Revenue Forecasts

Rating Revenue and a SRV
As per Special Rates Variation scenario above.

Water and Sewer Annual Charges

As per Special Rates Variation scenario above.

Please review the “Scenario 5 - Local Infrastructure Renewal Scheme (LIRS) Loan
and Reduced Capital Expenditure” Scenario Income Statement and Balance Sheet
attached as Annexure G.

Please note in particular:

Income Statement

1)
2)

3)

4)

5)

Identical to Scenario 3, apart from Balance Sheet and Asset Renewal.
Reasonable operating position — Council is likely to achieve an operating
surplus within three (3) years. However, the surplus would be less than the
Special Rates Variation Scenario. The Income statement (consolidated)
identifies an operating surplus from year three (3) onwards, increasing over
the life of the plan. This is comprised of a water fund surplus of around
$200,000, a sewer fund surplus increasing to around $200,000, the quarry
fund (Glen Innes Aggregates) at around $150,000, and the general fund
breaking even in the 2018/19/ or 2019/20 financial year. Therefore the
operating position is very similar to that of the Special Rates Variation
Scenario, apart from the additional 2% interest payable.

The break even general fund indicates that Council will achieve a more
balanced position. This should be compared with the imbalance between the
profitable water, sewer, and quarry funds and the unprofitable general fund
the Base Case Scenario.

The risk of ‘losing’ the water and sewer fund to a County Council would result
in a deteriorated position. However, the resuit of this loss would now not be as
significant as in the Base Case Scenario, because the General Fund itself is
also balanced.

The overall position suggests that Council is funding its depreciation, but is
still not providing sufficient funding to address the infrastructure backlog (or
the deferred infrastructure renewals).

Balance Sheet

1)

Improving cash position — the consolidated balance sheet shows an
improvement in Cash and Cash Equivalents from $13.687 million this financial
year to $16.272 million in the 2022/23 financial year. This has come at the
cost on asset expenditure, reducing on average per annum by $442,000 when
compared with Scenario 2, 3 and 4.
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Key Ratios and Graphs

1)

The cash position is relatively stable (when taking into account increases in
CPl); this is illustrated by the Unrestricted Current Ratio. This trend is
satisfactory, particularly considering the TCORP requirement of 1.5 and
Council's own benchmark of 2:1.

5.00
4.50
4.00
3.50
3.00
2.50
2.00
1.50
1.00
0.50

0.00

Unrestricted Current Ratio - Consolidated

™

N ———

2013 . 2014 2015 2016 2017 2018 2018 2020 2021 2022 2023

2)

Due to the increased capital works programme, the Asset Renewal Ratio is
sitting at a reasonably healthy position (between 80% and 90% for future
years). Due to loan funded works, the renewals in the first few years are well
above the required TCORP ratio of 100%. The ratio then deteriorates due to a
reduction in capital expenditure because of additional loan repayments and
bringing forward $4 million in capital expenditure.

200.00%
180.00% 4
160.00% / \
140.00% \
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3) The Cash and Cash Equivalents — Consolidated Graph indicates a
satisfactory overall cash position.

18,000,000
16,000,000
14,000,000
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4) The Operating Surplus/Deficit Ratio Graph indicates that the operating
position improves quickly in the years that are affected by the SRV and that
an operating break even position is achieved in three (3) years.

Operating Surplus/{Deficit) Ratio - on own sourced operating income - Consolidated
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5) The Debt Service Ratio indicates that the debt position should be satisfactory,
and that Council would not overstretch itself by taking on this additional debt.
A ratio below 10% is recommended but, in saying that, debt should never be
taken on lightly.

Debt Service Ratio - Consolidated
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7.0000% / \

6.0000%

5.0000%

4.0000%
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2.0000%

1.0000%

0.0000% — - - - -
2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Loans and Major Projects22

This is identical to Scenario 3 and 4. As indicated in the Base Case Scenario, the
swimming pool projection has been increased from $1imillion to $1.5million. The
renovations are to be paid from $1.5million in loan funding identified in the 2014/15
financial year. A further $1million (for which Council has received LIRS funding) will
also be drawn in the 2014/15 financial year for the acceleration of various critical
road projects.? The only difference between the Special Rates Variation and this
Scenario is the additional $4million in loan funding for road projects in the 2014/15
financial year.

No further loans have been incorporated into the equation as had been done in the
original plan, which had a further $1million in road projects every second year.

2 The $2.8million identified in 2013 was in respect of the two LIRS projects (the CBD infrastructure upgrade at
$1.8million and the Accelerated Road Programme at $1million).
2 Council adopted a resolution approving the execution of an Agreement for the $1million Accelerated Roads
LIRS programme (Resolution 25.09/13).
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External Loans - New Loans raised - Consolidated
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Conclusion

This scenario indicates a stable cash position, a satisfactory operating position, and
a balance between the general fund and the remaining funds, combined with an
acceptable asset renewal ratio. This scenario will address a number of critical
infrastructure projects which are of present concern.

This scenario is an improvement on earlier scenarios, in that it addresses all of the
key concerns raised. It would be ideal to meet the required renewal ratio; however,
this should be balanced with the additional benefit of bringing forward urgent works.

This scenario is suggested as a reasonable option.
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Why should Council consider a Special Rates Variation?

Local Government in NSW (and Australia for that matter) is in a difficult position

Local Government in Australia is in a difficult position, with the recent TCORP review
suggesting that 50% of Councils in NSW expected deterioration in terms of
sustainability in the short term. The recognition of the true cost of assets has led to a
review of financial sustainability and a number of reports into the current situation —
particularly in NSW. One of these reports released even suggested a merger
between the Tenterfield Shire Council and the Glen Innes Severn Council.?*

As indicated above, it is unlikely that additional grant revenue will materialise;
therefore other revenue sources will be required. This will invariably mean that a rate
rise will be required to meet the current cost of providing services. The industry as a
whole has recognised this fact, which has led to an increase in requests for
variations:

o For 2013/14 IPART received applications for special variations or minimum
rate increases from 24 of the 152 councils across NSW. Of these, 23 were for
special rate variations and 1 was for an increase in minimum rates. No
applications were refused.?

e For 2012/13 IPART received 15 applications for special variations or minimum
rate increases by the application dates. Of these, 13 were for special rate
variations and 2 were for increases in minimum rates. No applications were
refused.?®

o For 2011/12, IPART received 23 applications for special variations or
minimum rate increases by 25 March 2011 (the date applications were due).
Twenty one were for special variations and 2 were for increases in minimum
rates above the statutory limit. Four were declined, while the remainder were
approved either in part or in full.%’

It is suggested that, it is only a matter of time before all Councils are pushed into
applying for a Special Rates Variation.

The relatively recent (21 March 2013) TCORP report in respect of the Glen Innes
Severn Council noted that Council is ‘effectively managed’ and in large part its
financial ratios are strong and improving.

% New Direction for Local Government: Independent Local Government Review Panel: Future Directions for

NSW Local Government: Twenty Essential Steps Document (April 2013) presented to Council as item 9.1 in the

May 2013 Ordinary meeting.

% |PART Fact Sheet - Summary of variations requested by councils and decisions by IPART —June 2013

% IPART Fact Sheet ~ Summary of variations requested by councils and decisions by IPART - June 2012

7 IPART Fact Sheet — Summary of variations requested by councils and decisions by IPART — June 2011 ~

accessed at

http://www.ipart.nsw.gov.au/Home/Industries/Local Govt/Fact Sheets Information Papers/Fact Sheet -
Summary of variations requested by councils and decisions by IPART - June 2011 on12/11/2013.
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A quote from the TCORP report notes the following:

“The Council has been effectively managed over the review period based on the
following observations:

o Council’'s underlying cash result (measured using EBITDA) has been
increasing over the three year period;

e Council’s Unrestricted Current Ratio has been above benchmark each year
indicating Council had sufficient liquidity;

e Council's Interest Cover Ratio and DSCR have been well above benchmark
over the three year period.”®

However, in respect of the asset renewal ratio the report also notes:

e “The Council’s Infrastructure Backlog is on an upward trend;

e Council is not investing sufficient funds on asset renewals to keep the assets
in their current condition and it is likely that the backlog will grow.”?®

The recommendations made by TCORP included the following:
“However we would also recommend that the following points be considered:

o Council’s rates and annual charges and user fees and charges make up only
42.0% of their overall revenue. We recommend Council considers its options
for improving its performance in this area, either by securing new or additional
revenue;

o Council is reliant on Operating Grants as a key source of revenue. While this
is not unusual for rural LGA’s it is an area that requires monitoring;

o While Council has forecast increases in operating grants Council should

continue to source additional revenue streams should this not eventuate™°

At this point in time, based on the fact that the increase in operational grants (the
Financial Assistance Grant and the Roads to Recovery Grant) are unlikely to
increase, Council staff suggest following the advice of TCORP and that Council
address the shortfall in Rates and Annual Charges through a Special Rate Variation.

% page 4, Treasury Corporation New South Wales, Glen Innes Severn Council - Financial Assessment
Benchmarking Report, release 21 March 2013, available at
http://www.dlg.nsw.gov.au/dlg/dIghome/documents/tcorp/Glen%20innes%20Severn%20Financial%20Assess
ment%20Report.pdf
® As above, Page 4 and 5.
% As above, Page 31.
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Is Council wasting money elsewhere that could be saved to improve road assets?

The Community and Councillors should always ask the question of how money is
spent, in order to ensure that it is spent wisely. It is Council’s responsibility to ensure
that the details of how money is spent are communicated to the public in a
transparent manner. Here are a few main criticisms that can be addressed briefly:

Administration Costs?

The recent release of data as part of the Comparative Information on NSW Local
Government Councils for 2011/12 is attached to this report as Annexure H.*'

The report indicated that there were some very positive results for the Glen Innes
Severn Council. In particular, it is important to note the per capita cost of providing
administration and governance services is $207.25, compared with the Group
Average of $408.57 per capita. Therefore Council is spending approximately half the
Division of Local Government (DLG) average on administration services per person
compared with Councils which have been grouped as being similar by the Division of
Local Government.

It is hoped that this statistic will draw attention to the fact that the administrative
portion of Council is operating efficiently (compared with this industry benchmark).
This is in stark contrast to the community perception that Council has an over
abundance of administrative staff.

Is money being wasted on road works?

There is much variability in road projects. Budgets for a particular road project or
projects can be overspent with a few delays or unforseen complications, such as
adverse weather conditions or unexpected subsurface conditions. For this reason,
when measuring the efficiency of road works, it is more appropriate to compare
Council's average cost per unit of roads works (e.g. dollar per kilometre of grading or
dollar per square metre of concreting works etc) to the industry rate. This should give
a good indication of whether Council is wasting money on road works (when
compared to the average cost for the industry for construction of road works). For a
small Council of our size, it would be a good thing to match the industry benchmark
for road works — particularly considering the additional transport cost associated with
moving products such as piping, bitumen etc to Glen Innes.

A review of Council's unit rates, which were incorporated in the 2011/12 and 2012/13
depreciation (or replacement cost) calculations indicated that Council's net
replacement cost was lower than the Rawlinson (industry rates) for a number of road
work types.

For example unsealed pavement construction; Based on a compaction factor of 0.9,
Council's December 2010 average cost equate to $2.20/m? for a 100mm thick
pavement layer, and $3.30/m? for a 150mm thick pavement layer. As wages on-
costs for historic projects were costed to a separate area of the job cost ledger and

3 pivision of Local Government, “Comparative Information on NSW Local Government Councils 2011/12”
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not directly costed to projects, an additional 15% has been added to the total rate to
account for a 40% oncost on the wages component of gravel re-sheeting jobs. Thus,
the revised rates in December 2010 terms are $2.53/m? for a 100mm thick pavement
layer, and $3.79/m? for a 150mm thick pavement layer. In comparison, the
‘Rawlinson Glen Innes’ rate for crushed rock 100mm thick is $13.84/m? for a 100mm
thick layer including grading, rolling and compaction, and $23.06 for a 200mm thick
layer.

Another example is the cost for bitumen re-sealing, the new rate for a single coat
seal was determined from the average of all 2010/11 bituminous resurfacing, and at
$3.00 per m? is 94c/m? (or 24%) less expensive than the ‘Rawlinson’ rate assumed
previously.

Council’s unit rates for infrastructure projects show that Council is achieving value for
money in these projects.

Money is being wasted elsewhere?

Council regularly reviews the allocation of funding throughout the organisation, and
continually reviews the budget to ensure money is being spent as allocated. These
continual reviews have targeted in particular the non-core functions of Council: i.e.
those services that are either being provided elsewhere in the Community that
provide no real benefit to the Community, or provide a benefit that, is less than if the
money had been spent elsewhere. On this basis, Council has introduced a large
number of cost saving initiatives:

1) Sale of surplus assets/ properties (Highwoods, Tindale etc),

2) Reduction of Light Fleet Vehicles by ten (10);

3) Stricter controls on overtime and time in lieu,

4) Stricter controls on casual staff and filling positions;

5) Much stronger procurement controls to improve value for money;

6) Reduction in non-core service areas (Gum Tree Glen Long Day Care),

7) Stricter budget controls, with limits on increases in non-operational
expenditure;

8) Reduction in staff training to a set percentage.

These suggestions, along with a number of other cost saving initiatives, have
contributed to an improving position. However, it would be impossible without a
significant cut of services to meet the required savings to match the required asset
renewal amounts. A significant cut would mean a loss in a number of positions
throughout Council, and a further reduction in the functions of Council, as well as a
reduction in service levels. Realistically, this may be worse than imposing an
increase in rates on the Community.
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NSW Local Government
Grants Commission
council meeting with

Glen Innes Severn

21 October 2013

Bl

NSW Grants Commission - Structure

THE COMMISSIONERS
Chairpereson & 2 Members
s part-time, nominated by the NSW
Minister for Local Government
Deputy-Chalrperaon
s fulk-time officer of the Division of
Local Government

= Executive Officer

NSW Grants Commission - Role

Ny

NSW Minister
for Local Government

L

Federal Minister for
Infrastructure and
Reglonal Development

A The legislation...

Commonwealth
Local Government (Financial
Assistance) Act 1995
&
NSW Local Government Act 1993

B oeer

The Commonwealth Act
provides for two funding pools:

General Purpose Component
plus
Local Roads Component

However, the total grant is “untied”

—S




The National Principles
require an assessment of:

Revenue __§ Expenditure
Capacity / \V 77 Needs
\
| J
& | @)
SO

ta...._..
e .

The National Principles
also contain two key principles:

Horizontal Equalisation

Effort Neutrality

Horizontal Equalisation...
...assessing relative needs

What’s
Council’s
relative
position?

Effort Neutrality:

a Council’s grant shouldn’t be
influenced by its policy decisions

Safety Net...

The Commonwealth Act
provides for a minimum
per capita grant

{baaed on 30% of the
Generat Purpose Component pool)

$20.81 for 2013-14

o
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NSW Local Road & Bridge Totals

Compone

The grants o [ 7 —r
are based on Eomli S s P
§ 163000 [ ‘q‘ n” |1 2
recurrent e I 5 W = £t
g 3 oo emnse? Y
expenditure, i et
not capital ) g
works Pl D A A A
| =etocmrossrommam  —~c-oepmimanim |
B e | o e
FINANCIAL ASSISTANCE GRANTS
2013-14 Estimated Entitlements 2013-14 Geners) Purpose Component
Category Par Capita Averages
[32.1% of the poo! (per capita) | o 1—— —
m -
51.576 billion EZQ $505.74 million o
1
{29% of the pool (fixed %) | pa — [ L —
$200 _| !
$0.700 billion @sm.ss million . P n—“— &
d 52 2oz
5 g

| The total grant is untied! |

otal “Z>¢2 276 billion Tz $708.69 million

-:_J%W/\r

ucc .1

I Number of LGAs in each calegory I

Grant Summary -~ 2013-14 Estimated Entitiements
Glen innes Severn Council

Seneral Purpoge Comeonant Lecal Roags Componont
201314 Grant:  02300,671 RosdPopuaion Alowance :  $4,103,033
% Increase : 29% Bridge Lengh Aloweroe 31713587
Sialo horesss : 34% LosalRoeds Tolal:  $1274500
% Incroans : 0%
Counzd's Per Caplia = $257.8¢ x Sisle Increese © 42%
Catwgory Par Caphta (RAL) : 03228 ON0
Per Capita Mrimum : $2081 1238 Total Grant

Meto Per Capiis Average © 3384 T8 TotslOrant:  $387826%
Non-Metro Per Capits Aversge 13202 " % Increase 32%|

Shle Per Capita - 6038 ar Stale Increese | 3

Tl p—

What about the future...




FAGs MADE SIMPLE

" calculated...

The bucket

It’s important to note:-
of money...

u Fias determine the size measure the differences
- | of the bucket! between councils...

@ The NSW Grants _
P Commission doesn’t The calculations attempt to
' &

is only so big!

The Commission attempts to divide up the ...and the approach is broad brush! g
bucket in an equitable and objective manner. / }w
Al .‘
e L e
FINANCIAL ASSISTANCE GRANTS REVENUE ALLOWANCES...
General ) Ponsioner Property values are used
FURose = enee * Miowance *  Robits to assess the relative
mponent Allowance revenue raising capacity
of councils,
Local Road Length and Bridge
Roads = Population 4+ Length .
Compenent Formula Formula They provide a useful
The total grant is untied! —— measure of the relative
neral Tocal underlying economic
0 Purpose 4+ Roads strength of LGAs.
W“ Component Component
L ]
| =33 et
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Revenue Allowances...

What’s
Council’s
relative
position?

The Revenue Allowance formula...

[Revenue Allowance = Nc X Rs X (Ps- Pc) |

Where:
Nc= number of properties for the Council
Rs= the State average rate-in-$
Ps = the State average value per property

Pc=  Council's value per property

[Blnem

Glen innes Severn
REVENUE ALLOWANCE CALCULATION
2013-14

Urban = Nc xRes x(Ps - Pc)

~ 4,052 x0.00380337 x
~ $3,588,196

= - $482,672

~ 4,0520.00380337 7 - $62,156)

Non-Urban = Nc xRs x(Ps - Pc) e
« 1,034 x 0,00401515 x{3557,13¢ - $675.81

«1034x000401615x- S92 887\

Annual changes in Council’s pglative position
wilil affect grant outcomest

=k

Glen Innes Severn
REVENUE ALLOWANCE CALCULATION

2013-14
Rev. Allowance = Urban + Non Urban Tho same
~ $3,588,196 - $492,672 discount
~ $3,005.324 applies to
avery councli

ot i
Revenue Allowance 1 L{{
Discounted Aliow, ~ 33,096,324 x (1 161.43%)

= $,095,324 x 38.67%
= $1.150.964

i _Th-eatzou_ml_n_g is déslgmd to bring the state-wide Revenue |
Calculations into a bal with the Expenditure C.

| s

EXPENDITURE FUNCTIONS
Administration & G Noxious Plants and Pest
Acrodromes Controf
Agod Porsons’ Services Planning & Bullding Services
Animal Control Recreation
gwe Stormmeter Drainage and
co«mr:::\l.ly Services Flooding Contro}
Cuttural Facllities Strest and Gutter Claaning
Fire Control and Street Lighting

Emergency Services Local Roads & Bridges
Health and Safety Urban
Libraries Non-Urban Sealed
Non-Urban Unsealed
Et-un;——-

EXPENDITURE ALLOWANCES

Expenditure A attemptto p te Council for
p d above ge costs In providing services due to
inhetent factors - NOT because of Council policy!

= Unfs x “com 'Dhﬂo':"y

Expendiure
Aliowance

Units = the number of units being served
by Council {usually popuiation)

Standard Cost = standard expenditure per unit for
tha function

Disability Factor = disability measure for Councti
for the function

ST
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Standard Costs - 2013-14

I;IP

Weighting
particular measurs in terms of its likely cost impact.

[The same waighiing appties to ALL councils |

(5 yoor rolling aversge) Stand:rd E::Sti; %?1 3-14
Varlations in yesr rolling averag
Population Based Functions standard costs will
d affectgrant
Adniviotation & Govemance outcomes. Urban Property Based Functions
Aged Persons’ Services Siomwater Drainage and Flooding Control  $63.43
"c:"':’.g:""‘ IMPORTANT Street and Gutter Cleening $36.30
The Grant Street Lighti $30.09
Chidren's Services calculations use Lighting
Community Services > Average .
Cultural Fachites Costs, NOT what Non-Urban Property Based Functions
Fire Controi & Emergency Se Council spends! .
Health and Safety Noxious Plants and Pest Control $120.56
Litraries
Planning & Buliding Services
Reocroation
| Bl
Standard Costs - 2013-14 .
(5 yoar rolling averae) Expenditure Allowances...
Maintenance - Urban Local Roads
(a} cost per length (km) $16,139.72
(b) urban length (m) per urban propertios. 11.2m
{c) cost of meintenance of bridges per network km of roads.  $282.87 Wh t’
ats
Maintenance - Sealed Rural Local Roads HE
{a) cost per lsngth (km} $4,604.97 COUI'ICII S
{b) sealed rural length {(m) per non-urban properties. 291.5m H
{c) cost of maintenance of bridges per network km of roads.  $395.60 relative
. L] 9
Maintenance - Unsealed Rural Local Roads pos |t|0n *
(8) cost per length (km) of unseaed local road $1,671.59
{b) urban tength (m) per non-urban properties. 681.6m
{c) coat of maintenance of bridges per network km of roads. $64.20
3
= —~ Glen Inngs Sevem
® ELSUPCs 8T | PLANNING & BUILDING ~ Cpont o i Counell’
DISABILITY FACTORS sl 201314 poitoncreatvetothe
A Disabillty Factor is the Commission's estimate of the additional e et et
coBst, exp! d as a per ge, of providing a standard service
due to inherent disabilities. 2 3
1
0171
oy - (Lol ) mw%;}é@i T -
| B wil
—1' gef the samo oulcome.
*The, sttempts to reflest the significance of Whst happeasifone b

more efficieat?

Factor

Notional DaabiRy ® Units x x Dk
8




PENSIONER REBATES ALLOWANCES

« Pensi Reb Al gnise the diff

« Counci! decisions to altow additional concessions are not
considered (effort neutrel).

|Pensionac Rebate Allowanee = Rc x Nc x (Pc - Ps) |

Rc = standardised rebate per propersty for the Councll

Nc = the number of residentisl properties

of eligible p for the Councll
Ps = prop of eligible for ALL il

Pc = propo

o

ISOLATION ALLOWANCE...
Applies to Non-Metropolitan councils
Recognises additional costs for...

ﬁeight..m fuel... ﬁ
long distance telephone charges etc... %

The formula Is based on:

+ population; and

« distance from Sydney and the
nearest major regional centre,

o

[RevenueAIlowance ] Gen..eral Purpose Q(ant

[ 2013-14 LOCAL ROADS COMPONENT |

LState Allocation - $203m ]
(20% of National Poci)

Counclis within the Sydney Councils outsida tha Sydney
Nowcastle & Wollongong Areas MNewcaatie & Wollongong Areas

[ 27.54% - $56m ] [ 72.46% - $147m ]

Gten [nnes Sevem | Annusl variations in
LOCAL ROADS COMPONENT D] dota will affact the
2013-14 grant outcomes.

'

P
ABS Estimsted Resideni Populstion. 0,93t
Loca! Roed Length: 1,088 hni
of B on Local Rosda: 2220

Locat Rosd Aflomance: 61,103,023
Bridge Afowsnce:  $171,587
Totel Alicwanscs: 31,274,500

]

Gien Innes Severn

201314 F Gnnts (K
Geners! Purpose Component:
Revenue:
Notiors| Revenua Aliowance: 3.085.324
Discourted Reverus Aowsnce: 1,193,964 __ 1,103,964
Expendilure:
Population Based Functions: 1,966,358
Properly Based Funcliors: 272,643
{sclation: 481,639
Roads & Bridges: 2,111,526 __ 4832166
Pensioner Adjustment: 24888 & 2]
Adjustments:

Adjusted to Avalleble Funds (x 0.431048) : —* 2,000,286

Adjusted for minimum grant councila: = 2,300,871

+*
Locel Roads Component:

1 L8
Total Grai* Tael
E!}‘M' Remember: the total grant is untied!




5 The recommendations are based
Y onCommonwealth gatimates of
| CPland State population shares.
> P

Adjustments, up or Jown, are made
to the following year's quarterly
instatments.

P et

Valuer-General's Aggregated Land Values

YA Gones1 mpyvpes e waa e ame o by

Glen innes Severn

XTI IINTXNTTNFZIFS

[ Figuros for the 201314 FAGs f

Aversge Property Valuss
Glen innes Severn Shire
800,000 1
T— Urbon Aovrogh 3 |
700,000 |- 1% - —r
B
]
000,000
DR
500.000 /
400,000

160,000 $obmde ey ey
s @ e

.5 5 & 8 B o ® » p-p 8 ® B

0
P A o P N R

B e [
Revient Fop
Gtlen Innes Sevem Shire Glen Innes Sevem
mu\;;&um iy 1300 ERP 28 &t predim. tredoased 30-Apr-13) 8,631 Atprams e . G b+ e
1,136
(Y — . 180 22f
wato | \ P
2% v ,l’r\_ §_ 1120 i‘
- ~\ g eI\ = "
o AN ] o Y A v S
] g 1040 4
8 - 1,020
0200 | 1,000
2000 Comnan 1 Convvn 4 e Cama Cazvia B 0o P X P DD
O AR R Por P AN
“ S M8 W °\‘;~‘\\(\1§’ 3 et dod 20
SELIFSEF S E LT P E L & Local Roads
i85} s (S,
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Per Capita Genersi Purpose Component
Glan Innes Severn Glen _'l-:_n ::'m
- oo | T A
~ FE ) _“'! o — o :_E:“:“ /r{
g 2000 - e bl
g - 3150 _.-f"ﬁ’.—
1.000 o | ’dﬁf -__’.r'_‘__._..-
500 M
,’ i =
?flf#&/f'f}:’f J’ﬁ' f:"o"o”{f 2 3 D
s aﬁ%ﬁ%&%&?ﬁ@ﬁﬁﬁﬁﬁwwﬁﬁﬁﬁv’$¢¢a“
Bridges on Local Roads
(Bl B

Negative Population Growth 2001 to 2012

FAGs: Glen Innes Severn
Extimated Erttiment for 2013-14: $3,575,261
Sep 2004

4,000
3,500
3,000
g 2500

[ 8Generoi Pupose  OlecelRosds |

2 2000 1

1500 4 3

|
FAGs as a ge of C: wealth
110% o
100% \A\
‘-L'Q
0.00% S,
\.\
0.00% » ~ / \
b i
0.10% +-
0.00% \N"‘“-ij
?’fffﬁfﬁf PSS st
Bowee Dix. hppatt 20 sereien Totte €7
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Q&A...

» Alternatives to property values

* Rate pegging

* Non-rateable land

» Efficiency

+ Similar councils, different grants

(99 | s eere

Q&A...

Alternatives to property values

= ABS income data:
+ 5yearly intervals
- reporting is open ended
» Taxation information:
 not reported by LGAs
- company tax can be paid elsewhere

» GDP not available at LGA level
b

Q&A...

Rate pegging
» Grant calculations deal with
relative disadvantage
+ Rate pegging affects ALL councils

- Councils that seek rate variations
are not penalised by FAGs

L e

Q&A..

Non-rateable land
« Clearly non-rateable land affects
councils income

» A particular problem when rateable land
becomes non-rateable (eg forestry land)

« Difficult to assess relative disadvantage

» The value of non-rateable land is excluded
from the FAGs calculations

Q&A...
Efficiency

- Efficlent counclls are NOT penalised
« Identical counclls = same grant

» Efficlent councils can use their grant to
provide additional services

« Inefficlent councils can’t provide the extras

(Note: the Commission asseases tho oxtent of relative need, not efficlency.
The lssues e3s0ssod oro often an impediment to effictency. }
T e—

Q&A...

Similar councils, different grants

+ The calculations attempt to assess
differences

+ Annual changes in the circumstances of
councils will resuit In changed outcomes

+ Generally the more remote councils, with
small populations and long road lengths
receive higher per capita grants
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(= “ax

" m Local Government

| Grants Commission |

SOHesta AGondd, Hown

ml(-'lmﬂagﬁdliﬂwz._
oria: (074 4478 8 45206

For (o AT Arda
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Annexure B
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I P AR T independent Pricing and Regulatory Tribunal

I . Dy C

Our role in local government rate-setting -

special variations
October 2013

Purpose

This fact sheet provides guidance to NSW councils that are considering applying for
a special variation in 2014/15.

It discusses the information that councils need to provide to IPART to demonstrate
that they meet the assessment criteria set by the Division of Local Government,
Department of Premier and Cabinet.

Who is IPART?

IPART is the State’s main independent regulator. We set prices and/or license
certain water, electricity, gas and transport businesses; we administer the Energy
Savings Schemes; and we also have a role in setting local council rates. We are also
an economic and policy think tank for the Government, similar to the Productivity
Commission at the Commonwealth level.

We have a Tribunal and a Secretariat.

The Tribunal is the decision-making body. It comprises up to 3 members. Currently
it has 3 members:

Dr Peter J. Boxall AO  Chairman
Mr Simon Draper Part Time Tribunal Member
Dr Paul Paterson Part Time Tribunal Member

The Secretariat includes the staff of IPART. The Secretariat undertakes analysis for
the Tribunal and provides administrative support to the Tribunal.

www.ipart.nsw.gov.au page 1
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What is our role in local government rate setting?

In 2010, the Government delegated to IPART the function of regulating council rate
increases. This includes:

v determining the rate peg (the maximum allowable increase in Local Government
general income for most councils)

v establishing a Local Government Cost Index to be used in setting the rate peg

v reviewing applications from councils for special rate variations and determining
special rate variations

v reviewing applications from councils for minimum rates above the statutory limit
and determining minimum rate increases.

As the Minister for Local Government delegated these functions to us, we are the
decision-making body and we do not need the approval of any other body to make
our determinations.

What is rate pegging?

Since 1977, council rate revenue and certain other council revenues have been
regulated in NSW under an arrangement known as ‘rate pegging’.

Rate pegging allows all councils to increase their total rate revenue in line with the
annual change in the rate peg. The rate peg is a percentage amount that is set each
year. Previously, the Minister for Local Government set the rate peg. Since 2011/12,
it has been set by us, mainly based on an index of typical council costs. The rate peg
percentage for 2013/14 is 3.4%. We will announce the rate peg for 2014/15 in early
December 2013.

The rate pegging system also provides flexibility for individual council
circumstances by allowing councils to apply to IPART for a special variation. Special
variations allow councils to seek to increase their rates by more than the rate peg,
after engaging with their communities as part of their Integrated Planning and
Reporting.

How can individual rates go up by more than the rate peg?

The rate peg applies to the council's total general income, not the rates that
individual ratepayers pay. General income mainly comprises rates revenue, but also
includes certain annual user charges.

Councils have the discretion to set rate levels for different categories of ratepayers eg,
residential and business categories. Therefore, rates that individual households or
businesses pay will not necessarily increase in line with the rate peg.

page 2 www.ipart.nsw.gov.au
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In addition, changes in land valuations may impact on the rates actually payable by
individual households or businesses but they do not add to a council’s general
income.

What is a special rate variation?

The Local Government Act 1993 allows councils to apply for a special rate variation. A
special rate variation allows councils to increase general income by more than the

rate peg.

Councils may apply for a special rate variation for a range of reasons such as:

v improving the financial position of the council, particularly where there may be
financial sustainability issues

v funding the development and/or maintenance of essential community
infrastructure or to reduce backlogs in asset maintenance and renewal

v funding new or enhanced services to meet growing demand in the community
v funding projects of regional significance, and

v covering special or unique cost pressures that the council faces.

The 2 types of special rate variations that a council may apply for under the Act are:
v an increase in a single year (under section 508(2))

v increases over 2 to 7 years (under section 508A). These will be cumulative; for
example, the cumulative increase of 5% per annum for 4 years is 21 6%.

How will we assess applications for special rate variations?

Councils are to submit their applications for special variations to us by 24 February
2014. A list of the councils that apply and the details of their applications will be
published on our website.

We will assess each application in accordance with the Guidelines for the preparation of
an application for a special variation to general income for 2014/15 (the Guidelines) issued
by the Division of Local Government (DLG), Department of Premier and Cabinet on
30 September 2013. The Guidelines are updated each year. They are available on
both the DLG's and our websites.

Once we have completed our assessment, we decide whether to approve, approve in
part or reject the special rate variation. We expect to announce our decisions in mid-
June 2014.

We notify councils by letter regarding the outcome of their application. We also
publish the reasons for our decision, and any conditions attaching to it, in a report,
which we post on our website.

www.ipart.nsw.gov.au page 3
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What are the criteria that we use to assess applications?

The criteria that we will use to assess special variations from 2014 /15 are set out in
the special variation Guidelines and are reproduced below (Box 1).

T e e a0 e

Box 1 Assessment criteria for applications for 2014/15

1. The need for and purpose of a different revenue path (as requested through the special
variation) is clearly articulated and identified through the council’s Integrated Planning and
Reporting (IP&R) documents, including its Delivery Program and Long Term Financial Plan.
Evidence for this criterion could include evidence of community need/desire for service
levels/project and limited council resourcing alternatives and the council’s financial
sustainability conducted by the NSW Treasury Corporation. In demonstrating this need
councils must indicate the financial impact in their Long Term Financial Plan applying the
following two scenarios:

a) Baseline scenario — revenue and expenditure forecasts which reflect the business as
usual model, and exclude the special variation, and

b) Special variation scenario ~ the result of approving the special variation in full is
shown and reflected in the revenue forecast with the additional expenditure levels
intended to be funded by the special variation.

2. Evidence that the community is aware of the need for and extent of a rate rise. This must be
clearly spelt outin IP&R documentation and the council must demonstrate an appropriate
variety of engagement methods to ensure opportunity for community awareness/input.
The IP&R documentation should canvas alternatives to a rate rise, the impact of any rises
upon the community and the council’s consideration of the community’s capacity and
willingness to pay rates. The relevant IP&R documents must be approved and adopted by
the council before the council seeks IPART's approval for a special variation to its general
income.

3. The impact on affected ratepayers must be reasonable, having regard to both the current
rate levels, existing ratepayer base and the proposed purpose of the variation. Council’s
IP&R process should also establish that the proposed rate increases are affordable having
regard to the local community’s capacity to pay.

4. The proposed Delivery Program and Long Term Financial Plan must show evidence of
realistic assumptions.

5. An explanation of the productivity improvements and cost containment strategies the
council has realised in past years, and plans to realise over the proposed special variation
period.

6. IPART will assess each application based on its merits against criteria 1 to 5 above. In doing
so, IPART will consider:

- size and resources of the council

- size (both actual $ and %) of increase requested

- current rate fevels and previous rate rises

- purpose of the special variation; and

- any other matter considered relevant in assessing a special variation application,

—w——— e D e e = s e e e e 13
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The Guidelines for 2014/15 have changed from the previous year in 3 main respects:

v Councils must submit both a special variation scenario and a ‘business as usual
scenario in their Long Term Financial Plans.

v Councils must have adopted their relevant Integrated Planning and Reporting
(IP&R) documents before submitting an application for a special variation.

v Where a council is not able to incorporate its special variation into its IP&R
documents, it may apply for an exemption from this requirement. However, this
would only occur in exceptional circumstances.

Special Variations and Integrated Planning and Reporting

The NSW Government introduced the IP&R framework to improve councils’ long
term planning; integrate community, financial and asset planning; and to improve
council accountability. All councils have now implemented the IP&R framework.
This means that they have:

v Identified and planned for funding priorities, asset management and service
levels following engagement with their communities. One way these priorities
might be paid for would be through a special variation in rates.

v Developed a set of plans in consultation with their communities, including a
Community Strategic Plan, a Long Term Financial Plan (both for at least a
minimum of 10 years), and a 4-year Delivery Program and 1-year Operational
Plan with accompanying budgets. Any proposed special variation would be
reflected in the Delivery Program and Long Term Financial Plan.

v Established a series of reporting processes.
Following council elections, each council is to review their IP&R documents.

Further information on the IP&R Framework may be found in DLG's Integrated
Planning and Reporting Guidelines for local government in NSW and Integrated
Planning and Reporting Manual. Both are available on the DLG website.

What information do councils provide to us?

Councils provide evidence that shows that they have met the criteria of assessment in
the special variation Guidelines. If a council has effectively developed its IP&R
documents in consultation with its community, it should be in a position to
demonstrate to us that it has extensively engaged with its community about:

v its financial position and projections
v the community’s service delivery and expenditure priorities

v the community’s capacity and willingness to pay higher rates.

www.ipart.nsw.gov.au page5



A council's IP&R documents, particularly the Delivery Program, Long Term
Financial Plan, Asset Management Plans and Community Engagement Strategy,
should provide sufficient information to meet most of the criteria for assessing an
application.

We have developed specific application forms (in 2 parts: Part A and Part B) to
indicate the type of information that should accompany the applications. The forms
are posted on our website. They also outline other information that we require for
assessing an application. Among other things, this includes information on:

v the rating structure
v the impact on rates of the special variation

v the council’s track record on productivity improvements and cost containment
strategies, and its plans for future gains in these areas.

The amount of information that councils are to provide under each criterion is a
matter for the council to decide. The information provided should be sufficient to
assist us in assessing the application against each criterion. In general, the
information provided should be proportional to the size or complexity of the special
variation being requested. For example, a proposed rate increase that is relatively
small would need less supporting evidence than large ones.

Criterion 1: Need for the variation

The council must demonstrate that the additional rate revenue is needed. The
demonstration is to be based on the council’s IP&R documents, where relevant.
The criterion requires councils to provide evidence that includes:

v the community’s need and/or desire for higher levels of service or particular
projects to be delivered by the council

v that the council has examined alternatives to a rate rise

v that the council has considered its current and projected financial sustainability.

Criterion 2: Community awareness and engagement

The council must provide evidence from its IP&R documents that its community is
aware of the need for, and extent of, a rate rise through an appropriate variety of
engagement methods and that the engagement has provided it with community
feedback on the relevant issues.

The IP&R documents should also show that the council has engaged on:

v alternatives to a rate rise

v how the special variation is expected to affect rates

page 6 www.ipart.nsw.gov.au



v a consideration of the community’s capacity and willingness to pay.

Criterion 3: Impact on ratepayers

We are required to assess whether the impact of the special variation on ratepayers is
reasonable. We therefore ask councils to show us why they consider the impact on
ratepayers to be reasonable.

We also consider the size of the rate increase, current rate levels, the existing
ratepayer base and the proposed purpose of the variation. In addition we consider
whether the proposed rate increases are affordable.

In making our assessment, we will consider trends in a range of socioeconomic
indicators, both within an LGA over time and with other relevant council areas.

Criterion 4; Delivery Program and Long Term Financial Plan assumptions

The assumptions underpinning the Delivery Plan and LTFP must be realistic if those
plans are to be the strategic and financial justification for the application.

We will assess all the assumptions that underpin the projections, including the
proposed scope and level of service delivery and the council’s estimate of growth in
population and assessments in the LGA.

Criterion 5: Productivity improvements and cost containment strategies

We will examine the evidence of productivity improvements and cost savings made,
and to be made, by the council. The range of improvements may include re-
prioritising various services and the Ilevels of service provision, re-
organising/reducing labour and capital inputs, and reviewing organisational
structures or services to be delivered.

We will also consider trends in various productivity indicators across time for the
council and compare them to other relevant councils.

Can residents and ratepayers make submissions directly to us?

We do not hold public hearings as part of our assessment of applications. Rather, the
Guidelines require each council to engage with its community on its expenditure and
revenue plans as part of its Integrated Planning and Reporting process.

We therefore encourage members of the community to participate in their council’s
IP&R community consultation and engagement processes. Councils will have to
demonstrate to us that they have engaged with their communities and listened to the
input that they have received.

www.ipart.nsw.gov.au page7
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Although we do not solicit them, we will accept and consider submissions from
interested groups or individual ratepayers regarding special variations for up to
4 weeks after the deadline for council applications. Thus, interested groups and
ratepayers must make a submission by 24 March 2014.

We prefer ratepayers to lodge submissions using our electronic submission facility
that is available on our website during the submission period. This may be accessed
alongside each council’s application at:

http:// www.ipart.nsw.gov.au/Home/Industries /Local_Govt/Special_Variations_a
nd_Minimum_Rates/ Applications_Determinations

However, if you wish to post your submission to us, our address is:

Local Government Team

Independent Pricing and Regulatory Tribunal of NSW
PO Box Q290

QVB Post Office NSW 1230

If you wish to use email, our address is: localgovernment@ipart.nsw.gov.au.

We will ask your permission to post your submission on our website. If you make an
online submission you will be prompted to indicate that you agree to it being posted,
or you may request confidentiality. Submissions that we post will only show the
author’s name; all other contact details will be removed.

Do other parties play a role in deciding special rate variations?

We make all the decisions regarding special variations using the criteria set by the
DLG and the content of the Guidelines. DLG may also provide input into the
assessment process, particularly regarding a council’s rating structure and the value
of previously approved special variations.

We base each decision on the evidence provided in the application and any other
material that we consider relevant. Other relevant material will include submissions
from the community (including letters from parliamentarians and local councillors)
and material from a range of other sources such as local media reports.

What are the steps for councils that are considering applying?

v Step 1 - Call us to discuss the application (phone 9113 7710) and consider meeting
with us before the official notification date (13 December 2013).

v Step 2 - download the Guidelines from DLG’s website and the application forms
(Parts A and B) from our website at www.ipart.nsw.gov.au.

v Step 3 - ensure that the council can meet the criteria in the Guidelines.

page 8 www.ipart.nsw.gov.au
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v Step 4 - Register on our Council Portal and submit your notification letter to us by
13 December 2013 indicating your council’s intention to apply for a special rate
variation.

v Step 5 - Complete application forms Part A and B and submit these and any other
application material via the Portal. This can be done progressively and saved on
the Portal from the notification date. Completed applications for special rate
variations must be submitted by 24 February 2014.

Want more information?

Refer to the Guidelines or contact us on 9113 7710. We also publish fact sheets on
community awareness and engagement and the process for applying for an increase
in minimum rates.

www.ipart.nsw.gov.au page9
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