
 

From: paul dean   
Sent: Tuesday, 21 February 2017 11:29 AM 

 
Subject: RE SRV Submission by Shoalhaven City Council 
 
Dear  
 
Many thanks for your recent letter to our group in connection with the processes involved with the 
submission by Shoalhaven City Council to IPART for Special Rate Variations (SRV). It is greatly 
appreciated that we can discuss these matters with your Tribunal.  
 
Our group has prepared a submission on this matter to IPART and this is attached. We will also 
separately forward this letter to the Tribunal. 
 
A couple of points arise from your letter to us and we attempt to cover these in our submission.  
 
Council’s General Fund Only Financial Statements 
 
---Shoalhaven City Council (SCC) takes from its Water and Sewer operations around $6 million in cost 
recoveries and $3 million in dividends each year. It does not show these figures in any of its 
published statements. It also does not provide the community with any details of these figures in its 
forward projections. These are material amounts. 
 
--SCC in preparing its General Fund only financial reports includes the Domestic Waste Services 
operation. As we point out in our submission this inclusion confuses the figures and needs to be 
excluded.   
 
--We are unable to comprehend nor track council’s Annual Report General Fund only financials as 
these seem to be at variance with its Fit for the Future submissions as highlighted in our submission. 
 
--SCC does not include a General Fund only Balance Sheet in its financial projections. This means its 
cash and/or debt position is not tracked and nor is there any way that we can track its performance. 
Also it is not possible for SCC to determine an interest income nor expense figure without a forecast 
balance sheet. While we are all for simplification in these matters we do believe that in all cases the 
debits and credits should be forced to be in balance.   
 
--SCC appears to have a set of asset figures that are questionable which brings into dispute its 
depreciation allowance. A separate group in our community has highlighted this issue with the 
Department of Local Government and will be sending in  a submission on it to IPART. 
 
As mentioned earlier our submission covers the above plus other issues with SCC’s community 
consultation information so we would appreciate your comments on these. 
 
Kind regards 
 
Paul 

 



Independent Pricing and Regulatory Tribunal                                                            
2-24 Rawson Place                                                                                                           
Sydney NSW 2000                                                                                                           20th February 2017   
  
 
 

Re: Community Says NO to Shoalhaven City Council’s Request for a Special Rates Variation  
 
 

Dear Sir/Madam, 
 
 
The Problem:  
 
Shoalhaven City Council at its Extraordinary Meeting on Thursday 2nd February ignored an overwhelming 
negative vote by its community on its proposal to submit to your Tribunal a request for Special Rate 
Variations (SRV). It resolved to seek an SRV of 11.5% in each of the years 2017/18 and 2018/19.  In doing 
this it also ignored the requests from its 20 plus Community Consultative Bodies to defer this action until 
it furnished the community with proper financial information and other cost saving actions. Our 
Association made a number of submissions of protest against these rate rises to council as it too 
believed that the financial and operating information presented to us by council was totally inadequate.  
 
Our Solution: 
 
That IPART informs council that it defers its decision on its request for 2 SRVs. In doing so it advises 
council that further up to date detailed financial information relating to council’s General Fund only be 
prepared, independently verified and made available to its community for comment. This financial 
information will include a 10 year projected operating statement, cash flow and balance sheet prepared 
on a General Fund only basis. In preparing this financial package council will be required to highlight any 
transfers from other internal council activities such as Water and Sewer Operations, the use of debt 
financing for selected capital items as appropriate and an estimate of new assessments as well as 
potential cost savings from its operations..  
 
The background to this proposed solution and our deep concerns regarding the reliability and accuracy 
of the financial information given to the community by council is detailed in the attached review.  
 
 
 

Yours sincerely, 
 
 

 
 
Paul Dean (MBA Macquarie University, Bachelor of Accounting and Finance UNSW, EX CPA, Past 
Lecturer in Accounting and Finance UOW) 
 
President 
Shoalhaven Concerned Ratepayers Association 
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Submission to IPART by: 
 

The Shoalhaven Concerned Ratepayers Association 
 
 

Re: Community Says NO to Shoalhaven City Council’s Request for a Special Rates Variation 
 
 

The claimed basis for Council to seek rates above the rate peg allowance and issues 
associated: 
 

• Basis is councils FFF submission prepared in 2014/2015. 
 
As noted in the report to council for its meeting on 1st February 2017, “On the 23rd June 2015 
Council resolved to adopt the submission to IPART to meet the Fit for the Future assessment 
which included a rate rise in 2017/18 and 2018/19”. Council’s FFF became the basis for its 
claim both to IPART and its community for above rate peg increases in those 2 years. It is 
worthwhile noting here that in the referred to FFF submission Council “has subsequently been 
modelled at 7.5% for 2 years from 2017/2018” (p. 2 of the FFF submission). Also when council 
engaged with its community on its draft FFF submission in October 2014, it did so more on the 
basis of defending itself from possible amalgamation rather than as a focused analysis on the 
need for rate increases. It is reasonable to argue that little attention was paid by council nor the 
community of the details of its submission.  
 

• Council’s FFF submission is flawed and should not be used to justify the current rate 
increases. 

 
It is our Association’s contention that council’s FFF submission contains a very poor and flawed 
financial analysis of the position of its General Fund in terms of being reasonably able to meet 
its obligations for creating new assets and maintaining existing assets. Therefore when the new 
council resolved on Tuesday October 25th 2016 to “undertake an extensive community 
engagement program explaining the reason for the rate increase and seek community 
comments” and relied on its FFF submission as the convincing document for rate increases it 
did so without solid foundation . 
 
Further this community engagement took the form of seeking views on only 3 models of rate 
increases (above the rate peg) namely: 
 

a) 11.5% over 2 years.  
b) 6.27% over 4 years. 
c) 5% over 7 years. 
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Council did not seek views on the alternative of NO rate increases above the rate peg as the 
notion of a rates increase seems to have been a given when the new council absorbed the FFF 
submission within its decision making processes. 
 
The information given to the community did not contain much new material from the 2014/15 
prepared FFF submission and gave the impression that the case for rate increases had already 
been decided through the FFF process. Further the new council accepted the view that it was 
required from the FFF process to implement the above rate peg increases in order to be able to 
access cheaper T Corp loans and to ensure if and when it was audited as part of the ongoing FFF 
process that it was seen to be following through on its commitment to raise the rates. In later 
detail we will show that council may have inadvertently mislead the community on the possible 
cost of the loss of the T Corp loan option as it included loans for its Water, Sewer and Domestic 
Waste Services operations which lie beyond its General Fund operations. Also we will seek to 
establish that any Local Government Department audit of the financial details shown in 
council’s FFF submission will fail due to confusion within the relevant financial data.  
 
The role of IPART in approving SRVs is that of an independent body standing afar and looking at 
the broader picture. In so doing it is useful to reflect on the following quote “From a distance it 
seemed so simple. And yet, from a distance you might see the big picture, but not the whole 
picture, you missed the details. Not everything was seen, from a distance”. (L. Henry p. 292, 
Bury your Dead). Our area has a great many pensioners and low socio economic groups and can 
ill afford to pay increasing rates that simply go to grow council’s cash and investments or into 
“palaces in the sky”.  
 

• This area has had numerous General Fund SVRs in the last decade (see Schedule 1). 
 
The Shoalhaven Local Government area as shown in Schedule 1 has experienced 6 above rate 
peg increases from 2005/06 to 2014/15. The total rate increase over the period was 61% versus 
a Rate Peg Allowance of 37% and a CPI of 30.5%. Interestingly when we calculated the growth 
in General Fund employee costs over the period this also came it at around 60%. As employee 
costs are roughly equal to General Fund Rates Revenue this was a disappointing result for the 
community as we had been lead to believe the Special Rate Variances would be used for 
additional asset maintenance, renewal and new assets.  
 

• Council has experienced an enormous surge in its General Fund Cash and Investments 
in the past 4 years. 

 
Based on the growth of council’s General Fund Cash Balance over the period August 2012 to 
August 2016 (chosen as these dates are the month prior to LG elections) it is not able to expend 
its current cash flow surplus. The General Fund Cash Balance has grown from $64 million in 
August 2012 to $100 million in August 2016 or at roughly $9 million per annum! 
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Councils growing Cash Surplus situation is highlighted by: 
 
 
 

Shoalhaven City Council Cash and Investments 

 

$millions                                  August 2012             August 2016             Change 

General Fund                                 64.0                             100.0                     36.0 

Domestic Waste Services              9.0                                11.3                      2.3 

Water Fund                                    21.0                                37.0                     16.0 

Sewer Fund                                    20.0                                31.3                     11.3 

Total                                              114.0                              179.6                    65.6 

 
 

• Issues with Council’s FFF submission. 
 

 
General Fund Operating Statement. 
 
The ratios thrown up by this Statement are used extensively to demonstrate council requires 
additional revenue. We believe that there are numerous flaws in the development of the 10 
Year General Fund Operating Statement contained in council’s FFF submission. 
 
These are: 
 

1. Confusion on what constitutes General Fund only accounts. There is significant 
confusion between council’s General Fund Operating Statement in its FFF submission 
and its General Fund Operating Statement as presented in its Annual Accounts. While 
some differences will occur due to the transfer of funds to General Fund from the Water 
and Sewer Operations in terms of cost recoveries (around $6 million per annum) and 
dividends ($3 million per annum) the extent of the differences is quite startling. The 
below table highlights the difficulties that we have in trying to understand council’s 
General Fund only accounts. In particular the line items User Charges and Fees; Other 
Revenues; and Other Expenses appear to not relate at all!! 
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Comparison between Council’s General Fund Operating Statement in its FFF submission and 

its Annual Accounts 
 
$000s                                                                2014/15 2015/16 

 
FFF Actual  FFF Actual 

Rates and Annual 
Charges                   

71821 71590 74779 75165 

User Charges and 
Fees                         

39485 53996 42205 55287 

Interest and 
Investment 
Income 

2315 3652 2136 4058 

Other Revenues                                     55309                   3084                  56976            4051 
 

Grants and 
Contributions for 
Operating 
purposes 
 
For Capital 
Purposes 

 
 
 

17977 
 

7751                

 
 
 

19125     
 

13563                

 
 
 

18182    
 

3907 

 
 
 

21011   
 

22469        

Net Gain from 
Asset Disposal                                                                                           

   2026 

Total Income from 
Continuing  
Operations 

194658 165010 198185 184067 

Employee 
Benefits and Costs                   

55579 51481 57332 57668 

Borrowing Costs                                            2464 2334 2574 2244 
Materials and 
Contracts                             

45330 38457 47083 41060 

Other Expenses 
 
Depreciation and  
Amortisation 
 
Net loss from 
Asset disposal 

55813 
 

39201 
 
 

23236 
 

38636 
 

508 

58575 
 

40377 

28561 
 

38168 

Total Expenses 
from Continuing 
Operations                                                    

198387      
           

154652          205941      167701 
 

Net Operating 
Result for the 
Year               

-3729 10358 -7756 16366 
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Net Operating 
Result Adjusted 
for Capital 
 

-11480                  -3205 -11663 -6103 

Operating 
Performance 
Ratio %                   

-5.90 -1.94 -5,89 -3.31 

 
  
 
 
 

2. There is no forecast balance sheet included with council’s FFF projections. Without a 
balance sheet it is not possible to ensure the accuracy of the data and the growth or 
decline in the opening cash position and resultant income from investments or 
otherwise. No modern day corporation issues financial projections without including a 
balance sheet to demonstrate the full and complete picture of its financial situation. 
Only in NSW Local Government does this not appear to be mandatory. 

 
3. Inclusion of council’s Domestic Waste Management Services operation. This operation 

is essentially a stand-alone activity within council and its inclusion confuses the financial 
picture. As noted in s504 (1) of the NSW Local Government Act ‘a council must not apply 
income from an ordinary rate toward the cost of providing domestic waste management 
services.’ And further in s504 (4) ‘Income obtained from charges for domestic waste 
management services must be calculated so as not to exceed the reasonable cost to 
council of providing those services’. Also councils operate this service using a wide mix 
of in-house staff and contractors and it is not relevant to include its financials in any 
General Fund only review. 

 
4. Failure to include new assessments in the FFF financial forecasts. Shoalhaven Council 

points out in its FFF submission that it enjoys a growth of more than 400 new properties 
each year in its rating assessments. The impact of these new properties in terms of rate 
revenue is significant in later years.  

 
5. Asset values and therefore cost of maintenance and renewal as well as depreciation 

allowances further confuse the accounts. Also as noted in council’s FFF submission it 
awaits the Ross Report to assist it in terms of knowing if there are duplicated or 
redundant assets in the schedules. The report in council’s 2014/15 accounts (Council 
Schedule 9 (a) in its Annual Accounts- attached) highlights the issue where there are a 
number of confusing asset items of substantial sums. For example the treatment at the 
beginning of the year and end of year with the asset class Land Improvements—
Depreciable  $222 million and also with the Roads category 
which suddenly grows by $910 million in Fair Value!! These Fair Value calculations 
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highly inflate the depreciation charge and move it well away from the traditional 
historical cost basis of accounting. 

 
6. Council in its FFF submission refers to a saving of around $1.1 million in Employee 

Costs yet does not take this saving into its financial projections. This category of cost 
rises by around 3.3% each year.  

 
7.  Council groups the revenue items of rates and annual charges in its financial 

projections so we are not able to distinguish the rate increases in the model versus 
other charges increases. We note that the increases each year for this line are variable 
rising in 2015/16 by 4.1%, 2016/17 by 5.1% and 2017/18 by 3.7%.  

 
8. Council does not in its FFF projections include a provision for the use of debt to finance 

selected capital items. No properly administered entity would fail to use this option. 
 

9. Council does not highlight the use of its Water and Sewer Operations to finance its 
General Fund activities in its FFF submission. These are material amounts and need to 
be highlighted.  

 
10.  Confusion in Local Government accounting on the treatment of capital revenues in 

the ratio analysis highlights problems in trying to commercialise these accounts and 
financial reports. The treatment of s94 charges is a case in point. These charges are 
capital related but remain in the revenue section of the Operating Performance Ratio. 
Other Capital related Grants are eliminated. 

 
  
CONCLUSION: 
 
We contest the veracity of the financial projections that council has included in its FFF 
submission which forms the basis for its claim of the need for higher rates. We believe that 
council should properly prepare General Fund Only Operating Statements, Cash Flow and 
Balance Sheets in an up to date fashion, have these independently verified and submit these to 
the community for comment before any SRVs are approved. These projections in proper form 
may well paint a picture of the need for a significant rate increase but at least these will be 
capable of audit and tracking as well as promote greater image of council integrity within our 
community. 
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Schedule 1 

 
Recent History of General Fund Rate Increases for the Shoalhaven City LG Area 

 
The area has experience a rapid escalation of its General Fund Rates over the last decade.  
 
Details of these rate increases are: 
 
 
 

   
Shoalhaven City Council Rate Increases 

   
          
   

Actual 
 

Peg 
    Base Rates $ 41.2  million Rate Rates Rate Rates 

 
Rates 

 in 2004/05 
 

% Total % Total 
 

Difference 

    
$millions 

 
$millions 

 
$millions 

 2005/06 
  

5.99 43.66788 3.5 42.642 
 

1.02588 
 2006/07 

  
6.5 46.50629 3.6 44.17711 

 
2.32918 

 2007/08 
  

5 48.83161 3.4 45.67913 
 

3.152473 
 2008/09 

  
6 51.7615 3.2 47.14087 

 
4.620637 

 2009/10 
  

5 54.34958 3.5 48.7908 
 

5.558782 
 2010/11 

  
2.6 55.76267 2.6 50.05936 

 
5.70331 

 2011/12 
  

2.8 57.32402 2.8 51.46102 
 

5.863003 
 2012/13 

  
3.6 59.38769 3.6 53.31362 

 
6.074071 

 2013/14 
  

3.4 61.40687 3.4 55.12628 
 

6.28059 
 2014/15 

  
8 66.31942 2.3 56.39418 

 
9.925235 

 
          
          Total 

   
545.3175 

 
494.7844 

 
50.53316 

 
          2014/15 versus 2005/06--%growth 60.96946 

 
36.87909 

   CPI 2005 TO 2015 
% 

    
30.4874 
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