectations.

The lack of detail in the Local Government (Rate Oversight) Amendment Bill 2018 means that it is
challenging to forecast and model the specific impacts on council services and the long-term
financial sustainability of the local government sector and West Torrens specifically.

LGA modelling that assumes a rate cap aligned with LGPI the previous year, shows the potential
loss of rates revenue across the local government sector would have been:

e $65.2 million and 2014-15;
e $42.7 million in 2015-16; and
e $15.8 million in 2016-17

The Administration has modelled the impact of rate capping on our Long Term Financial Plan
(LTFP) and assumed the rate cap being set at 2.5% which mirrors, for the most part, the annual
rate increase proposed in our 10 year LTFP. Under this modelling, lost revenue over the 10 year
forward estimates is anticipated to be $16.19 million and this loss is entirely accountable to the fact
that the rate cap formula in the Bill does not take account of scenarios where capital improvements
are made but the number of rateable properties remains the same.

Conclusion

This report proposes a Council position on rate capping and in particular the Local Government
(Rate Oversight) Amendment Bill 2018, in response to a Special General Meeting resolution by the
Local Government Association of SA.

Experience interstate and the LGA's research confirms there is overwhelming evidence that shows
rate capping is not an effective public policy. On the basis of evidence that rate capping results in
negative impacts on communities, and the absence of any evidence that it results in more efficient
councils, the LGA and the majority of South Australian councils have consistently voted to oppose
the introduction of rate capping in South Australia.
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Council resolved in March 2017 to oppose rate capping and with the recent introduction of the
Local Government (Rates Oversight) Amendment Bill 2018, there is no new evidence or research
to suggest that this is a good public policy position for local government or West Torrens to
support.

Accordingly, it is recommended that Council reaffirms its opposition to rate capping in any form and
advise the LGA SA of its opposition to the Local Government (Rates Oversight) Amendment Bill
2018.

Attachments

1. Extract from Council and Standing Committees Minutes 18 July 2017 - Iltem 15.1 Rate
Capping

Local Government (Rate Oversight) Amendment Bill 2018

LGA Special General Meeting - Agenda & Papers - 13 July 2018

Table 1: Potential Amendments to the Rate Oversight Bill

Table 2: Possible Concessions - issues the State Government needs to address
should the Rate Oversight Bill be passed

abrwn
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Council Minutes 18 July 2017

15 MOTIONS WITH NOTICE
15.1 Rate Capping

8.12pm Cr Steven Rypp declared a material conflict of interest in this item as he is a Liberal
Party candidate for the Seat of Lee in the 2018 State Elections and left the meeting for the
discussion and vote on the item.

Cr Simon Tsiaparis declared a perceived conflict of interest in this item as he is a member of
the Liberal Party and will remain for the discussion and vote on the item.

RESOLUTION

Moved: Cr Arthur Mangos
Seconded: Cr George Demetriou

Council is concerned that major political parties have no empathy for, nor understanding of,
the difficult roles demanded of Local Government and:

1. Calls on the State Liberal Opposition to publicly pledge prior to the 2018 State Election
that a future Liberal Government will cap all future increases in State Government taxes,
levies, fees and charges (including government business units and government
enterprises) in line with its capping proposal for Local Government, and calls on them to
pledge that any percentage increases in total revenue collected through existing State
Government taxes, levies, fees and charges (including government business units and
government enterprises) will not exceed the Local Government cap as proposed by the
Liberal Party.

2. Calls on the State Labor Government and the State Liberal Opposition in their next term
of Government to not introduce any new taxes, levies, fees and charges to be imposed
on South Australians through using local councils as tax collecting branch offices of the
State Government.

3. Calls on the State Labor Government and the State Liberal Opposition in their next term
of Government to not transfer any responsibility of services to Local Government without
providing adequate and mutually agreed additional funding to Local Government to
deliver those services.

4. Calls on the State Labor Government and the State Liberal Opposition in their next term
of Government to not amend or introduce legislation that has a negative financial impact
on Local Government without mutual agreement.

CARRIED

Cr Simon Tsiaparis voted in favour of the motion moved by Cr Mangos and seconded by
Cr Demetriou.

8.24pm Cr Steven Rypp returned to the meeting.

Page 5
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.Advance

South Australia

Local Government (Rate Oversight) Amendment
Bill 2018

A BILL FOR
An Act to amend the Local Government Act 1999.

HA GP 193-A OPC 72 1
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10

15

Local Government (Rate Oversight) Amendment Bill 2018
Contents

Contents
Part 1—Preliminary

1 Short title

2 Commencement

3 Amendment provisions

Part 2—Amendment of Local Government Act 1999

4 Amendment of section 3—Objects

5 Amendment of section 123—Annual business plans and budgets
6 Insertion of Chapter 10 Part 1A

Part 1 A—Rate oversight

187C Objects of Part
187D Interpretation

187E Primary rate cap determinations
187F Rate cap variation determinations
187G Rate cap variation determination applications
187H Publication of Ministerial requests and directions
1871 Council must notify ESCOSA of certain matters
187] Compliance with rate cap determinations
187K Administration

7 Amendment of section 273—Action on report

8 Amendment of section 303—Regulations

9 Review

The Parliament of South Australia enacts as follows:

Part 1—Preliminary

1—Short title

This Act may be cited as the Local Government (Rate Oversight) Amendment
Act 2018.

2—Commencement
This Act will come into operation on a day to be fixed by proclamation.

3—Amendment provisions

In this Act, a provision under a heading referring to the amendment of a specified Act
amends the Act so specified.

Part 2—Amendment of Local Government Act 1999

4—Amendment of section 3—Objects
Section 3(f)—after "communities" insert:

and to provide for appropriate financial contributions by ratepayers to those
services and facilitics

2 HA GP 193-A OPC 72
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Local Government (Rate Oversight) Amendment Bill 2018
Amendment of Local Government Act 1999—Part 2

5—Amendment of section 123—Annual business plans and budgets
Section 123—after subsection (2) insert:

(2a) A council must ensure that, if relevant, an annual business plan also
contains a statement—

5 (a) that the council intends to apply for a ratc cap variation
determination to increase the primary rate cap determination
applying to the council for the financial year under
Chapter 10 Part 1A; or

(b) that the council has made an application to ESCOSA for a
10 rate cap variation determination but that a determination has
not been made in relation to the application; or

(c) that a rate cap variation determination made by ESCOSA for
the financial year applies to the council.

6—Insertion of Chapter 10 Part 1A
15 Chapter 10—after Part 1 insert:

Part 1A—Rate oversight
187C—Objects of Part

The objects of this Part are to ensure—

(a) that the financial contribution of ratepayers to the provision
20 of services and infrastructure by local government to meet
the present and future needs of local communities is subject
to appropriate oversight; and

(b) that a council has the financial capacity to perform its dutics
and functions and exercise its powers.

25 187D—Interpretation
(1) In this Part—
base standard rate—see subsection (2);
base year means the financial year before the capped year;
capped standard rate sce subsection (3);

30 capped year means the financial year specified in a primary rate cap
determination;

ESCOSA means the Essential Services Commission established
under the Essential Services Commission Act 2002,

primary rate cap means the primary rate cap (expressed as a
35 percentage) specified by ESCOSA in a primary rate cap
determination;

primary rate cap determination—see section 187E(1);

rate cap variation determination—see section 187F(1);

HA GP 193-A OPC 72 3
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Local Government (Rate Oversight) Amendment Bill 2018
Part 2—Amendment of Local Government Act 1999

varied rate cap means the varied rate cap (expressed as a percentage)
specified by ESCOSA in a rate cap variation determination.

(2) The base standard rate, in relation to a council, means the rate
calculated in accordance with the following formula:

BSR = R—b
N
Where—
BSR is the base standard rate;

Rb is the total annualised revenue recoverable from general rates on
rateable properties within the area of the council as at 30 June in the
10 base year;

N is the number of rateable properties within the area of the council
as at 30 June in the base year.

(3) The capped standard rate, in relation to a council, means the rate
calculated in accordance with the following formula:

CSR = 20
15 B
Where—

CSR is the capped standard rate;

Rc is the total annualised revenue recoverable from general rates on
rateable properties within the area of the council as at 1 July in the
20 capped year;

N is the number of rateable properties within the area of the council
as at 1 July in the capped year.

187E—Primary rate cap determinations

(1) ESCOSA may, on its own initiative or at the request of the Minister,
25 by notice in the Gazette, determine that the capped standard rate for a
specified financial year must not exceed the base standard rate by
more than the primary rate cap specified in the notice (a primary rate
cap determination).
(2) A primary rate cap determination may apply to—
30 (a) councils generally; or
(b) aclass of councils; or
(¢) aparticular council.

(3) Before making a primary rate cap determination that is to apply to
councils generally or a class of councils, ESCOSA must consider the
35 following:

(a) the basis of the primary rate cap (for example, a relevant
price or cost index);

4 HA GP 193-A OPC 72
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Local Government (Rate Oversight) Amendment Bill 2018
Amendment of Local Government Act 1999—Part 2

(b) whether the primary rate cap should include an efficiency or
productivity component;

(c) the amount of the primary rate cap (including, if relevant,
any efficiency or productivity component);

(d) any matter that the Minister directs ESCOSA to consider;
(e) any other matter considered relevant by ESCOSA.

(4) The following provisions apply to the making of a primary rate cap
determination that is to apply to a particular council:

(a) ESCOSA may only make a primary rate cap determination
that is to apply to a particular council if ESCOSA considers
it appropriate to do so taking into account—

(i)  the council's record of compliance with 1 or more
previous primary rate cap determinations or rate cap
variation determinations; or

(ii) aproposal by the council to—

(A) change the basis on which rates are
assessed against land under section 148; or

(B) declare a separate rate under section 154 or
impose a service rate or an annual service
charge under section 155 in relation to a
financial year; or

(iii) the level of other fees or charges imposed or
proposed to be imposed by the council other than
under Part 1; or

(iv) any other matter that ESCOSA thinks fit;

(b) before making a primary rate cap determination that is to
apply to a particular council, ESCOSA must—

(i) consider the following:

(A) the matter or matters set out in
subsection (4)(a)(i) to (iv) based on which
ESCOSA considers it appropriate to make
the determination;

(B) if ESCOSA proposes to make a primary
rate cap determination that is to apply to
councils generally for the relevant financial
year, the amount of the primary rate cap
(including, if relevant, any efficiency or
productivity component);

(C) any matter that the Minister directs
ESCOSA to consider;

(D) any other matter considered relevant by
ESCOSA; and

HA GP 193-A OPC 72
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Local Government (Rate Oversight) Amendment Bill 2018
Part 2—Amendment of Local Government Act 1999

(ii) give the council a reasonable opportunity to make
submissions in relation to the proposed
determination.

(5) A primary rate cap determination does not have effect in relation to a
5 capped year unless it is published in the Gazette—

(a) on or before 31 December in the financial year before the
capped year; or

(b) on or before another date specified by ESCOSA by notice in
the Gazette in the financial year before the capped year.

10 (6) A primary rate cap under a primary rate cap determination may be a
positive or negative amount.

187F—Rate cap variation determinations

(1) ESCOSA may, on application by a council the subject of a primary
rate cap determination applying to councils generally or a class of
15 councils, make a determination specifying a varied rate cap (being a
cap that is different from the primary rate cap applying to the council
under the primary rate cap determination) for 1 or more specified
financial years (up to a maximum of 5 years) (a rate cap variation
determination).

20 (2) ESCOSA may only make a rate cap variation determination on an
application under this section if satisfied that the varied rate cap is
appropriate, having regard to—

(a) the matters set out in section 187G(2); and

(b) the council's record of compliance with any previous
25 primary rate cap determination or rate cap variation
determination; and

(c) whether requirements given by ESCOSA under section 29
of the Essential Services Commission Act 2002 relating to
the council giving information relevant to the application (if

30 any) have been complied with; and

(d) any matter that the Minister directs ESCOSA to consider;
and

(e) any other matter determined by ESCOSA.

(3) If ESCOSA makes a rate cap variation determination under this
35 section, ESCOSA must publish a notice in the Gazette specifying—

(a) the fact that a rate cap variation determination has been
made; and

(b) the council to which the rate cap variation determination
applies; and

40 (¢) the varied rate cap applying under the rate cap variation
determination (which may be the varied rate cap proposed
by the council or another cap set by ESCOSA); and

6 HA GP 193-A OPC 72
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Local Government (Rate Oversight) Amendment Bill 2018
Amendment of Local Government Act 1999—Part 2

(2) [Ifarate cap variation determination is made in respect of a council—

(a) the rate cap variation determination applies to the council
for the financial year or years specified in the determination
(instead of the primary rate cap determination applying
5 during that year or those years); and

(b) the council must comply with the rate cap variation
determination.

(3) A failure to comply with a primary rate cap determination or a rate

cap variation determination does not affect the validity of any rate,

10 charge, interest or fine recoverable under this Chapter in respect of
the financial year in relation to which the failure occurred.

187K—Administration

(1) ESCOSA has such functions and powers as ar¢ necessary or
expedient to give effect to this Part, including the following
15 functions:

(a) to monitor and review councils' compliance with this Part
and, in particular, to monitor and review compliance with
primary rate cap determinations and rate cap variation
determinations;

20 (b) to assess the effect of primary rate cap determinations and
rate cap variation determinations on the provision of
services and infrastructure by councils and the sustainability
of the financial performance and position of councils;

(c) toidentify trends across the local government sector arising
25 from the operation of primary rate cap determinations and
rate cap variation determinations, and any other impacts
arising from the operation of this Part.

(2) ESCOSA must, in relation to each financial year, give an annual
report to the Minister on the compliance of councils with any
30 primary rate cap determination and rate cap variation determination
applying in that year.

(3) ESCOSA must prepare a biennial report on—
(a) the matters referred to in subsection (1)(b) and (c¢); and

(b) any other matter relating to the operation of this Part that
35 ESCOSA considers appropriate.

(4) A report under subsection (3) must be given to the Minister within
3 montbhs after the end of the second financial year to which the
report relates.

(5) The Minister must cause a copy of a report given to the Minister
40 under this section to be laid before both Houses of Parliament within
12 sitting days after receiving the report.

HA GP 193-A OPC 72 9

Page 19 24 July 2018



Special Council Item 6.1 - Attachment 2

Local Government (Rate Oversight) Amendment Bill 2018
Part 2—Amendment of Local Government Act 1999

(6) ESCOSA may, as soon as is reasonably practicable after giving a
report under this section to the Minister, publish a copy of the report
on its website.

7—Amendment of section 273—Action on report
5 Section 273(1)—after paragraph (c) insert:
;or
(d) areport of ESCOSA under Chapter 10 Part 1A,
8—Amendment of section 303—Regulations
(1) Section 303(8a)—delete "additional"

10 (2) Section 303(8a)—delete "enactment of the Statutes Amendment (Boards and
Committees—Abolition and Reform) Act 2015" and substitute:

amendment of this Act by another Act

9—Review

(1) The Minister responsible for the administration of the Local Government Act 1999
15 must cause a review of the operation of Chapter 10 Part 1A of that Act (as to be
inserted into the Local Government Act 1999 by section 6 of this Act) to be conducted
and a report on the results of the review to be prepared and submitted to the Minister.

(2) The review and report must be completed by 31 December 2023.

(3) The Minister must cause a copy of the report to be laid before both Houses of
20 Parliament within 6 sitting days after receiving the report.

10 HA GP 193-A OPC 72
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Explanatory Paper—Local Government (Rate Oversight) Amendment Bill 2018

INTRODUCTION

The Local Government (Rate Oversight) Amendment Bill 2018 (the Bill) introduces a rate
oversight scheme into the Local Government Act 1999 (the Act). This Explanatory Paper is
intended to be read in conjunction with the Bill, to provide further details on the intent
and application of the Bill’s provisions.

The Bill chiefly amends Chapter 10 of the Act to insert Part 1A—Rate oversight that
provides for the establishment, operation and reporting of a system to cap annual
increases in councils’ general rates.

KEY ELEMENTS OF THE BILL

The Bill provides a rate oversight framework that establishes three key elements—

1. Primary rate cap determinations: the establishment of a rate cap — provisions
enabling a cap to be set, determining that the cap applies to council revenue
recoverable from general rates, and providing for its calculation on an annual basis
for all councils, classes of councils or particular councils.

2. Variation applications: setting out provisions that enable councils to apply for a
variation of the rate cap, by demonstrating engagement with their community on a
variation and that a variation is necessary within the context of the council’s
operations and long term financial planning.

3. Monitoring and reporting: setting out provisions that enable monitoring and
reporting on the rate oversight system, to ensure both compliance and
understanding of the effect of rate oversight on councils.

INDEPENDENT REGULATOR

In accordance with the Government’s policy that the rate oversight system will be
managed by an independent regulator, the Bill appoints the Essential Services Commission
of South Australia (ESCOSA) as the body responsible for—

1. Making rate cap determinations.
2. Receiving and assessing applications from councils for variations on the rate cap.
3. Reporting on compliance and the outcomes of the system to the Minister on a

regular basis.

It should be noted that while the Bill provides the statutory framework necessary for a
rate oversight system, detail necessary for the operation of the system will be contained
within guidance material produced by ESCOSA. This will include—

1. Guidance on compliance with the rate cap (including guidance on how councils
should calculate annual rate revenue that incorporates the cap, the calculation of a
council’s total annualised revenue).

2. Requirements for council applications for variations on the cap, and guidance on
the assessment process for these applications.

2|Page
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Explanatory Paper—Local Government (Rate Oversight) Amendment Bill 2018

3. Requirements for information and other material from councils to enable ESCOSA
to undertake necessary monitoring and reporting.

THE PROVISIONS OF THE BILL
Part 1 — Preliminary

Part 1 of the Bill contains preliminary information about the short title of the Bill,
commencement (the Act will come into operation on a day to be fixed by proclamation)
and amendment provisions.

Part 2 — Proposed amendment of Local Government Act 1999

Part 2 of the Bill contains the substantive provisions to amend the Act.

Clause 4—Amendment of section 3—0bjects

The Bill amends the objects of the Act, specifically section 3(f) of the Act to clarify that the
objects of the Act are to encourage local government to provide appropriate services and
facilities to meet the present and future needs of local communities while also ensuring
that these are supported by appropriate financial contributions by ratepayers.

Clause 5—Amendment of section 123—Annual business plans and budgets

These clauses amends section 123(2) of the Act to ensure that an annual business plan and
budget released by a council states that the council has applied for or has received a rate
cap variation for that financial year, if this is the case.

Clause 6—Insertion of Chapter 10 Part 1A

This clause of the Bill proposes the inclusion of Part 1A to Chapter 10 of the Act — Rates
and Charges. Accordingly, inserted sections 187C-187K of the Bill contain most of the
detail of the rate oversight system.

187C — Objects of Part

The objects of the proposed Part 1A rate oversight clarify the purpose of the rate oversight
system; namely to ensure that the financial contributions of ratepayers to the provision of
services and infrastructure are subject to appropriate oversight (the cap) and also to
ensure that a council has the financial capacity to perform its duties and exercise its
powers (the ability of councils to apply for a variation on the cap).

187D — Interpretation

This section sets out definitions for the various terms and phrases used throughout the Bill.

Of particular note are the definitions (and formulas) of the terms ‘base standard rate’ and
‘capped standard rate’, which form the basis of the calculation of the cap each year by
councils. This is explained further in the next section.
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187E — Primary rate cap determination

This section stipulates that ESCOSA may, on its own initiative, or at the request of the
Minister, make a ‘primary rate cap determination’ for each financial year — referred to
below as the ‘the primary rate cap’.

The primary rate cap must be set by 31 December each year, or by another date set by
ESCOSA in the South Australian Government Gazette (the Gazette). ESCOSA must also
publish primary rate caps in the Gazette. A primary rate cap may apply to all councils, a
class of councils, or a particular council.

Before determining a primary rate cap, ESCOSA must consider a range of matters. These
include what the basis of the cap should be (which may be a relevant price or cost index),
and whether the cap should include any form of efficiency or productivity element.

The Bill does not require ESCOSA to use a particular index—such as the Consumer Price
Index (CPI) or the Local Government Price Index (LGPl)—as the basis for a primary rate cap.
This is a matter of discretion for ESCOSA as the independent regulator.

Under the primary rate cap, councils’ capped standard rate for a specified financial year
must not exceed the base standard rate by more than the primary rate cap specified in
ESCOSA’s determination. In this context (as the formulas in section 187D sets out), the
base standard rate is a nominal rate that is arrived at by dividing the total annualised
revenue for a council area by the number of rateable properties in that area at the end of a
base year (30 June immediately before the financial year to be capped).

The intent of the application of the cap to the base standard rate, and the calculation of
‘total annualised revenue’ is to ensure that growth in rateable properties over the year
prior to the capped year (the base year) are fully incorporated within the calculation of
each year’s primary rate cap. This recognises that growth in rateable property numbers
results in additional cost pressures for councils, and should ensure that growth councils do
not have to apply for a variation on the rate cap for this to be recognised.

As noted above, section 187E(4) allows ESCOSA to make a primary rate cap determination
that applies to a particular council. However, it is expected that ESCOSA would only set a
primary rate cap for a council in particular circumstances, not as a usual practice. The Bill
therefore proposes that ESCOSA may do this in response to non-compliance with the
primary rate cap, in response to a council’s introduction of a service rate or charge or
separate rate or use of other council fees and charges, or for any other reason that ESCOSA
considers appropriate.

If ESCOSA is considering making a primary rate cap for a particular council, it must also give
the council a reasonable opportunity to make submissions in relation to the proposed
determination. If a council receives a primary rate cap under this section, that council may
not apply for a variation of the cap (see section 187F(1)).
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187F — Rate cap variation determinations

Along with the setting of a primary rate cap, an ability for councils to apply for a variation
on a primary rate cap is critical to achieving the objectives of the rate oversight system.

Section 187F therefore enables ESCOSA to receive and assess applications for a variation of
a primary rate cap from councils that are subject to a primary rate cap that applies to all
councils or a class of councils. Applications must be received by ESCOSA by 31 March of
the year before the capped year, unless ESCOSA sets another date in the Gazette.

187G — Rate cap variation determination applications

While ESCOSA will act independently in its assessment of variation applications, the Bill
proposes a number of criteria that ESCOSA must have regard to. These are set out in
section 187G(2) and include matters that a council’s application must specify, such as—

e The council's proposed varied rate cap, and what years council proposes that it
applies to (this can be for a maximum period of up to five years).

e The reasons for the variation application.

e The community engagement process that the council has undertaken, to inform
and engage with its community on the proposed variation. It is not intended that
councils will have to demonstrate explicit community support (through polling or
other measures); rather, that it must be clear that the council has made every
effort to explain to its community the necessity for the variation, and that there is
wide understanding of these reasons.

e The council’s views of the likely impact of the proposed variation on ratepayers,
which may be informed by the community engagement process.

e How the council has considered alternatives to a variation, which may be the
reprioritisation of spending, or the use of alternative funding mechanisms
(including the appropriate use of debt, or of council reserves).

e How the variation represents value for money for the council and its ratepayers,
and promotes the efficient use of council resources. This reflects the expectation
that councils should seek to make efficiencies across their operations before
seeking a variation.

e How the proposal is consistent with the council’s long term financial plan and
infrastructure and asset management plan. All South Australian councils are
required to have these plans in place, and they will be a critical component of an
application for a variation as clear demonstrations of a council’s need for additional
revenue.

Councils will also be required to publish their application for variation on their website.
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187H — Ministerial requests and directions

While the Bill proposes that the rate oversight system is managed by an independent
regulator (ESCOSA), the Minister can direct ESCOSA to consider a matter when ESCOSA is
considering—

e A primary rate cap determination: section 187E(3)(d).

e A primary rate cap determination that will apply to a particular council:
section 187E(4)(b)(i)(C).

e Applications for a rate cap variation determination: section 187F(2)(d).

Additionally, the Minister may request ESCOSA to determine a primary rate cap under
section 187E(1).

While the Minister may request or direct ESCOSA to consider matters in these
circumstances, ESCOSA will maintain its discretion as to whether to act. Section 187H also
requires ESCOSA to publish copies of any Ministerial request direction on its website, to
ensure the appropriate level of transparency.

1871 — Council must notify ESCOSA of certain matters

Under the Act, councils have four main sources of revenue: general rates (declared under
section 153 of the Act); separate rates (section 154 of the Act); service rates and charges
(section 155 of the Act); and fees and charges (section 188 of the Act).

The rate oversight system proposes that a primary rate cap would apply to general rates
only. This recognises that both separate rates and service rates and charges are already
restrained within the Act, as they can only raise sufficient revenue to cover the cost of the
relevant purpose or prescribed service.

Councils will be required to inform ESCOSA if they are planning to introduce a separate
rate or a service rate or charge. ESCOSA may then consider the application of a primary
rate cap for that council, if ESCOSA are of the view that this is needed to prevent an
effective rate increase above the cap.

As is noted above, ESCOSA also has the ability to consider a primary rate cap for a
particular council if ESCOSA is of the view that a council is utilising the application of fees
and charges under section 188 of the Act unreasonably.

Additionally, councils will be required to notify ESCOSA if they plan to change their basis of
rating from rating on title to rating on occupancy, or vice versa, as this may have a material
impact on the calculation of the rate cap for that council.

187) — Compliance with rate cap determination

This section requires councils’ compliance with any rate cap determination made by
ESCOSA. The Bill also proposes an amendment to section 273 of the Act, to enable the
Minister to take action on a report made by ESCOSA under this Chapter 10 Part 1A of the
Act.
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It is therefore anticipated that the Minister would make recommendations or directions to
a council in instances of non-compliance, and, if the non-compliance is sufficiently serious,
to recommend to the Governor that the council be declared defaulting.

187K — Administration

This section provides ESCOSA with powers to perform the functions that ESCOSA will be
responsible for in the rate oversight system. Additionally, ESCOSA will be required to—

e Monitor and review councils’ compliance with the system; and make annual reports
to the Minister on this compliance.

e Assess the effect of rate capping (both the primary rate cap and variations) on
councils, and identify any trends that may arise from the application of the rate
oversight system across local government. ESCOSA will make a report on these
matters to the Minister every two years.

Reports received by the Minister from ESCOSA must be laid before the Houses of
Parliament, and may also be published on ESCOSA’s website.

Clause 7—Amendment of section 273 — Action on report

As noted in the discussion on section 187], this clause amends section 273 of the Act to
include ESCOSA as a body that can make reports that may result in Ministerial action
towards a council.

Clause 8 — Amendment of section 303 — Regulations

This amends the Act to enable regulations to be made that may be necessary to deal with
saving or transitional matters related to this Bill.

Clause 9 — Review

This clause requires the Minister responsible for the Local Government Act to review the
legislation that establishes the rate oversight system before 31 December 2023 (expected
to be after five years of the operation of the legislation).
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e The voice of local government.
Local Government Association
of South Australia

Notice of Meeting

Notice is hereby given that a LGA Special General Meeting
will be held on

Friday 13 July 2018 at 12.30pm

In the Adelaide Town Hall
128 King William Street, Adelaide

/i

W/
/ ! (A? e

Matt Pinnegar
Chief Executive Officer

5 July 2018

ECM 662621 LGA Special General Meeting Agenda 13 July 2018
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e The voice of local government.
Local Government Association
- of South Australia

1 Open & Welcome
2 Apologies
3. Notice & Arrangements
4 Discussion Reports from the LGA Board
4.1 Local Government (Rate Oversight) Amendment Bill 2018 3
5. Next Meeting

The LGA Annual General Meeting will be held on Friday 26 October 2018 at Adelaide
Entertainment Centre, 98 Port Road Hindmarsh.

6. Close

ECM 662621 LGA Special General Meeting Agenda 13 July 2018
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Local Government (Rate Oversight) Amendment
Bill 2018

Discussion Reports from the LGA Board

From: Matt Pinnegar, Chief Executive Officer

Key Initiative: K.I' 1 Leadership and advocacy

Strategy: 1B Contribute to state-wide and local policy

Meeting Special General Meeting 13 July 2018

ECM: 662513 Attachment: 661596, 659207, 662329

Recommendation

That the Special General Meeting

1.
2.

notes the report;

notes the policy position unanimously adopted by LGA Members at the 2016 Ordinary
General Meeting that decisions concerning council rates are better informed, and the
impacts better understood, when made by the respective councils in consultation with
their communities;

requests that all South Australian councils carefully review the Local Government (Rate
Oversight) Amendment Bill 2018 and advise the Local Government Association by
Friday 3 August 2018 of the council’s endorsed position based on the following
options:

a. Council supports the Local Government (Rate Oversight) Amendment Bill 2018; or
b. Council opposes the Local Government (Rate Oversight) Amendment Bill 2018.

supports the LGA using best endeavours to secure the best possible outcome for local
government and the communities they serve and requests that councils provide to the
LGA a list of the priority issues, amendments and concessions they would seek to
address in the LGA’s discussions with political parties about this rate capping
legislation;

notes that the Local Government Association Board will hold a special meeting to
consider the endorsed positions of member councils; and

notes that the LGA Board will consider the matter on the basis of both a ‘one vote, one
value’ counting method and a weighted voting method (using the same weighting
system applied at LGA General Meetings). The Board will also use identified criteria to
inform and resolve a position.

Discussion

The state government introduced the Local Government (Rates Oversight) Amendment Bill 2018 in
the House of Assembly on 20 June 2018 following a Liberal Party election commitment to
introduce rate capping legislation in the Parliament within their first 100 days of government.

Local Government Association of South Australia *Backto Agenda |
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Rate capping became a policy of the Liberal Party (SA Branch) in 2014. The LGA has undertaken
extensive research on council rate capping policies and their impacts in other jurisdictions. On the
basis of the evidence that rate capping results in negative impacts on communities, a majority of
LGA member councils have consistently voted to oppose the introduction of rate capping in South
Australia.

As a result of this sector-wide policy position, the LGA has undertaken a range of advocacy, policy
and reform activities to highlight the problems with rate capping while developing alternative
reforms that will deliver benefits and value for communities. These activities are summarised
within this report.

This report also provides analysis of the Local Government (Rates Oversight) Amendment Bill
2018 and identifies some of the key issues that councils are encouraged to consider in developing
a position on this proposed legislation.

It is not intended that councils will make a decision at this Special General Meeting about their
position on the proposed legislation. Rather, the intent of this meeting is to discuss a suite of
options that can be formally considered by members at their council meetings to make an informed
decision about whether to accept or reject this rate capping legislation.

Background
The following commentary provides an overview of key events and issues in recent years.

» Rate capping was first proposed by the Liberal Party prior to the 2014 State Election. On
the basis of a long standing existing LGA policy that ‘State Governments must not interfere
with the autonomy of Local Government by imposing limits on rating’, the LGA publicly
opposed this policy and has been consistent in opposing rate capping.

+ In May 2015, there was a Parliament of South Australia Economic and Finance Committee
Inquiry into Rate Capping. The LGA, and a number of councils, made submissions and
gave evidence to the inquiry highlighting the negative impacts that rate capping has had on
communities and councils interstate.

e The South Australian Economic and Finance Committee handed down its final report in
July 2016 and its recommendation was that councils should continue to set rates after full
consultation with their communities and that rate capping should not be introduced in South
Australia. The Liberal Party members of the Committee handed down a minority report in
support of their pre-election commitment to introduce rate capping.

o The former Shadow Minister for Local Government, Steven Griffiths MP introduced a
Private Members Bill into the Parliament in March 2016 for a rate capping system in South
Australia. The Bill was defeated in the House of Assembly after being opposed by the
Labor Government on the basis that rate capping is poor public policy and the Bill lacked
merit.

« In 2017, the Liberal Party again tried to introduce a rate capping scheme by proposing
amendments to the Local Government (Boundary Adjustment) Amendment Bill. The
proposed amendments were not allowed to be introduced on the basis that they did not
relate to the primary subject of the Bill.

e The Liberal Party formed a majority government following the March 2018 State Election
and has followed through on their commitment to introduce rate capping legislation in the
Parliament within their first 100 days of Government.

* Legislation that is not supported by the Opposition will require the support of 3 out of §
crossbench members in the Legislative Council. Labor, SA-BEST and the Greens took an
anti-rate capping policy to the 2018 state election.

Local Government Assaclation of South Australia *BacktoAgenda |
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LGA Advocacy

With support from the majority of members, the LGA launched a three-phase, sector-wide
campaign in December 2016 to raise awareness of the services provided by councils, how they
contribute to the everyday life of South Australians, and the risks to local services and local
decision making from rate capping. This campaign followed the unanimous vote of the LGA
members present at the Ordinary General Meeting held in April 2016 to oppose rate capping and a
formal resolution by some 50 councils to support an LGA-led public campaign against rate

capping.
Policy and Reform

As reported to members at the Ordinary General Meeting in November, the LGA has undertaken
extensive research to provide an evidence base to policy positions and reform options relating to
rate capping. This work has informed the development of advocacy through submissions,
correspondence and media. The numerous actions undertake by the LGA are summarised as
follows:

e LGA submission to the South Australian Parliament’'s Economic and Finance Committee
Inquiry into Rate Capping (2015);

¢ Collecting evidence into the impact of rate capping in New South Wales and Victoria,
including reports of the Parliament of Victoria's Environment and Planning Committee
Inquiry into the Rate Capping Policy;

+« Research and third-party reports such as the Empirical Assessment of the Impact of Rale-
Pegging on South Australian Local Government (Dollery) report. This report found that SA
local government (without rate-capping) has performed much better that NSW (with rate-
capping) and concluded that there is no practical basis for introducing rate-capping into SA
local government;

+ A comparative study of fees and charges applied by councils in Victoria and New South
Wales with those applied by South Australian councils;

e A 10-year data study of council rates in South Australia. This data shows that while on
average the increase in council rates was higher than CPI or LGPI, the average rate per
property was well below price index trends prior to 2010. This suggests that some councils
were conservatively rating between 2005 and 2010;

* Scoping, consulting on and promoting a local government reform package as part of the
LGA's state election campaign, to provide a sensible alternative to rate capping;

¢ Analysis of the SA Liberal Party's rate capping policy and failed 2016 Bill to amend the
Local Government Act 1999, including third party analysis by local government academic,
Dr Joseph Drew from the University of Technology Sydney;

« Creation of a rate capping information page on the LGA website to provide a one-stop-shop
for information relating to policy;

e Presentation by Municipal Association of Victoria (MAV) Vice President Cr David Clark at
the 2017 LGA Conference on rate capping in Victoria and its impact on councils;

« Panel session at the 2017 LGA Conference with party leaders and cross-bench members
all confirming their opposition to rate capping;

* Multiple briefings to all political parties on the negative impacts of rate capping in
communities;

+ Correspondence to party leaders and candidates in the 2018 State Election on rate capping
and cost shifting, including an informative and evidence-based rate capping information
pack;

overment Association of South Australia Fack o Agends |

Page 33 24 July 2018



Special Council

Item 6.1 - Attachment 3

LGA Special General Meeting - Agenda & Papers - 13 July 2018 - Page 6

Correspondence to all political parties seeking commitments on the future of discretionary
council services under a future rate capping regime. These letters also highlight the impact
of cost shifting on councils and rate payers;

Correspondence to the Federal government to highlight the additional pressure that state
government imposed rate capping policies place on federal resources;

A motion developed with the City of Maribyrnong (Victoria) to condemn rate capping
policies passed by the ALGA National General Assembly including a photo opportunity with
councils from around Australia uniting to oppose council rate capping with the ‘don’t cap our
communities' message;

Briefing papers on local government rate setting provided to every electorate office in South
Australia in 2017 with the offer for electorate staff to meet with LGA staff for further
information; and

Correspondence, meetings and discussions with key stakeholder groups that would be
impacted by the introduction of rate capping in South Australia.

South Australia Economic and Finance Committee Inquiry

As outlined previously in this report, the Parliament of South Australia's Economic and Finance
Committee initiated an inquiry into Local Government Rate Capping policies in 2015. Submissions
were made by 11 South Australian councils and the Local Government Association. A copy of the
LGA’s submission can be downloaded here.

Local Government Submissions

Some of the key issues raised by local government in submissions and evidence to the Inquiry
included the following:

Local democracy means local decision making

Council members are elected by the community to make local decisions, and the
community holds them to account through the democratic council elections process.

Setting rates in consultation with the community is the most important local decision made
by councils each year.

Councils work with their communities to strike a balance between expenditure, revenue and
service standards.

Any externally imposed rate cap will reduce a Council's capacity to get this balance right.
Handing decision making to an un-elected state-wide regulator diminishes local democracy
and local decision making.

Rate capping risks declining service standards and intergenerational cost shifting

Councils raise sufficient revenue to pay for the services and facilities expected by (and
used by) the current generation; and comply with State and Federal Government
legislation, policy and other requirements.
Without access to sufficient revenue to meet community needs and preferences for
services, councils would have to either:

o Reduce or cut funding for community services, including maintenance of

infrastructure; e.g. lower-quality roads; and/or

o defer part-payment to future generations;
Some pressures are totally outside councils' control. Legislation continually imposes either
greater costs on councils, and/or restrains councils’ power to charge fees to effect cost
recovery for mandated legislated activities.
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Rate capping increases red tape and does not improve cost of living

+« In NSW (and now Victoria also) rate capping comes at a significant cost to councils and
involves complexity, costs and constraints at both council and State level to administer.

* The Independent Local Government Review Panel (NSW) reported that as a result of rate
capping the financial sustainability of many Councils and their capacity to deliver
community services had declined, and a significant number were near crisis point.

» In an environment of increasing cost pressures and community demand, councils interstate
have increased rate-cap exempt fees and charges to cope with the impacts of the rate cap.
This does not improve the cost of living for communities.

Final report

The Committee handed down its final report in July 2016, which included the following four (4)
recommendations:

1. Local Councils retain full authority to set their own rates and that no rate cap be introduced;
2. Local Councils continue to set rates after full consultation with their communities;

3. Councils be subject to a thorough auditing process under the auspices of the
Auditor-General, consistent with section 36 of the Public Finance and Audit Act 1987; and

4. Councils be required to publish, on an annual basis, these audits.

Appended to the report was a contrasting minority report authored by David Speirs MP, Stephan
Knoll MP, and Vincent Tarzia MP. The minority report featured only a single recommendation:

1. That a local government rate capping regime be introduced in South Auslralia to reduce
cost pressures on households and property owners.

The minority report dismissed the evidence of numerous witnesses about the negative effect of
rate-capping in New South Wales, and the financial sustainability of local government in South
Australia.

In supporting their case, the minority report assigned more contemporary weight to three reports:

* areport prepared by Price Waterhouse Coopers (PWC) in November 2006: “National
Financial Sustainability Study of Local Government “; and

* the (2005) report of South Australia’s Financial Sustainability Review Board (FSRB) “Rising
to the Challenge”

e Access Economics Pty Ltd (2006), “Local Government Finances in New South Wales: An
Assessment” (AE report).

These reports all pre-dated financial sustainability reforms introduced in South Australia in 2006-
07, and subsequently in other States, to address what was, at the time, the relatively inconsistent
financial sustainability of local government.

Both the Financial Sustainability Review Board and Price Waterhouse Coopers reports effectively
laid the groundwork for what became a significant reform and enhancement of local government
financial and asset management across Australia.
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Further Research- Impacts in Victoria and NSW

Since the 2015 Economic and Finance Committee submission was made, the LGA has continued
to research the impacts of rate capping in Victoria and NSW to understand what a rate capping
policy would mean for South Australian communities.

A summary of this research is attached to this report (ECM 661596), and includes information
regarding:

» the caps that have been applied interstate and how they are calculated

» the cost of administering rate capping interstate

e services and programs that have been cut or reduced by Victorian councils as a result of
rate capping

» considerations of the Parliament of Victoria’s Inquiry into Rate Capping Policy

e the 2017 report by Professor Brian Dollery, ‘An Empirical Assessment of the Impact of
Rate-Pegging on South Australian Local Government’, which concluded that:

1. There is no evidence to suggest that rate-capping will increase efficiency at councils
2. Rate-capping leads to a decline in financial sustainability of councils
3. SA councils perform better than NSW local government on three key issues:

« Reliance on rate revenue as income
+ Financial sustainability
« Efficiency

This research has been used by the LGA to inform discussions with political parties and
stakeholders about the lack of public policy merit and potential risks of rate capping being
introduced in South Australia.

Local Government Reform- Alternative Options

While the LGA’s policy position has consistently been to oppose rate capping, this should not be
mistaken as opposition to reform in local government. The LGA has worked with member councils
to identify opportunities to address community expectations about strengthening and enhancing
transparency, accountability and engagement.

The LGA advocated during the state election campaign for sensible local government reforms that
will have a positive impact on communities. These reforms include:

* Implementing a state-wide benchmarking program

= Ensuring high standards from elected members through a stronger code of conduct

» Giving broader responsibilities to more independent, skills-based audit committees

« |mplementing measures to ensure that council’s external audits are undertaken in a
consistent manner and to a consistent standard

» [ntroducing a revenue policy to build community awareness of how council will raise the
revenue required to fund community services and facilities

+ Implementing a best practice service review process for councils to regularly review the
costs and standards of the services provided to communities

¢ Implementing a sector-wide industrial relations framework to reduce duplicated costs and
effort

» Supporting new processes for considering councils boundary changes and reviewing how
representation reviews are undertaken

* Changes to local government elections, including a move towards electronic voting.
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Page 36 24 July 2018



Special Council Item 6.1 - Attachment 3

LGA Special General Meeting - Agenda & Papers - 13 July 2018 - Page 9

A copy of the LGA’s local government reform agenda is provided as an attachment to this report
(ECM 659207).

Analysis of the Bill

The LGA’s preliminary analysis of the Bill is attached to this report (ECM 662329). This analysis
provides an outline of the key elements of the Bill, as well as detailed commentary on potential
issues and areas where further detail is required from the Government. The LGA appreciates that
member councils are also carefully looking at the Bill and we will update our analysis further as
more details and issues emerge.

Key elements of the Bill include:

s The Essential Services Commission of South Australia (ESCOSA) will be responsible for
making rate cap determinations, assessing applications from councils for variations to the
rate cap and reporting on the outcomes of the system.

s The details of how the rate cap will be determined will be subject to ESCOSA guidelines
that are yet to be developed. The Bill gives ESCOSA flexibility to determine a formula that
may, or may not, include a particular index (CPI, LGPI) and whether the cap will include
any efficiency or productivity component.

e The cap will be applied to a ‘base standard rate’, which is a nominal rate that is arrived at
by dividing the total annualized general rate revenue for a council area by the number of
rateable properties in that area at the end of a base year (30 June).

s While this model intends to account for growth in the number of rateable properties over the
course of a year, some councils have indicated that this will require a closer look to ensure
that growth in different types of land use are properly accounted for relevant to their council
areas.

s A council may apply to ESCOSA for a variation from the rate cap for a maximum period of
up to 5 years. |n applying for a variation, councils will need to provide the reasons for the
variation application, evidence of community consultation, an assessment of the likely
impact on ratepayers.

» Councils will be expected to make efficiencies across their operations and undertake
service reviews before applying for a rate cap and will need to demonstrate they have
considered funding priorities and alternative sources of revenue.

* Further details of the variation process will be provided through ESCOSA guidelines that
are yet to be developed.

Parliamentary Process

The Local Government (Rate Oversight) Amendment Bill has been introduced in the House of
Assembly by the Minister for Local Government, Hon Stephan Knoll MP.

The Government holds the majority in the House of Assembly (lower house), so it is likely the Bill
will progress to the Legislative Council (upper house) despite independent MPs in the lower house
- Frances Bedford MP, Geoff Brock MP and Troy Bell MP - all publicly stating that they will vote
against the legislation.

However, the Bill must pass in both Houses of Parliament to become law and the Government
does not hold a majority in the Legislative Council.

If the Labor Party honours its pre-election commitment to oppose rate capping, the government
must secure support from 3 out of 5 crossbench members in order for the Bill to pass.

The crossbench currently comprises 2 members from SA-BEST, 2 members from the Greens, and
1 member from Advance SA.
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SA-BEST and Greens are both on record post-election opposing rate capping based on the
detrimental impacts it has had interstate and its lack of policy merit. Therefore, the option of
successfully opposing rate capping in the upper house remains available if this is ultimately the
decision of the membership.

Council Decision Making

As outlined in the recommendation, all councils are requested to carefully review the Local
Government (Rate Oversight) Amendment Bill 2018 and advise the LGA of their position by Friday
3 August 2018.

The LGA will provide councils with a model council report and proposed resolutions around the
options of supporting or opposing the Bill. Councils will also be asked to clearly specify the priority
amendments and concessions they would ask the LGA to use best endeavours to achieve in any
negotiations with political parties about the legislation.

In seeking any amendments or concessions, councils must bear in mind that they will be subject to
negotiations through the parliamentary process and that ultimately the Parliament will make the
decision about whether the legislation is passed, and in what form.

Councils should also bear in mind that the State Government is yet to commit to any relief from the
pressures of cost shifting, with significant rises to the Solid Waste Levy going ahead in 2018/19
despite strong advocacy from the LGA and councils.

Advice from councils about their endorsed position is requested by Friday 3 August to enable the
LGA Board to finalise a position and advise political parties of the sector's response in preparation
for the spring session of Parliament.

LGA Board Decision Making Process

Following the receipt of responses from councils by 3 August, a special meeting of the LGA Board
will be called to consider the endorsed positons of member councils. As rate capping would impact
on councils differently depending on size, services, budget and rate base; the LGA Board will
consider the endorsed positions of member councils on the basis of bath a ‘one vote, one value'
counting method and a weighted voting method (using the same weighting system applied at LGA
General Meetings). The Board will also use the following criteria to inform and resolve a position:

« A merits-based assessment of the proposed legislation;

+ The best interests of the communities of South Australia and their confidence in the local
government sector,

s Current LGA policy positions and whether there is a mandate from members for an
amended policy to be adopted;

+ Potential impacts on the long-term financial sustainability of the local government sector,
and how any negative impacts could be mitigated;

+ Potential amendments and concessions that are in the best interest of councils and the
community they serve;

e Positions of political parties in the Legislative Council and the impact this would have on
the outcomes that can feasibly be achieved through the parliamentary process; and

e The number of responses received and the number of councils that did not participate in
the voting process.
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Financial and Resource Implications

Advocacy on key issues for the sector, such as rate capping, cost shifting and progressing positive
local government reforms has been anticipated in the LGA's 2018/19 Annual Business Plan and
Budget and resources are available to progress this work.

Local Government Association of South Australia
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Impact of rate capping on South Australian councils — evidence
from Victoria and NSW

Increases in South Australian council rates

e In 2016-17 (the last full year), the percentage increase in general rate revenue for across all
councils in South Australia was 3.68 percent'.

+ The percentage increase in the average rate per property was 2.9 percent.

» This includes upwards pressure from the Consumer Price Index (CPI) of 1.5% and the Local
Government Price Index (LGPI) of 1.8% in 2016-17.

+ The revenue from general rates also accounts for mandatory and discretionary rebates, write offs
and remissions.

Rate-capping is an externally imposed maximum percentage council rates revenue may increase from
one financial year to the next. In this form, it has been in place since 1977 in New South Wales and
was re-introduced in Victoria in 2016.

The LGA SA has carefully studied the impacts of rate capping in New South Wales and Victoria and the
evidence is clear:

1. Rate capping undermines local democracy, centralises decision making about council rate
revenue and shifts accountability from community representatives to an unelected
bureaucracy.

Should rate capping be introduced, it would impose an exira layer of bureaucracy and two exira
decision makers — the Essential Services Commission of SA (ESCOSA) and the Minister for Local
Government on top of what is already a legislative requirement for councils to consult with their
communities. However, unlike Councils, neither ESCOSA nor the Minister would be directly
accountable to the affected ratepayers.

The role of councils to work with communities to develop an annual business plan and budget would be
duplicated at the state level, where a rate cap will be determined with no community input.

In Victoria, each year the Essential Services Commission provides advice to the Minister for Local
Government on what the average rate cap should be. Each year, the Minister has ignored this advice
and set the rate cap lower than the recommendation, equal to CPI as per an election commitment.

2. Rate capping limits councils’ ability to provide local services - putting discretionary
services at risk

Rate-capping interstate has resulted in more red tape and bureaucracy and has increased
administration costs for councils and state government, diverting funds away from core services.

The level of council services currently provided would be less likely to be offered if rate-capping was
introduced.

Many of the services councils provide are discretionary. They are provided at the request of the
community and require income, through rates, fees, charges and grants to deliver.

Thrs mdudes residential and business rates. The methodology is General Rates (Gross) plus Penalties for late payment minus Discretionary Rebates,
s and Write-Offs minus Mandatory Rebates as provided from Councils to the Commission. Note this data includes growth in rateable properties and
ps/service charges (ie NRM Levy, Waste Collection, Water Supply, CWMS, Separate & Special, Electricity Supply).

ECM 661586  Impact of rate capping In South Australia — evidence from Victoria and NSW. ‘Page 10of 19

_"Eiaclc'toAgenda

Page 40 24 July 2018



Special Council Item 6.1 - Attachment 3

Local Government Association LGA Special General Meeting - Agenda & Papers o 3 July 20182 Fads 13 ment.
of South Australia

For example, there is no legal requirement for councils to have a library, provide recreation and
sporting facilities, maintain the local jetty, parks, gardens, open spaces or public toilets. They don't
have to plant or maintain street trees, or facilitate community events and festivals. These services
delivery great benefits to the community, but would be at risk under rate capping if councils are unable
to generate the revenue required to maintain them.

3. Rate capping leads to higher user pays fees, charges and fines

Rate-capping decreases rates revenue to councils, but serves to increase revenue from other sources,
such as fees and charges. It is often the case that councils do not set the level of fees and charges on
services (these are usually prescribed in State legislation and set below cost), there are examples of
councils increasing fees and charges in user pays services such as parking and additional waste
collections.

4. Rate capping creates infrastructure backlogs

Rate-capping shifts costs to future generations as many councils will not be able to raise the revenue

required for the maintenance and renewal of assets forecast in long term management plans.

5. Rate-capping does not make councils more efficient or financially sustainable — in fact
council debt increases as councils struggle to meet community expectations

Rate capping does nothing to address the shifting of costs and responsibilities between state and local

government and the pressure this creates on local government rates.

Rate capping in Victoria

Council rates are capped according to the cap that is set each year by the Minister for Local
Government. This cap limits the maximum amount that councils may increase rates in a year unless
councils seek approval from the commission for a higher cap.

The Essential Services Commission undertakes a role to

= provide advice to the Minister for Local Government on what the average rate cap should be;
« consider, approve or reject applications from councils for exemptions to the rate cap; and
s monitor council compliance with the cap

Levels of rate cap in Victoria
2016/17

» ESC recommendation — 2.8%

+ Ministerial cap applied — 2.5% at Consumer Price Index

+ Exemptions — 9 applications, of which 6 approved. Note one council put the cost of preparing
and submitting their application for a rate cap variation at $250,000. Another spent over $10,000
putting together an application, by contrast their population is only 6822.

2017-18

s ESC recommendation — 2.15%
* Ministerial cap applied — 2% at CP!I
s Exemptions — 5 applications, of which 4 were approved

2018-19
ecommendation — 2.35% (based on CPI and Wage Price Index forecasts)

LGA of SA ECM 661586  Impact of rate capping In South Australia — evidence from Victoria and NSW Page 2 of 19
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» Ministerial cap applied — 2.25% at CPI
« Exemptions — 1 application, outcome yet to be determined by ESC

Cost to ESC to administer rate cap system

e 2014-15 = $0.83 million
¢ 2015-16 = $2.53 million
s 2016-17 = $2.94 million

Impact of rate capping on Victorian councils

In 2017 many Victorian councils have begun cutting services to their communities, or putting off costs
to future generations, in response to the new rate-capping regime in Victoria.

In the first year of rate-capping (2016/17), some councils have managed to make efficiencies and find
savings, including by re-negotiating enterprise bargaining agreements, a hiring freeze, but not all have
been able to do so. Those that have managed the impact in the first year may be unable to do the
same, year after year.

The table in Appendix A outlines the examples of reduction in spending and future measures identified
by councils in Victoria in 2017, as submitted to the Parliament of Victoria’s Inquiry into the Rate
Capping Policy.

Summary of issues considered in the fourth report from Parliament of Victoria's Inquiry into Rate
Capping Policy’
Quote (from Chair's forward, page vii)

“The process remains cumbersome and costly for councils and the variation process is
unwieldy....There are a number of emerging issues impacting on the sustainability of rural and regional
councils that the Committee will follow in the next six months. These include waste levies and the
impact of changes to valuation policy.”

Note; the Committee will produce one final report by 30 September 2018.
Comment on setting of rate cap

The Minister set a rate cap for the 2017-18 financial year of 2 per cent. This cap is not in line with the
advice provided by the Essential Services Commission (ESC) which recommended 2.15 per cent
utilising both Consumer Price Index (CPI) and the Wage Price Index (WPI). The Minister set the rate at
2 per cent to fulfil an election commitment to keep rate rises in line with the forecast CPI.

Note that under the SA proposal ESCOSA would set the final cap, not the Minister
Evidence received to the Inquiry regarding impacts of first year (2016-17) of rate capping.

The Municipal Assaciation of Victoria (MAV) consulted with councils to determine the impacts of the
first year of rate capping. During this consultation it was indicated that “some councils were beginning
to experience financial pressure as a result of rate capping and that some councils were considering a
reduction in the services they provide” (page 15).

The Inquiry also heard that some small rural and regional councils and some growing interface councils
were experiencing financial challenges that were heightened by the rate capping policy” (page 15).

As a result of rate capping, some councils in Victoria were beginning to consider service reduction in:

LGA of SA ECM 661586  Impact of rate capping In South Australia — evidence from Victoria and NSW Page 3 of 19

“Backto Agenda

Page 42

24 July 2018



Special Council Item 6.1 - Attachment 3

@ Local Government Association LGA Speclal General Meeting - Agenda & Papers 15 July 018 - Fade 18 1ot

of South Australia

+ road maintenance and construction
* the school crossings program

» the State Emergency Service (SES)
 home and community care
 maternal and child health, and

« roadside weeds and pests.

Note that there are some differences in the services provided by councils in Victoria and South
Australia.

MAV advised that already there are emerging risks to the financial sustainability of small rural and
regional councils. The Auditor General has reiterated these concerns stating in the Local Government:
2015-16 Audit Snapshot report that:

Overall, small shire councils are facing additional pressures due to smaller year-on-year revenue
increases, and steady increases in expenditure. This has a direct impact on the level of funds these
councils have available for capital infrastructure that councils are able to offer to their communities.

The Auditor General specifically noted that some councils under financial pressure were postponing
renewal and maintenance of existing infrastructure assets.

The ESC echoed these concerns and acknowledged the risks to financial sustainability faced by small
rural and regional councils. They further acknowledged that metropolitan councils have a greater
flexibility in finding alternative sources of revenue in comparison. Rural councils are also subject to
huge infrastructure such as large road networks that need to be maintained. These issues are further
exacerbated by the fact that these councils have “a rate base that is either small or shrinking” (page
17).

Inquiry comments regarding Road Maintenance

Councils in Victoria are responsible for approximately 85 per cent of Victoria's roads. The poor quality
and shortfall in maintenance of state owned roads has resulted in higher traffic use of local roads which
is resulting in their rapid deterioration. In the May state budget, $75 million was announced for
restoration and road surface replacement of VicRoads. It is hoped that “this will go some way to
reducing the amount of traffic diverted to municipal roads” (page 20).

While the Committee notes recent increases in roads to recovery funding from the Commonwealth as
well as re-indexation of Commonwealth financial assistance grants, they are aware that the long-term
effect or rate-capping on Victoria's municipal roads is yet to be seen. The experience from New South
Wales has “produced the unintended consequence of councils not having the ability to maintain the
local government road network” (page 20).

ECM 661596  Impact of rate capping In South Australia — evidence from Victoria and NSW Page 4 of 19
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Rate pegging (capping) in New South Wales

The Independent Pricing and Regulatory Tribunal (IPART) sets the maximum amount NSW councils
can collect in general revenue through an annual ‘rate peg’ and considers council requests to set higher
charges with special variations.

Rates are pegged giving consideration to a Local Government Cost Index (calculated annually), which
measures price changes over the previous year for the goods and labour an average council will use.
However, IPART also have regard for productivity changes.

2018-19

+ Rate peg set at 2.3%

» |PART calculated the rate peg for 2018-19 by taking the increase in the LGCI for the year to
September 2017 of 2.3%, and setting the productivity factor to 0.0%.

« Exemptions; 13 council applications considered for special variation and three minimum rate
applications. To date 13 applications have been approved, with other determinations pending.

201718

* |PART pegged rates at 1.5% for 2017/18. This was calculated taking the increase in the LGCI
for the year to September 2016 of 1.47% and deducting a productivity factor of 0.001%. This
results in a figure of 1.47%, which was rounded to 1.5%.

« Exemptions; 8 council applications considered for special variations:

o 4 — approved in full ranging between 5.39% and 7.5%
o 2—approved in part at 4.9% and 13.2%
o 2-—not approved

Impact of Rate Capping on NSW councils

In September 2017, a report from University of New England Professor Brian Dollery confirmed that
almost four decades of rate capping has failed NSW councils and their communities.

Overview

The “An Empirical Assessment of the Impact of Rate-Pegging on South Australian Local
Government” report presented a comparative analysis between SA and NSW local government to
determine whether almost four decades of municipal tax limits in NSW had produced any measurable
differences in equity, sustainability or efficiency relative to SA.

Professor Dollery’s study is a comparative analysis between NSW and South Australian councils
looking at whether rate capping in NSW has produced measurable differences in equity, sustainability
or efficiency relative to South Australia.

This research showed that there is no evidence in NSW of rate capping improving efficiency in local
government. |t shows that rate capping leads to a decline in the financial sustainability of councils, and
particularly smaller councils.

NSW councils with capped rates have higher levels of debt and larger infrastructure backlogs than
those in SA (without rate-capping) and also have higher fees and charges that they pass on to their
communities.

LGA of SA ECM 661596 Impact of rate capping in South Australia — evidence from Victoria and NSW
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Key findings of the report
1. It is difficult to determine an effective limit on rate rises

“since rate-pegging targets the ‘tax-price’ of a basket of local public services, many of which possess
the properties of public goods or quasi-public goods, which are mostly unpriced, itis hard to determine
the optimal rate increases limit in practice.” Page 4.

2. There are 4 broad areas of criticism of rate-pegging
According to the regulatory agency Independent Pricing and Regulation Tribunal (IPART)
“(a) Rate-capping has generated severe local infrastructure backlogs in NSW local government.

(b) Rate-pegging has induced local authorities levy ‘higher user pays charges’ to recover revenue
foregone.

(c) Rate-capping has restricted councils’ ability to provide local services.

(d) Rate-pegging has contravened ‘local democracy’.” Page 5.

3. Councils do not seek special variation to rate-pegging due to political pressure of
community expectations

“The NSW Local Government and Shires Association states, “Rate-capping has shaped ‘public
expectations about maximum rate increases, placing political pressure on councils to stay within the
limit and not seek special variations'." Page 5.

Evidence comparing NSW (with rate-pegging) to Victorian councils (prior to rate capping) has
found that:

4. Rate-capping decreases rates revenue to councils, but serves to increase revenue from
other sources, such as fees and charges.

“Limitations on property taxes can cause councils to increase income from revenue sources other than
rates.” Page 8

5. Rate-capping impacts more on smaller councils
“the effects of rate-pegging depend on the characteristics of local councils. For example,

Brown (2000) established that in the Colorado local government system the impact of these limitations
were contingent on council size and were more marked in small councils.” Page 8

6. Councils with capped rates have higher levels of debt and larger infrastructure backlogs
than those without rate-capping

“NSW had much higher levels of council debt per household. They also examined the average
infrastructure renewal ratio in NSW and Victoria as a measure of the infrastructure backlog and
established that NSW had by far a much larger backlog.” Page 9

Page 6 of 19
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7. Rate revenue represents large revenue for councils, but a small proportion of local resident
income.

“For the typical council rate revenue often exceeds 50% of total revenue, and can be as high as 96% of
total revenue, yet for a typical resident rate revenue effort represents only between 3% and 8% of
income.” Page 12

8. Revenue from rates is just as important to SA councils as NSW councils

“It is evident that revenue effort and relative importance of rates are fairly similar in the NSW and SA
local government systems.” Page 12

9. Despite rate-pegging in NSW, councils in NSW have significantly more debt than SA
councils

10. Rate-capping is an ineffective tool to reduce council debt and may lead to increased debt

“At the least, this result suggests that rate-capping is ineffective as a means of reducing municipal debt
and it may possibly be a contributing factor to the relatively higher debt held by NSW councils.” Page
14

11. Rate-capping does not make councils become more efficient.

“In each of the four years under analysis the efficiency of NSW councils was well below that of their SA
counterparts. While the expenditure per capita of NSW councils fell between 2013 and 2016 - indicating
an increase in efficiency for these municipalities on average - this trend was also evident in SA local
government. Moreover, average expenditure per household was appreciably higher in NSW. It follows
that rate-capping has not been successful in creating superior performance in terms of the efficiency of
NSW councils as measured by average expenditure per household.” Page 15

Conclusions of NSW experience relevant to rate capping in South Australia

1. There is no evidence to suggest that rate-capping will increase efficiency at councils

2. Rate-capping leads to a decline in financial sustainability of councils

3. SA councils perform better than NSW local government, notwithstanding rate-pegging in NSW on
three key issues:

* Reliance on rate revenue as income
« Financial sustainability

e FEfficiency

LGA of SA ECM 661586  Impact of rate capping in South Australia - evidence from Victoria and NSW Page 7of 19
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Delivering the LGA 2018 State Election
Agenda: Local Government Reform

Introduction

The Local Government Association's 2018 State Election agenda- South Australia. Uncapped
Potential- identifies local government reform as a priority for the next state government. This document
outlines a plan for sensible change that state and local government can work together to start delivering
in the first 100 days of government and beyond.

The local government sector is ready for change and is preparing to build on our history of driving our
own reform agenda.

The comprehensive Local Government Financial Sustainability Program, which commenced in 2005,
encompassed legislative and practice reform that has resulted in over a decade of sustained
improvement in local government finances and asset management.

The 'Council of the Future’ report released by the Local Excellence Expert Panel in December 2013
has provided a further road map for structural and practice reform in local government to address the
challenges facing South Australia over coming decades, including further globalisation, population
trends, emerging technologies, climate change, and communities expecting to be more effectively
engaged in decision making.

Since the report’s release, the LGA has consulted extensively with member councils and has pursued,
supported and achieved initiatives such as a State/Local Government Infrastructure Partnership to
bring forward investment in public assets, streamlining of local boundary reform processes fo improve
the independence and transparency of decision making, regionalisation and shared services projects to
integrate planning across councils and drive efficiencies, new planning and development legislation to
include the option of regionalised planning functions, considered the role of the Auditor General in
auditing councils, commenced a council benchmarking program, provided resources to encourage
deliberative engagement methods, produced a public lighting business case to reduce costs to
councils, developed a new Code of Conduct proposal and carried out an LGA governance review and a
review of the LGA Schemes.

The next chapter of local government reform will concentrate on the many things the sector can
achieve through continuous improvement programs that strive to meet an always evolving community
standards and understanding of best practice.

There are a number of areas of local government operations that can be strengthened without the need
for legislative intervention. A prescriptive, legislated approach to reform can often tie the sector to a
‘one size fits all’ outcome that doesn't suit the circumstances of every council and community, creates
additional red tape, quickly becomes outdated and doesn'’t deliver value for money.

There is however a critical role for the state parliament to ensure that the legal framewaork within which
local government operates remains contemporary and empowers councils with the regulatory tools and
resources needed to successfully serve communities.

The Local Government Association and member councils look forward to working with all members of
the next state parliament to deliver sensible local government reforms that will benefit South Australian
communities.

LGA of SA ECM 659207 Delivering Local Government Reform Page 10f 10
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Local Government Today

Any sensible discussion about local government reform must begin with a thorough understanding of
the current framework within which councils operate. Almost all aspects of local government are
requlated by the Local Government Act 1999 or the numerous other State Acts that reference councils.

A high degree of oversight, transparency and accountability is to be expected as councils are
responsible for $22 billion worth of public assets and infrastructure and have a combined annual budget
of $2 billion to provide local services and facilities that are part of everyday life. This is an enormous
responsibility- and not one that can be taken lightly.

The current local government framework requires each council to have an audit committee, appoint an
external auditor and adopt procedures for decisions to be reviewed. It also allows for investigations by
the State Ombudsman, Independent Commissioner against Corruption (ICAC) and the Auditor General.
In extreme cases the Minister can exercise powers to dismiss a council and appoint an administrator.

Recommendations from the State Ombudsman, ICAC or the Auditor General are often the catalyst for
legislative change. Parliamentary Committees can also undertake inquiries into local government
matters and make recommendations for legislative and operational reform.

Ultimately, councils are accountable to the communities they serve. Council elections are held once
every four years and approximately 30% of eligible voters participate in the postal voting process, which
is consistent with voter turnout for voluntary elections in other states. Once elected, council members
must undertake mandatory training and uphold standards of behaviour that are outlined in a Code of
Conduct. A Register of Interests, a Gifts Register and an Allowances and Benefits Register must be
maintained by each council.

As the sphere of government that is closest to communities, there is a high degree of public interest in
local government. Communities are seeking more information about how their council is operating and
how their rates dollars are being spent.

The Local Government Act 1999 provides a detailed list of the documents that must be made publicly
available by councils. This includes registers and returns, codes, meeting papers and numerous policy
and administrative documents.

Every council is required to adopt Strategic Management Plans (SMPs) to outline the council's
objectives for a period of at least four years. SMPs must include a Long Term Financial Plan and
Infrastructure and Asset Management Plan, each covering a period of at least 10 years.

The council’s long term objectives are required to be summarised each year in an Annual Business
Plan, which must outline the measures that will be used to assess performance against those
objectives throughout the financial year. There are a number of factors that must be considered by a
council in setting an annual plan, budget and rates structure, including the impact on the community.

Performance against the measures outlined in these plans are publicly reported each year through
each council's Annual Report. The material that must be included and the numerous matters that must
be reported on in the Annual Report are prescribed in Schedule 4 of the Local Government Act, and in
other Acts under which councils operate.

The community is invited to participate in all annual and long term planning and budgeting processes.
Councils are required to adopt a policy that outlines how the community will be consulted.
Representation reviews are required to be carried out at regularly (usually about every 8 years) to

LGA of SA ECM 659207 Delivering Local Government Reform Page 2 of 10
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determine if the community would benefit from an alteration to the council's composition or ward
structure.

Local Government Tomorrow

The Local Government Act 1999 currently sets out sound structures in relation to accountability,
transparency and engagement, and provides for independent oversight to ensure that councils are
meeting their compliance obligations.

However, that does not mean that things can't be improved.

After consulting with member councils, the LGA has developed a sector-driven local government reform
agenda that is focussed on these principles:

s Sustainability

« Efficiency

e Local decision making
s Sector consistency

« Simpler regulation

Ultimately change within local government needs to benefit communities and create public value for
South Australia. Quick fixes and populist ‘solutions’ need to be avoided as they will end up costing
communities more in the long run. That's why rate capping and forced amalgamations will not be
supported by local government.

However, we welcome the opportunity to work with all parties that want to be a part of a sensible
continuous improvement program that will deliver long term benefits to communities.

We are pleased to outline our plan for sensible change.

Our Plan for Sensible Change

Sector wide benchmarking program

While there is a considerable amount of information already available to communities about what their
council is doing; this information is often spread across multiple documents and platforms, can be
difficult to find and is not easy to compare with other councils.

The LGA is working towards developing a more sophisticated performance measurement and reporting
framework as a consistent way to promote transparency and accountability. Gathering information
about councils and how they are operating is beneficial for a number of reasons, including:

s determining if councils are performing well, being fiscally responsible and are financially
sustainable;

+ assessing the relative efficiency of the sector and the value for money being delivered to
communities;

e« measuring and evaluating the outcomes that are being achieved and whether the community is
satisfied with what councils are delivering; and

« identifying opportunities for continuous improvement and reform programs to strengthen the
sector.

LGA of SA ECM 858207  Delivering Local Governmenl Reform Page 30f 10
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In developing a benchmarking framework, care needs to be taken to reflect that councils are as diverse
as the communities they serve. Not all measures will be comparable across all councils and financial
information will tell only one side of the story. It is important that this work focusses on a contained
suite of meaningful performance measures that build a more complete picture of the financial and
governance health of the sector and the public value of the services and programs delivered by
councils.

The LGA's State Election Agenda- South Australia. Uncapped Potential- calls for the state government
to provide $3 million in 2018/19, and $1 million a year for the following 3 years, towards the
establishment of a sophisticated database of performance measures to support council planning and
community consultation to enable local government to continually improve. Early commitment to this
funding support would allow this work to be expedited.

Strengthening the Council Members Code of Conduct

Communities have the right to expect high standards of behaviour from the people they elect to
represent them- at all levels of government.

The local government sector has acknowledged that the current Code of Conduct system for council
members is not working as it should. Local government is keen to see comprehensive reforms
introduced for the Code and the LGA has worked with councils to develop a framework of new ideas to
achieve meaningful change.

Local government, like all sectors, should be free of bullying and harassment, and further work needs to
be done to ensure there are appropriate measures to deal with any isolated examples of serious
behavioural issues.

To strengthen the Code and give communities confidence that complaints will be dealt with effectively,
the following elements need to come together in a new framework:

e Local government should be trusted to set its own expectations in regards to acceptable
behaviour that aligns with community expectations.

s High level matters of misconduct including examples of bullying and harassment should be
referred to and dealt with by a body outside of local government. Further work needs to be done
to define such a body.

s The majority of lower-level behavioural issues should be dealt with at the local government
level, either by council or a local government appointed panel.

¢ There need to be adequate sanctions for bad behaviour. This should include financial penalties
and expulsion from a meeting.

« Mayors require expanded powers to manage behaviour in their chambers to ensure that
meetings are not disrupted. This is not intended to be a measure that would stifle robust and
respectful debate.

While local government needs to be responsible for its own behaviour, we can't deliver effective change
on our own. We will need the support of the next State Parliament to amend legislation and empower
councils to quickly and effectively deal with bad behaviour when it arises.
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Best practice audit committees

Each council is required to establish an Audit Committee to, among other things, review the financial
statements of the council, provide advice on council ‘s Strategic Management Plan and Annual
Business Plan and review the adequacy of council’s internal controls and financial management
systems.

Since 2007, when an audit committee for each council became required, these committees have
become embedded as an important part of local government's financial and governance performance
measurement framework.

Many councils have voluntarily expanded the role of their audit committee beyond what is legally
required. Each audit committee must have at least one independent member and it is widely
acknowledged within the sector that having more than one independent member, including an
independent Chair is best practice.

The way in which many councils have established their audit committees demonstrates that a heavy-
handed legislative response is not always required to achieve positive change within local government.

The LGA proposes to use a best practice approach to encourage councils to make the best use of their
audit committees. A best practice model would include:

» Diversifying the skill sets and knowledge of audit committee members;

« Appointing an independent chair;

= Additional responsibilities such as reviewing draft strategic management plans, rating practices;
performance monitoring, the guality of financial management, and the council’s use of public
resources; and

+ Empowering the chair to make public statements on the audit committee’s work and findings.

Part of the LGA’s work will be to review the availability and costs of attracting qualified and skilled
members to council audit committees, particularly in country areas, and to propose solutions that assist
all councils to achieve best practice standards. This might include the option of a regional or ‘shared
service' approach to establishing audit committees in regional areas.

It would need to be acknowledged that there might be barriers in some councils to fulfilling all best
practice recommendations, and appropriate exemptions would need to apply.

Standardising external audits

All councils must appoint an external auditor to review and provide an opinion on the council’s financial
statements and a separate opinion on the adequacy of internal controls to provide reasonable
assurance that the financial transactions of the council have been conducted properly and in
accordance with law.

In some other states, the external auditing of councils falls within the remit of the state’s Auditor
General. The LGA has commissioned research and consulted with councils about the option of
adopting this model in South Australia. We have found that while it may lead to some greater degree of
consistency, the benefits would not outweigh the considerable additional costs to ratepayers.

An alternative approach to achieving greater standardisation would be allowing or requiring the Auditor-
General to issue binding interpretations of auditing standards applicable to local government. This
: g consistency between private sector auditors.
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The LGA provides interpretation of accounting standards to the sector through the Model Financial
Statements the use of which is mandated in Regulations. However these standards apply to local
governments, not to auditors, who have their own professional standards to observe. However in some
areas of practice auditors have had varying interpretations of their own standards. Therefore, further
work is required by the LGA, in consultation with the SA Local Government Auditors Group and Local
Government Financial Management Group to identify opportunities for further improvement, without
duplicating existing measures or creating greater uncertainty.

The LGA will confirm its position on this reform option and any action that would be required by the next
state government, within the state government's first 100 days.

Introduce a revenue policy

Current legislation requires councils to publicly report broadly on where their revenue comes from.
Each council's annual financial statements distinguish revenue from:

e rates;

e statutory fees and charges;
* user charges;

+ investments;

s grants;
« reimbursements; and
s« ‘“other”.

However, councils are not required to adopt a revenue policy describing what mix, of this suite of
revenue options, it proposes to adopt for each of its services and why it has made such choices. Such
a policy primarily would focus on to what extent (for any given service) the council believes it would be
appropriate for the costs of that service to be borne by users of the service, or spread across the
broader community.

Such a policy would create a single point of reference to enable the community to understand how a
council proposes to pay for each of its services and infrastructure over a period of time, taking into
account rates, grants, fees and charges and commercial activities. This would help communities and
stakeholders understand the revenue mix in local government and how constraints on one revenue
source create pressure for revenue to be generated in other, often less equitable, ways.

Although such a policy would require revision from time to time, it is important that this must not create
yet another compliance obligation for councils, as they are already committing considerable resources
to preparing all of the plans, policies and documents required by legislation. Introducing a new revenue
policy should be accompanied by a review of existing requirements for other policies and reporting
requirements to achieve the principle of simpler regulation.

A commitment is sought from the next government that a review will be undertaken to find opportunities
to streamline and consolidate existing council obligations to prepare multiple policies and reports.

Diversifying local government revenue

Adopting a revenue policy will not of itself address the issues that councils face in generating the
revenue required to maintain and improve standards of services and infrastructure. Local government
is always under pressure to reduce reliance on rating revenue to fund community services and
infrastructure. While councils must continuously review expenditure to make sure it is as efficient as

i settings on revenue side of the equation also need to be addressed, such as the fact that
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local government in South Australia historically receive less state government grant funding per capita
than local government in other states.

Additional capacity for councils to diversify revenue streams would be assisted by the following actions
being undertaken as a priority:

= Conduct a comprehensive review of local government fees and charges regulated by the state
government to establish modern price setting principles which promote efficiency, flexibility and
fairness in service delivery;

e Review the mandatory rate rebates that councils are compelled to provide;

+ Establish service level agreements for the delivery of state services by local government
including agreed responsibilities, cost sharing and funding arrangements;

¢ Joint advocacy between state and local government for South Australia to receive a fair share of
federal government funding;

¢ Review levels of state government grant funding provided to local government and ensure that
this level is at or above the national average; and

= Reviewing the legislative settings around council participation in commercial activities,
particularly when regional subsidiaries are formed, to ensure they are not unreasonably
restricting opportunities for councils and communities.

Best practice service reviews

To build trust, communities require certainty that councils are delivering the right services at the right
cost. A best practice program of services reviews with strong community engagement will assist in
building community confidence and demonstrating efficiencies.

Councils already undertake regular reviews of key services to ensure they are meeting community
needs, being delivered in an efficient manner and not impacting on the long-term financial sustainability
of the council. Sometimes difficult and unpopular decisions need to be made about reducing or
consolidating services for the sake of greater efficiency and sustainability. It is important that these
decisions about the range and level of local services provided remain in the hands of councils and their
communities.

While the legislative framework should set our clear expectations regarding continuous improvement
and service efficiency, it should not limit the sector to one prescribed approach to, or frequency of
service reviews.

It is proposed that the LGA develop a best practice guide to undertaking service reviews. Service
reviews should consider service levels, unit costs, community demand, community satisfaction,
alternative providers and links to financial sustainability. Standardising the approach to measuring and
reporting these factors will assist councils and communities to understand the value of the financial and
community value of the services delivered.

A prescriptive approach to undertaking service reviews must be avoided to ensure that efficiency gains
are not eroded by additional red tape and compliance costs. There is an opportunity for the joint State-
Local Government Simpler Regulation Taskforce established between the LGA and Department of
Premier and Cabinet to advise on opportunities to streamline processes.

LGA of SA ECM 659207 Delivering Local Government Reform Page 7 of 10

_d-B;CII( to igenda )

Page 66 24 July 2018



Special Council Item 6.1 - Attachment 3

Local Government Association LGA Special General Meeting - Agenda & Papery 13 July 2018 - Fage 22 ment.
of South Australia

Supporting new boundary reform processes

The Local Government (Boundary Adjustment) Amendment Act 2017 was passed by the Parliament in
August 2017. While the LGA will not support any push for forced council amalgamations, we supported
the passage of this legislation as it will give councils and communities that want to review their
boundaries the benefit of a more transparent, rigorous and independent assessment and decision
making process.

The new provisions are not scheduled to come into effect until 1 January 2019. However, there is a
considerable amount of work required to develop guidelines, procedures and templates to implement
these changes.

The next state government must commit adequate resources for the Local Government Grants
Commission to progress this work, as a priority, in consultation with councils and communities.

Industry-wide industrial relations framework

The LGA has started looking at opportunities to streamline processes within local government through
an industry-wide industrial relations framework which enables a culture of meaningful, open and
respectful engagement between employees, management and unions.

Our work to date demonstrates there is an opportunity to align the sector workforce through a
modernised industrial relations framework. An aligned workforce will provide individual councils with
continued success and simultaneously deliver wellbeing to employees through shared values and
commitments; support individual council’s strategic and business plans; secure a multi-skilled and
engaged workforce; foster flexibility and continuous improvement in the local government sector;
enhance productivity and significantly reduce duplicated costs and effort.

The LGA has established a working group to progress this objective and will confirm its position on
industrial relations and any support required from the state government within the first 100 days of
government.

Review representation reviews

The Local Government Act 1999 requires councils to carry out “representation reviews” as scheduled
by the Minister under the regulations (approximately every 8 years). During these reviews councils
must consider options relating to:

e The composition of the council, including the number of council members
= Whether or not the council should be divided into wards
e The size and boundary areas of wards, if they exist

A council may also use this process to change its name, change the name of a ward or change the
area of the council.

Based on advice from the Electoral Commission of South Australia (ECSA), the LGA understands that
some councils have experienced difficulty obtaining the services of appropriately qualified consultants
to assist them with the workload. Some councils have had to undertake multiple public consultation
processes as a result of community feedback and changing options. Council members also face the
challenge of having to make controversial decisions on potential changes to the composition of a
council that might affect their own positions.

LGA of SA ECM 659207 Delivering Local Government Reform Page B of 10

_'LB.;élt to Egel"lda '_

Page 67

24 July 2018



Special Council Item 6.1 - Attachment 3

Local Government Association LGA Special General Meeting - Agenda & Papery 13 July 2018 - Fage 40 ment.
of South Australia

Most councils required assistance from ECSA to comply with the extensive technical requirements set
out in section 12 of the Local Government Act in order to enable them to achieve certification by the
deadline date.

Representation reviews are an important feature of local democracy. Given that ECSA has indicated
that it is reviewing the efficacy of current processes and its role in supporting councils to undertake
representation reviews, the LGA considers that it is timely and appropriate for a broad review to be
undertaken.

The LGA is calling on the next state government to work with ECSA, the LGA and councils to review
the technical and process issues and decision-making structures for representation reviews.

Local Government Elections Reform

Local government has participated in a lengthy review of the Local Government (Elections) Act 1999,
which is yet to result in legislative change being achieved. The LGA and councils have made a number
of submissions in relation to technical issues that need to be addressed, as well as more substantive
policy matters. As a priority, the Local Government Association is calling on the next state government
to introduce amendments to the Local Government Elections Act that achieve, among other things, the
following policy outcomes:

e Establish a framework which would enable electronic voting to be used for future elections,
should a viable and cost effective system become available;

« Create a 'level playing field' for disclosure of information. In other words, where existing council
members are required to disclose information publicly, all candidates for election should be
required to disclose the same information during the election process.

« Enable all candidates to have access to electronic copies of the voters roll; and

+ Voters should be made aware of whether or not a candidate for election resides in the area of
the council for which he or she is standing. This can be achieved by inclusion of ‘tick box’ to
reveal whether or not the candidate resides in the area;

The LGA can supply further details of the raft of more technical matters that also need to be addressed.

A delayed commencement would be required for any reforms that could not feasibly be implemented in
time for the council elections in November 2018,

In relation to state elections, the LGA supports and calls for reform that would require council members
seeking election to the State Parliament to stand down from their position on council with their
allowance suspended throughout the election campaign period.

Delivering Change

Delivering this change agenda would be shared responsibility between the Parliament, state
government, LGA and councils.

We believe that local government reform has been held back in recent years by the limited resources
allocated to the Office of Local Government. The LGA reinforces the call made through previous
budget submissions for expanded capacity within the Office of Local Government to expedite and
deliver significant reforms. Consideration should also be given to the potential expansion of the role of
the Local Government Grants Commission, as an independent body with a deep understanding of local
government, to assist with the implementation of local government reform.
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While the full implementation of this program will extend beyond the first 100 days of government, the
priority actions that can be achieved with the right level of resourcing are summarised below.

First 100 days Agenda

In their first 100 days, the next Government of South Australia should prioritise the following actions to
achieve sensible local government reform:

» Hold a joint ‘Leaders’ Summit’ with the LGA to shared understanding of the challenges and
opportunities facing local government over the next four years.

« Commit resources to a sophisticated local government benchmarking framework to be delivered
by local government, for communities.

* Work with the local government sector to further develop a proposal for a strengthened Code of
Conduct framework and commence consultation with councils on the legislative changes
required to implement change.

= Receive and consider the LGA’s position on standardising external audits.

« Maintain the State-Local Government Simpler Regulation Taskforce and task it with finding
opportunities to reduce red tape associated with compliance processes and the multiple policies
and reports required under the Local Government Act 1999.

 Conduct a comprehensive review of local government fees and charges regulated by the state
government to establish a cross-government modern price setting principles which promote
efficiency, flexibility and fairness in service delivery.

* Review the mandatory rate rebates that councils are compelled to provide.

« Review levels of state government grant funding provided to local government and ensure that
this level is at or above the national per capita average.

« Commence a review of the legislative settings around council participation in commercial
activities, particularly when regional subsidiaries are formed, to ensure they are not
unreasonably restricting opportunities for councils and communities

= Commit sufficient resources to the Local Government Grants Commission to commence
preparations for the operation of new boundary reform processes.

* Receive and consider the LGA’s position on a sector-wide industrial relations framewaork.

« Commence a review of the ‘representation review' processes outlined in the Local Government
Act and consult with local government and ECSA on options for positive change.

« Introduce a Bill in the Parliament to amend the Local Government (Elections) Act 1999.
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LGA of SA Analysis of the Local Government (Rate Oversight) Amendment Bill 2018

The Bill was provided to councils on 18 June 2018. The key elements of Bill were highlighted in the LGA
President Newsletter, 19 June 2018, as follows:

. The Essential Services Commission of South Australia (ESCOSA) will be responsible for making rate
cap determinations, assessing applications from councils for variations to the rate cap and reporting
on the outcomes of the system.

. ESCOSA will determine the basis of the rate cap. For example, whether it will relate to a price or
particular index (CPI, LGPI etc) and whether the cap will include any efficiency or productivity
component. The details of how the rate cap will be determined will be subject to ESCOSA guidelines
that are yet to be developed.

. A cap may be determined for councils generally, a class of councils or individual councils. There is no
definition provided of a ‘class’ of councils.

. The cap will be applied to a ‘base standard rate’, which is a nominal rate that is arrived at by dividing
the total annualized general rate revenue for a council area by the number of rateable properties in
that area at the end of a base year (30 June). This model accounts for growth in the number of
rateable properties over the course of a year.

- A council may apply to ESCOSA for a variation from the rate cap for a maximum period of up to 5
years. In applying for a variation, councils will need to provide the reasons for the variation
application, evidence of community consultation, an assessment of the likely impact on ratepayers.

. Councils will be expected to make efficiencies across their operations before applying for a rate cap
and will need to demonstrate they have considered funding priorities and alternative sources of
revenue.

. Consistency with long term financial plans and infrastructure and asset management plans will be a
critical component of an application for a variation.

. ESCOSA may charge councils a fee for assessing a variation application and applications will need to
be lodged by 31 March.

. Further details of the variation process will be provided through ESCOSA guidelines that are yet to be
developed.

. Separate rates and service rates and charges are excluded from the rate cap calculation, but a council
must inform ESCOSA if they proposed to introduce a separate rate or service rate or charge as this
will be taken into consideration when they set the primary rate cap for that council.

. ESCOSA must monitor and review councils’ compliance with the system and prepare reports on the
effects of rate capping on councils and any trends that may arise as a result of the rate capping
scheme.

. The Minister may take action in relation to a council under Section 273 on the basis of a report by
ESCOSA. Currently this provision includes ICAC, the Auditor-General and/or the Ombudsman.

& A review of the legislation will be required before 31 December 2023 (five years from the proposed
commencement).
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of South Australia

Some key questions - Local Government (Rate Oversight) Amendment Bill 2018

Primary rate cap determinations

L

Has the State Government undertaken a Regulatory Impact Assessment, including consultation with
relevant stakeholders about any unintended outcomes that may result, any implementation issues,
and suggestions on how to monitor the effectiveness of the proposed rate capping model?

What information would ESCOSA have to make a rate cap determination by December for the
following financial year? Will this include up-to-date valuation data?

What financial modelling has been undertaken to assess the impact of a rate cap on councils, in
particular growth councils, smaller and/or regional councils? The LGA and SA councils will not be
able to assess the impact of the proposed rate capping system on services and operations until we
have specific detail and modelling.

Will the State Government fund a comprehensive benchmarking program as advocated by the LGA?
What role would the South Australian Local Government Grants Commission (LGGC) have, noting
they are a trusted source of data and have a well-developed understanding of the local government
sector?

How would ESCOSA develop a thorough and practical knowledge of local government over the
coming months before they start making decisions that have a significant impact on local
government operations?

Variation applications

When will ESCOSA guidelines be available and what assurances and processes would there be to
ensure adequate and timely consultation with councils and the LGA on the guidelines?

How much additional red tape and administrative costs would be generated by the processes
required under the Bill, and are these processes practical and achievable for councils? Has any
modelling been done on the costs to ratepayers of administering the system?

What weighting/importance would ESCOSA give to criteria when assessing applications for
variations? How would they treat unique community services that are being provided by councils
because there is no one else filling an important need within their community — would these
examples meet the test of ‘appropriate services'?

Would councils have the ability to apply for any changes to previously approved variations?

Would there be a process for councils to seek a review or appeal ESCOSA decisions on variations?

Monitoring and reporting

How much would the rate capping system cost to administer each year? How will this be funded?
Councils are accountable to their communities for the decision they make through democratic
election processes. How would an independent regulator be held accountable by the community for
the decisions they make that impact on local services, infrastructure and facilities?

How would the State Government report publically on the outcomes of a rate capping system and
what opportunity will there be for communities to provide their feedback on these outcomes?

LGA of SA ECM 662329 LGA Analysis of Local Government (Rate Oversight) Amendment Bill 2018
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