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Determination and executive summary

The Independent Pricing and Regulatory Tribunal (IPART) is responsible for setting
the amount by which councils can increase their general income each year. General
income mainly includes rates income. We set a rate peg amount each year that
applies to all councils. In addition, councils can apply to us for a special variation,
which allows councils to increase their general income, by more than the rate peg
amount.

We have assessed and made a determination regarding Pittwater Council’s
application for a special variation to its general income for the period from 2011/12
to 2013/14.

We have decided to accept the special variation as requested by the council. We are
allowing a special variation to its general income for the period 2011/12 to 2013/14
of 7.8% in 2011/12, 7% in 2012/13 and 6% in 2013/14. These amounts include the
rate peg increase that would otherwise be available to the council. The council’s
general income will increase by an average of 4% a year above the rate peg amount
over the next 3 years.

We assessed the application against criteria included in the Guidelines for the
preparation of an application for a special variation to general income in 2011/20121 (the
Guidelines) issued by the Division of Local Government, Department of Premier and
Cabinet (DLG).

The determination was made under section 508A of the Local Government Act 1993
(the Act). By the operation of the Act and the Guidelines, any increases in income
determined by us under section 508A of the Act are permanently incorporated into
the council’s general income.2

This report sets out our determination and the conditions we have attached to it, and
explains the council’s application and our assessment of it.

1 Division of Local Government (DLG), Department of Premier and Cabinet, December 2010.
2 Implied by the operation of sections 509(1) and (2) of the Act, and also included in the
Guidelines, p 10.
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1 Determination and executive summary

1.1 Summary of Pittwater Council’s application

Pittwater Council applied to increase its general income by:
v 7.8% in 2011/12

v 7.0% in2012/13

v 6.0% in 2013/14.3

These increases represent a cumulative increase of 22.3% (or 12.1% excluding the rate
peg increases) for these 3 years.

1.1.1  Components of special variation

The special variation reflects the total percentage amount by which the council
proposes to increase its general income. It includes the rate peg increasse and the
value of an expiring special variation.

Rate peg

The special variation requested by the council incorporates the rate peg increases that
would otherwise be available to the council. IPART has set the rate peg increase for
2011/12 at 2.8%. We will set the rate peg increases from 2012/13 in December of the
preceding year. For the purpose of this application the council has assumed the rate
peg increase will be 3.0% from 2012/13. If it is higher or lower than assumed, this
will have no impact on the council’s future general income, as the special variation
percentage has been determined and will apply in the period specified.4

Expiring special variation

The increase in 2011/12 also includes the value of an existing Environmental
Infrastructure Levy (EI Levy) that is due to expire in June 2012. Thus the council is
effectively seeking to cancel this levy 1-year early and replace it with a special
variation of a similar size that will be incorporated into its rates base.

Table 1.1 summarises the council’s application.

3 Pittwater Council, Section 508A Special Variation Application - Part A, Worksheet 1.

4 Under the Act, a council may apply to IPART to vary or revoke a special variation made under
Section 508A in any year. Any application will be assessed against any applicable Guidelines.
However IPART considers that a request to vary or revoke a special variation would be an
exception.
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1 Determination and executive summary

Table 1.1 Summary of Pittwater Council’s application for a special variation

Component 2011/12 2012/13 2013/14
Increase in place of existing Environmental 5.0

Infrastructure Levy %

Additional increase % 4.0 3.0
Assumed rate peg increase % 2.8 3.0 3.0
Total increase % 7.8 7.0 6.0

Note: IPART has set the rate peg for 2011/12 at 2.8%. For the purpose of this application, both IPART and the council
have assumed the rate peg will be 3.0% in 2012/13 and 2013/14.

Source: Pittwater Council, Section 508A Special Variation Application Form - Part B, pp 6-7.

The council has indicated that it will use the income raised by this special variation to
complete all projects associated with the EI Levy as planned by June 2012. After that
time, it will use this income, plus the requested increases in 2012/13 and 2013/14, to
fund its Community Priority Expenditure program.

The Community Priority Expenditure program is a $38.9m program of infrastructure
maintenance and environmental works the council plans to complete over the next
10 years. It mostly comprises capital works, including significant expenditure on
roads, footpaths and drainage, natural environment protection, as well as improving
facilities such as surf clubs, rock pools, sports fields and reserves, managing bushfire
and flood risk, and upgrading libraries (see Appendix A for more details on
Pittwater Council’s Community Priority Expenditure).

Pittwater Council indicated that this program of works was identified by applying its
Integrated Planning and Reporting Framework (IPRF), and reflects the priorities and
objectives of its community.

Table 1.2 includes the council’s estimate> of the total allowable increase in the
council’s permissible general income in the period 2011/12 to 2013/14. This estimate
has been verified by the DLG.

5 It is not possible to determine the council’s future general income with precision. A council’s
actual general income is affected by many factors, including the number of rateable properties
and adjustments for previous under-collection or over-collection of rates made by councils. The
DLG is responsible for monitoring and ensuring compliance.

Pittwater Council’s application for a special variation IPART
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1 Determination and executive summary

Table 1.2 Special variation requested by Pittwater Council, including the rate peg

amount
Year Annual Cumulative Annual  Cumulative Permissible
increase in increasein  increasein increase in general
general general general general income
income (%) income (%) income ($) income ($) ($)2
Y1 2011/12 7.80 7.80 2,375,708 2,375,708 32,836,153
Y2 2012/13 7.00 15.35 2,298,531 4,674,239 35,134,684
Y3 2013/14 6.00 22.27 2,108,081 6,782,319 37,242,765

a Permissible general income refers to the maximum general income that the council can generate in the year. It
equals the previous year’s notional general income level (2010/11) plus the annual dollar increase permitted by the

special variation percentage.

Source: Pittwater Council, Section 508A Special Variation Application Form - Part A, Worksheet 1.

1.2 IPART’s determination

Based on our assessment of Pittwater Council’s application in line with the
requirements of the Act and the Guidelines, IPART has decided to approve the
special variation percentages, as shown on Table 1.3 below, subject to the conditions

listed in Box 1.1.

The approved special variation percentage includes the rate peg. These increases

represent a cumulative increase of 22.3% for these 3 years, or 12.1% above the

assumed rate peg increases.

Table 1.3 Approved special variation for Pittwater Council, including the rate peg

Year Increase in general income Cumulative increase in general

(%) income (%)

Y1 2011/12 7.80 7.80
Y2 2012/13 7.00 15.35
Y3 2013/14 6.00 22.27

Source: Pittwater Council, Section 508A Special Variation Application Form - Part A, Worksheet 1.
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1 Determination and executive summary

Box 1.1 Conditions attached to the approved special variation for Pittwater Council

IPART's approval of Pittwater Council’s application for a special variation over the period from
2011/12to 2013/14 is subject to the following conditions:

¥ The council uses the additional income from the special variation for the purposes of
funding the expenditures on the Community Priority Expenditure outlined in the council’s
application as listed in Appendix A.

¥ The council reports in its annual report for each rating year over the period from 2011/12 to
2020/21 on:
- the program of expenditure on the Community Priority Expenditure listed in Appendix A
- the outcomes achieved as a result of the special variation
- its asset renewal and maintenance expenditure
- its productivity savings achieved, and
- any significant variations from its financial results as forecast in its Long Term Financial

Plan and any corrective action taken or to be taken.

¥ The council reduces its general income for the 2011/12 year by $1,432,845 (the value of the
expiring El Levy). This reduction in the council’s general income shall take place before the
council’s general income is increased in rating year 2011/12 in accordance with IPART’s
determination (Table 1.3 above).

For the council, our decision means that its general income is estimated to increase to
about $37.2m in 2013/14.6 All other things being equal, after this year, this income
will increase by the annual rate peg amount unless a further special variation
determination is made by IPART.”

For ratepayers, it means that average residential rates are estimated to increase by:

v 3.25% (or $41) in 2011/12

v 6.53% (or $85) in 2012/13

v 6.2% (or $86) in 2013/14.8

The estimated increase in average residential rates for 2011/12 is significantly lower
than the total increase in general income for this year. This is because the approved

special variation amount includes (and effectively replaces) the increase associated
with the final year of the EI Levy approved in 2005/ 06.

Pittwater Council, Section 508A Special Variation Application Form - Part A, Worksheet 1.
The actual general income in future years will be influenced by a range of factors apart from the
rate peg, such as changes in the number of rateable properties and other income adjustments
permitted under the Local Government Act 1993.

8 Pittwater Council, Section 508A Special Variation Application Form - Part A, Worksheet 5, and
IPART calculations.
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1 Determination and executive summary

1.3  Summary of IPART’s assessment

In assessing Pittwater Council’s application, we found that the main purpose of the
requested special variation was consistent with community priorities included in the
council’s strategic plans. We also found that the magnitude of the special variation
means that its impact on ratepayers (in terms of increased rates) will be low to
moderate. In addition, we found that the council’s application adequately meets the
6 criteria in the Guidelines for s508A applications. Table 1.4 summarises our findings
in relation to each of the criteria.

Table 1.4 Summary of our assessment of Pittwater Council’s application against the
6 criteria in the Guidelines

Criterion IPART findings
1. Demonstrated need for the The application adequately demonstrates the need for the
rate increases derived from special variation:

the councils Integrated

- ) v it reflects the needs included in the Community Strategic
Planning and Reporting

Plan which was established through extensive community

Framework engagement
v itis a result of long-term financial planning
v itincorporates alternative revenue sources.

2. Demonstrates community The results of an independently conducted survey and written
support for the special submissions indicate overall support for the special variation.
variation In future, the council should refer to the total increase in rates

(including assumed rate peg increases and any expiring
special variations) in its community surveys.

3. Reasonable impact on The special variation will not have an unreasonable impact on
ratepayers ratepayers given that:

v ratepayers currently pay the existing 5% Environmental
Infrastructure Levy and would otherwise pay this (plus the
assumed rate peg of 2.8%) in 2011/12

v therateincreasesin 2012/13 and 2013/14 are 4% and 3%
above the assumed rate peg increases of 3% respectively

v on average, the community has capacity to pay

v the council has a hardship policy in place to assist
pensioners and those in financial hardship.

4. Sustainable financing strategy The council has incorporated alternative revenue sources to
consistent with the principles  support operational costs and will take on a 10-year

of intergenerational equity borrowing program to support its capital works program.
5. An explanation of the The council has achieved productivity savings in the past and
productivity improvements aims to do so in the future. We encourage it to continue

the council has realised in past exploring opportunities for further productivity
years, and plans to realise over improvements.
the requested special

bl ; We suggest that the council clearly communicates to its
variation period

residents on the nature and value of productivity
improvements made.

6. Implementation of Integrated  The DLG advised IPART that the council’s implementation of
Planning and Reporting the IPRF has been satisfactory. All plans and documentation
Framework have been reviewed by DLG.

6 | IPART Pittwater Council’s application for a special variation



1 Determination and executive summary

1.4  Structure of this report
The rest of this report explains the council’s application and our assessment of it in
more detail:

v Chapter 2 provides some background information, including Pittwater Council’s
profile, sources of revenue, and recent revenue and expenditure trends

v Chapter 3 summarises the council’s 2011/12 application for a special variation

v Chapter 4 discusses our assessment of the application against the 6 criteria
included in the Guidelines in detail.

Pittwater Council’s application for a special variation IPART | 7
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Background

Pittwater Council is situated at the northern end of Sydney’s northern beaches and
its land mass is located entirely on a peninsula. It includes the suburbs of Palm
Beach and Avalon in the north and Warriewood and Narrabeen North in the south.

Compared to other councils in NSW, Pittwater is one of the least disadvantaged. Its
SEIFA ranking is 144, which indicates it is among the 10 least disadvantaged councils
in the state.9 The average income of residents in the Pittwater area was $60,794 in
2008.10

In 2009/10, the average residential rates were $1,156. This is considerably higher
than the average rates for other councils in the same Division of Local Government
(DLG) grouping!! as Pittwater Council ($886), and the average for all councils in
NSW ($643).12

Table 2.1 provides an overview of the council’s profile. The sections below provide
further background information on the council’s application for a special variation,
including its sources of revenue, recent expenditure and revenue trends, and
previous applications for special variations.

9 SEIFA is the Socio-Economic Index for Areas published by the Australian Bureau of Statistics
and incorporates a number of individual indexes and can be used to determine the level of
social and economic well-being in regions relative to one another. One of the indexes is the
Index of Relative Socio-economic Advantage & Disadvantage for NSW in 2006. The SEIFA used
in this report ranks Local Government Areas from 1 to 153 (includes 1 ranking for
"unincorporated NSW"). A rank of 1 means the council is least advantaged relative to all the
other councils in NSW. A ranking of 153 means it is least disadvantaged relative to all the other
councils in NSW.

10 DLG, unpublished comparative data, 2009,/10.

11 DLG, Snapshot of NSW Councils: Comparative Information on NSW Local Government
Councils 2008/09, page 11. The Australian Classification of Local Governments (ACLG) system
classifies councils into 22 categories according to their socio-economic characteristics and their
capacity to deliver a range of services to the community. DLG has reduced this to 11 groups
because some of the ACLG categories contained few or no councils in New South Wales. DLG
Group 2 Councils are: Ashfield Council, Botany Bay Council, Burwood Council, Hunters Hill
Council, Kogarah Council, Lane Cove Council, Leichhardt Council, Manly Council, Mosman
Council, North Sydney Council, Pittwater Council, Strathfield Council, Waverley Council,
Willoughby City Council, and Woollahra Council.

12 DLG, unpublished comparative data, 2009,/10.
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2 Background

Table 2.1 Pittwater Council’s profile

Area (km?)a 125
Population 58,818
Average annual income, 2008 ($) 60,794
Growth in average annual income 2005 to 2008 3.7
(%)

Ratio of average residential rate (2009/10) to 1.9
average annual income (2008) (%)

SEIFA (NSW Rank)b 144
No of annual rate assessments in 2011/12¢ 24,356
Average rate level - residential, 2009/10 1,156
Annual operating expenditure (Sm) 59.03
Staff (FTEs) 280
DLG groupingd Group 2 - Urban small/medium metropolitan
IPRF groupinge Group 1 - Joined the DLG IPRF

a Source: Pittwater Council, council website,
http://www.pittwater.nsw.gov.au/council/council_information/About_Pittwater.

b Seefootnote 9.
c Pittwater Council, Section 508A Special Variation Application Form - Part B, p 70.
d Seefootnote 11.

e TheIntegrated Planning and Reporting Framework (IPRF) is currently being phased in over a 3-year period. DLG
has classified councils into one of 3 groups. Group 1 have joined the Framework, Group 2 will join in 2011 and Group 3
will join from 2012.

Source: ABS, National Regional Profiles, NSW councils, November 2010 and DLG, unpublished comparative data,
2009/10.

2.1 Sources of revenue

Pittwater Council raises most of its revenue through rates, annual charges and user
fees. The percentage of its total revenue that comes from rates and annual charges is
higher than the average percentage for all other councils in the same DLG Grouping.
For example, in 2009/10, 63.8% of Pittwater Council’s total revenue came from rates
and annual charges (Figure 2.1). This compares to an average of 53.2% for other
councils in its DLG Grouping, and 47.4%for all councils in NSW.13

13 DLG, unpublished comparative data, 2009/10.
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2 Background

Figure 2.1 Pittwater Council’s revenue sources, 2009/10

Contributions QOther

Grants 2.5% 5.6%

6.6%

Interest
2.4%

User Fees
19.1%

Note: Rates revenue includes revenue from ordinary rates, special rates and annual charges.
Data source: DLG, unpublished comparative data, 2009/10.

2.2 Expenditure and revenue trends

Pittwater Council’s total revenue and expenditure have grown at similar rates over
the past 12 years. On average, its total expenditure has been below its total revenue
(Figure 2.2).

Figure 2.2 Pittwater Council’s ordinary expenditure and revenue growth, $ million,
2009/10 dollars

70

60 e

§) p—

40
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10

O T T T T T T
1998/99 2000/01 2002/03 2004/05 2006/07 2008/09

= Total Revenue Total Expenditure Rates revenue

Note: Total revenue includes revenue from ordinary and special rates, annual charges, interest, grants, contributions
and other revenue. It does not include sewerage and water charges. Total expenditure also excludes water and
sewerage expenditures.

Data source: DLG, unpublished comparative data, 2009/10. IPART has converted revenue and expenditure figures
into real terms using the Sydney CPI as a deflator.
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2 Background

2.3  Previous special variation to general income

Pittwater Council has had 2 special variations approved in the past 10 years:

v In 2001/02, the Minister for Local Government approved a single year increase of
7.7% under section 508(2) for a fixed term of 5 years, to fund the purchase of
environmental land.

v In 2005/06, the Minister for Local Government approved a single year increase of
8.5% under section 508(2) of the Local Government Act 1993 for a fixed term of
7 years for an Environmental Infrastructure Levy (EI Levy). The levy is still in
effect and is due to expire in June 2012. It now represents less than 5% of
Pittwater Council’s rates base, as the rates base has increased since 2005 due to
rate peg increases.14

14 DLG, Special Variation Master Record, copy provided to IPART in October 2010.

Pittwater Council’s application for a special variation IPART | 11
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Pittwater Council’s 2011/12 application

Pittwater Council applied to IPART for a special variation to its permissible general
income in 2011/12 under section 508A of the Act. The sections below summarise the
council’s application, then explain how Pittwater Council proposes to allocate the
rate increases implied in its application among ratepayers, and why it considers these
increases are necessary.

3.1 Summary of Pittwater Council’s application

Pittwater Council applied to increase its permissible general income by:
v 7.8% in2011/12

v 7% in2012/13

v 6% in2013/14.15

These increases represent a cumulative increase of 22.3% for the 3 years to 2013/14.
They incorporate the rate peg increase for 2011/12 of 2.8% and an assumed rate peg
increase for the other years of 3%,16 and therefore reflect the total amount by which
the council proposes to increase its general income.

Since these increases relate to a special variation under section 508A of the Act, the
additional income raised from the variation by 2013/14 will be incorporated
permanently into Pittwater Council’s rates base.l” From 2014/15 onwards, this rates
base will be increased annually by the rate peg amount.

Table 3.1 summarises Pittwater Council’s application. It shows that the requested
increase in 2011/12 includes the value of the existing EI Levy that is due to expire in
June 2012 (discussed in section 2.3). The council is seeking to cancel the EI Levy
1 year early, and replace it with a special variation of a similar size that will be
incorporated into its rates base. It has indicated that it will use the income raised by

15 Pittwater Council, Section 508A Special Variation Application Form - Part A, Worksheet 1.

16 TPART has set the rate peg for 2011/12 at 2.8%. We will set the rate pegs for 2011/12 and
2013/14 in December 2011 and 2012 respectively. For the purpose of this application, both
IPART and the council have assumed it will be 3.0%. If it is higher or lower than assumed, this
will have no impact on the council’s future permissible general income, as the special variation
amount has been determined and will apply in future years.

17" The DLG Guidelines state that a special variation approved under section 508A of the Local
Government Act 1993 is incorporated into the rates base of the council.

IPART Pittwater Council’s application for a special variation



3 Pittwater Council’s 2011/12 application

this special variation to complete all projects associated with the EI Levy as planned
by June 2012. After that time, it will use this income, plus the requested increases in
2012/13 and 2013/14, to fund its Community Priority Expenditure program.

Table 3.1 Summary of Pittwater Council’s 2011/12 application for a special variation

Component 2011/12 2012/13 2013/14
Increase in place of existing Environmental 5.0 - -
Infrastructure Levy %

Additional increases % - 4.0 3.0
Assumed rate peg increase % 2.8 3.0 3.0
Total increase % 7.8 7.0 6.0

Source: Pittwater Council, Section 508A Special Variation Application Form - Part B, pp 6-7.

If we were to disallow Pittwater Council’s special variation application there would
be a minimal differencel$ in its general income for 2011/12 as the existing EI Levy
would remain in place until it expires in June 2012.

However, in 2012/13, the council’s income would be around $1.4m less than it
proposes for that year due to the expiry of the EI Levy and its inability to raise the
additional income it proposes in that year.19

3.2 How does Pittwater Council propose to allocate the rate increases
among ratepayers?

Pittwater Council has 3 ordinary categories of rates within its rating structure: a
‘Residential’, “‘Farmland” and ‘Business’, as well as a location-specific business sub-
category, ‘Business Warriewood Square’. It also levies minimum rates on ratepayers
within the residential and business categories. In 2010/11, approximately 22% of its
residential ratepayers were on the minimum rate of $683.15, and approximately 62%
of its business ratepayers were on the minimum rate of $872.15.20 The 1 location-
specific business sub-category does not have a minimum rate.

The council intends to allocate the rate increases from the special variation
application fairly evenly among its ratepayer categories, with only small differences
in the percentage increase in rates each category will face. It intends to increase the
minimum rates for each category by around 3% in 2011/12 (because the first year
increase is effectively a continuation of the existing EI Levy) and then by the special
rate variation percentage increases in subsequent years.2

18 The minimal difference occurs because the existing EI Levy is marginally less than 5%.

19 Pittwater Council, Section 508A Special Variation Application Form -Part A, Worksheet 4 and
Part B, p 8.

20 Pittwater Council, Section 508A Special Variation Application Form - Part B, p 84 and Part A,
Worksheet 2.

21 Pittwater Council, Section 508A Special Variation Application Form -Part A, Minimum rates,
Worksheet 5 and IPART calculations.

Pittwater Council’s application for a special variation IPART
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3 Pittwater Council’s 2011/12 application

Given that ratepayers are already paying for the first year increase of 5% via the
existing EI Levy, the actual impact on the average residential rate payers will be
around 17% over the 3 years to 2013/14. The total cumulative increase including the
existing EI Levy will be around 22.3% over the 3 years to 2013/14.22

Table 3.2 shows the council’s requested increases in average and minimum rates for
the residential and business categories (the categories that generate the majority of its
rates revenue). If we were to disallow the council’s application, rates would fall in
2012/13. Detail on requested increases for all ratepayer categories is provided in
Chapter 4, Table 4.2.

Table3.2 Pittwater Council’s requested rate increases for residential and business

ratepayers

2010/112 2011/12 2012/13 2013/14
Average residential ratesb($) 1,260 1,301 1,386 1,472
$ Increase 41 85 86
% Increase 3.25 6.53 6.20
Residential minimum rates (S) 683 703 753 798
$ Increase 20 49 45
% Increase 295 7.00 6.00
Average business ratesb ($) 1,857 1,914 2,038 2,165
$ Increase 57 124 127
% Increase 3.07 6.48 6.23
Business minimum rates ($) 872 898 961 1,018
$ Increase 26 63 58
% Increase 2.96 7.00 6.00

a 2010/11 does not apply to the variation but is included for comparative purposes.
b The average residential and business rates include all ordinary and special rates that are applicable to ratepayers.

Note: The actual percentage increases for each ratepayer category differ from the special variation amounts for
2 reasons. First, the council has applied to increase its general permissible income by $1.5m, which is higher than the
value of the existing levy at around$1.4m and secondly, valuation adjustments affect 2012/13 and 2013/14.

Source: Pittwater Council, Section 508A Special Variation Application Form — Part A, Worksheet 1 and Worksheet 2, Part B,
p 82 and IPART calculations.

22 Ppittwater Council, Section 508A Special Variation Application Form, Part A, Worksheet 5.
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3 Pittwater Council’s 2011/12 application

3.3  Why does Pittwater Council consider the requested increases are
necessary?

In its application, Pittwater Council indicated that the main reason the requested
increase in its general income is necessary is to fund its Community Priority
Expenditure program. This is a $38.9m program of infrastructure maintenance and
environmental works the council plans to complete over the next 10 years. Detail on
the individual components of this program is provided in section 4.2.1.

3.3.1 Requested increase for 2011/12

As discussed above, Pittwater Council currently charges ratepayers an EI Levy,
which is scheduled to expire in June 2012. The levy was approved in 2005 as a
section 508(2) special variation of 8.5% for a period of 7 years. It now represents just
less than 5% of its rates base, as the rates base has increased since 2005 due to rate
peg increases.

The council is seeking to replace the time-limited EI Levy with a special variation
amount of a similar size, so the additional income raised by the levy can become a
permanent part of the rates base. Once the planned program of works associated
with the levy has been completed in June 2012 the council proposes to use the
additional income as the basis for funding its Community Priority Expenditure
program.

The existing EI Levy raised $1.4m in 2010/11. Pittwater Council has applied to
increase its general income by around $1.5m for 2011/12 in addition to $855,476 for
the rate peg.23

3.3.2 Requested increases for 2012/13 and 2013/14

Pittwater Council proposes further increases to its general income of 7% and 6% in
2012/13 and 2013/14 respectively. These increases will add an extra $2.4m to the
council’s income. This means that by 2013/14 the council will raise additional
income of $3.9m per annum (including the $1.5m in place of the EI Levy).2¢ This
additional income will be retained in the rates base and from 2014 /15 will be indexed
annually by the rate peg amount. This income will be used to fund the Community
Priority Expenditure program of works to 2020/21.25

23 Pittwater Council, Section 508A Special Variation Application Form - Part B, p 8.
24 Pittwater Council, Section 508A Special Variation Application Form - Part B, p 8.
25 Pittwater Council, Section 508A Special Variation Application Form - Part B, p 21.
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3 Pittwater Council’s 2011/12 application

Table3.3 Impact of Pittwater Council’s requested special variation on its
permissible general income ($)

Current
(2010/11) 2011/12 2012/13 2013/14 2014/15

Rate peg 771,836 852,818 985,085 1,054,041 1,117,283
El Levy 1,432,845 -1,432,845

Special rate variation 1,522,889 1,313,446 1,054,041

Permissible income 31,890,634 32,836,153a 35,134,684 37,242,765 38,360,048

@ The permissible income for 2011/12 also includes a catch up amount of $2,657.
Source: Pittwater Council, Section 508A Special Variation Application Form - Part A, Worksheets 1 and 4 and Part B, p 8,
and IPART calculations.
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IPART's assessment of the council’s application

IPART has assessed and made a determination regarding Pittwater Council’s
application for a special variation to its general income for the period from 2011/12
to 2013/14.

We have decided to accept the special variation as requested by the council. We are
allowing a special variation to its general income for the period 2011/12 to 2013/14
of 7.8% in 2011/12, 7% in 2012/13 and 6% in 2013/14. These amounts include the
rate peg increases that would otherwise be available to the council. The council’s
general income will increase by an average of 4% a year above the rate peg amount
over the next 3 years.

We assessed Pittwater Council’s application for a special variation as a whole taking
account of the purpose and magnitude of the special variation requested. This
provided the relevant context for assessing the application against the 6 assessment
criteria included in the Guidelines. These criteria are:

1. demonstrated need for the rate increases derived from the council’s Integrated
Planning and Reporting Framework (IPRF)

2. demonstrated community support for the special variation
3. reasonable impact on ratepayers

4. sustainable financing strategy consistent with the principles of intergenerational
equity

5. an explanation of the productivity improvements the council has realised in past
years, and plans to realise over the special variation period

6. implementation of the IPRF.

The sections below summarise our overall findings, then explain our assessment and
findings on each criteria.

Pittwater Council’s application for a special variation IPART
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4 |PART's assessment of the council’s application

4.1 Summary of findings against the 6 criteria

Pittwater Council’s 2011/12 application for a special variation is seeking a modest
increase in its general income. In assessing Pittwater Council’s application we found
that the main purpose of the requested special variation was consistent with the
priorities of the Pittwater community reflected in the council’s strategic plans.
IPART is satisfied that the council’s application adequately meets all 6 criteria in the
Guidelines.

Pittwater Council has provided evidence that it has engaged with the community
extensively to determine expenditure priorities and to determine whether there is
support for the requested rate increases. We consider that it could have improved its
community survey by more clearly presenting the average increase in rates. In
future, we would like the council to present the total increase in rates, including
assumed rate peg increases, in its community surveys.

4.2 Criterion 1 - Demonstrated need for the rate increases

Councils seeking special variations must demonstrate that their requested increase in
general income is necessary. This includes supporting their application with relevant
strategic and financial planning information, and providing evidence that the income
raised by the special variation will be used to fund an efficient and feasible program
of expenditure, and (if possible) that the special variation will improve their financial
sustainability.

Overall, we are satisfied that Pittwater Council has demonstrated the need for the
special variation. In particular, we are satisfied that:

v the purpose of the special variation is consistent with community objectives
flowing from the council’s strategic planning and reflects its community’s
priorities

v the program of expenditure the council proposes to fund using the income raised
by the special variation is efficient and feasible

v the special variation will have a positive effect on the council’s recurrent and
capital financial sustainability.

IPART Pittwater Council’s application for a special variation



4 |PART's assessment of the council’s application

4.2.1 Relevant strategic financial planning information

Pittwater Council has requested the special variation to fund a program that includes
around $36m of capital works and around $2.9m of operational programs.26 The
combined $39m program includes:

v $16.9m for roads, footpaths and drainage (including works on Scotland Island)
v $10.5m for natural environment protection

v $8.2m for improvements to facilities like surf clubs, rock pools, sports fields and
reserves

v $2.8m for management of bushfire and flood risk

v $673,000 for library upgrades.2”

Pittwater Council indicated that the above program of works was identified through
its IPRF, which involved:

v engaging the community to develop the council’s community strategic plan
Pittwater’s 2020 Strategic Plan - Our Sustainable Future

v developing a long-term financial strategic plan to deliver the community strategic
plan.28

Pittwater Council also noted that the outcomes of its community consultation and
engagement in relation to the special variation application indicate the program of
works reflects the priorities and objectives of its community (See section 4.3 for more
information).

4.2.2 Isthe proposed program of expenditure efficient and feasible?

We have not carried out a detailed evaluation of each capital project in Pittwater
Council’s proposed program of expenditure; rather we have examined the
information the council provided in its application. We consider the proposed
expenditure estimates are based on appropriate research and feasibility work,
including:

v extrapolation from similar contracted works - for example, cost estimates for bush
regeneration and bushfire hazard reduction works are based on benchmark
outcomes for similar activities

v established unit rates associated with specialist contracted services, including
road resurfacing, road rehabilitation, footpath construction and drainage works

26 Pittwater Council, Section 508A Special Variation Application Form - Part B, p 20.

27 Pittwater Council, Section 508A Special Variation Application Form - Part B, p 47 and IPART
calculations.

28 Pittwater Council, Section 508A Special Variation Application Form - Part B, p 11.
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4 |PART's assessment of the council’s application

v independent structural assessments, including condition assessments and
associated estimate of cost of repairs required for wharves and surf club
buildings.

Appendix A includes a summary of Pittwater Council’s proposed expenditure
estimates in its Community Priority Expenditure program to 2020/21.

4.2.3 Will the special variation have a positive effect on the council’s sustainability?

Pittwater Council’s application compared its projected operating result with and
without the requested special variation (Figure 4.1). The comparison indicates that
the council will have a surplus of about $181,000 in 2020/21 with the special rate
variation (SRV), and a deficit of $3.9m without the special variation.2

Figure 4.1 Pittwater Council’s 10-year projected operating results including and
excluding the requested special variation ($m)

3
M Base Case Base Case + All Scenarios (Including SRV)
2
1
-1
-2
-3
-4
2011/12 2013/14 2015/16 2017/18 2019/20

Data Source: Pittwater Council, Section 508A Special Variation Application, Supporting Document, Section 5-9, Part 3 -
Long Term Financial Plan 2011/21, p 8.

The council’s application also provided the projected impact of the special variation
on its key performance indicators, including financial performance indicators and
asset performance indicators. This information indicates the special variation will
have a positive effect on the council’s recurrent (particularly its operating balance
ratio) and capital sustainability (its asset renewal and broad liabilities ratios).30

29 Pittwater Council, Section 508A Special Variation Application, Supporting Document, Section 5-9,
Part 3 - Long Term Financial Plan 2011/21, p 8.

30 Note we have not undertaken a detailed review of the financial sustainability of individual
councils. It is the responsibility of each council and the council management team to manage
council budgets and to make financial decisions regarding revenue and expenditure. We have
not been asked to undertake this function, only to review applications for rate increases against
certain criteria.
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The council’s application has also indicated that in making its application for a
special variation, it considered alternative sources of income to fund the proposed
expenditure program. In addition to the income raised through the special variation,
the council proposes to fund this program through:

¥ new borrowings

v higher user fees, charges, grants and other income.

Pittwater Council’s loan balance will be around $7m at the end of 2011/12 (without
new borrowings). It has indicated that it will be establishing a 10-year rolling
borrowing program of $1m per annum, starting 2011/12. This will mean the
council’s debt level will increase to $8m and be maintained at around $8-$9m over
the next 10 years (with interest repayments from $1.5 to $2m per annum). Its debt
service ratio will be maintained at between 2% to 2.6%.31 Pittwater Council has
indicated that the loan borrowing program will not go ahead if the special variation
application is not approved as it requires the additional funds to help pay for the
increase in borrowing costs.

The council also plans to raise selected user fees and charges, where suitable, by 2%
above CPI. This will generate approximately $50,000 more in operating income each
financial year.32

In addition, the council is in receipt of grant funding of around $4m per annum and
believes it may be able to source an extra $300,000. If the council is successful, this
would bring its total grant funding to approximately $4.3m per annum.33

4.3 Criterion 2 - Demonstrated community support

Councils seeking special variations must demonstrate that they have undertaken
extensive community consultation and obtained community support for the special
variation and the associated program of expenditure. The consultation material
should be clear and accurate and explain what the rate increase will be used for and
the impact on ratepayers.

Pittwater Council has engaged extensively with the community to determine
expenditure priorities and to determine whether there is support for the requested
rate increases. Overall, we are satisfied that the council has met these requirements.

In future, we would like the council to present the total increase in rates, including
assumed rate peg increases, in all documents seeking community support for
increased income and expenditure.

31 Pittwater Council, Section 508A Special Variation Application Form — Part B, p 29. The council has a
policy of its Debt Service Ratio not exceeding 5.5%.

32 Pittwater Council, Section 508A Special Variation Application Form - Part B, p 32.

33 Pittwater Council, Section 508A Special Variation Application Form - Part B, p 33.
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4.3.1 Extensive community consultation on the special variation and proposed

expenditure program

Pittwater Council’s application indicated that it implemented an extensive
community consultation and engagement strategy in relation to the special variation.
This strategy included:34

v

Publishing a draft delivery program and budget for 2010-14 and holding a public
meeting to discuss it in May 2010.

Carrying out a community survey in July 2010 to gauge residents’ satisfaction
with the council’s service delivery and obtaining feedback on areas that were
most important to residents. Council then briefed all 4 reference group meetings,
comprising of registered community groups, about the survey results and
discussed their implications.

Holding public meetings in Avalon and Mona Vale during March 2011 to discuss
the requested special variation.

Making a designated contact person available for residents to ask specific
questions about the requested special variation (this person received 23 calls from
residents seeking clarification on the special variation and the rate rises).

Adopting web-based engagement strategies designed to reach younger members
of the community. For example, comments could be made and answers given on
various web sites and social networks, including Facebook and Twitter.

Establishing a General Manager’s blog on which members of the community
could voice their opinions on the requested special variation and rates rises, and
the General Manager could respond.

Issuing media releases about the requested special variation and rate rises to local
media.

Distributing an on-line newsletter every month.

Undertaking a telephone survey to explain and gauge community views on the
requested special variation and rate rises. (See Box 4.1 for more details.)

Sending a special edition of the “Pittwater Report” to every ratepayer in February
2011. This report explained the requested rate increases and the council’s
rationale for seeking the special variation.

Expanding the council’s website to give detailed information about the requested
special variation.

Inviting submissions from ratepayers for 5 weeks up to the 11 March 2011.

34

Pittwater Council, Section 508A Special Variation Application Form - Part B, pp 64-75.
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Pittwater Council has also indicated it informed the business community about the
requested special rates variation, through the special edition of the “Pittwater Report”
that was sent to every ratepayer, and the special rate variation proposal was
discussed during a chamber of commerce meeting in Mona Vale with local business
owners. We note that the business community did not make any submissions
against the requested special variation or raise questions about it with the council.

We consider that, through the strategy outlined above, Pittwater Council has
involved the community through participatory processes and invited involvement to
ensure the council has a good understanding of community views, concerns and
aspirations. We also consider that the council presented the impact of its requested
special variation on rates to the community in a transparent and understandable
way. Table 4.1 summarises the information that it made available to the community.

Table 4.1 Pittwater Council’s presentation of the impact of its requested special
variation on rates ($)

2010/11 2011/12 2012/13 2013/14
Land Maximum Maximum Annual Maximum Annual Maximum Annual
value existing new increase new increase new increase

rate rate rate rate

Upto 683 705 22 751 46 795 44
$400,000
$500,000 780 805 25 858 53 908 50
$650,000 1,014 1,047 33 1,115 68 1,180 65
$750,0002 1,170 1,208 38 1,287 79 1,362 75
$900,000 1,404 1,449 45 1,544 95 1,634 90
$1.5m 2,340 2,416 76 2,574 158 2,723 149

a $750,000 is the average land value for the Pittwater council area.
Note: Inclusive of annual CPI of 2.8%.

Source: Pittwater Council, Section 508A Special Variation Application Form, Section 4, Part 3 — Pittwater Council Website-
Your Rates Change.

4.3.2 Community support for the special variation and the associated proposed
program of expenditure

Two elements of Pittwater Council’s community consultation strategy provide an
indication of the level of community support for the requested special variation.
These are the council’s telephone survey - which involved 400 respondents and is
described in Box 4.1 - and the invitation for submissions from ratepayers. The
outcomes of both these indicate a reasonable level of support for the special
variation.

Pittwater Council’s application for a special variation IPART
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Community telephone survey

The council’s telephone survey found that:

v 69% of respondents indicated support for the rate increase associated with the
requested special variation

v 92% of respondents considered that it is important for the council to implement
programs that will provide better environment, infrastructure and services3>

v 54% of respondents considered that it is either important or very important that
the council should be allowed to introduce the special rate variation.36

Respondents who indicated that they did not support the special rates variation gave
the following reasons for their view:

v rates are too high and that the council should cover additional costs through its
existing rate base

v the council should not expect to increase rates when residents” wages are not
increasing.3”

We have reviewed the survey material that was used in the telephone survey and
consider it to be reasonably informative and accurate. However, we have a concern
about the concept statement on the requested rate increases that was read to
respondents. In relation to the impact of the special variation on rates, the stated
words were:

For the average residential ratepayer, this would mean an extra $1.00 a week for each year
(ie, $150 over the life of the rate variation) above their current rates.38

Pittwater Council has indicated that the figures quoted are for the special variation
component of the requested rate increases only, and do not include the rate peg
increase of 2.8% in 2011/12 or the assumed rate peg increases of 3% in 2012/13 and
2013/14. This is consistent with the way the rate increases were presented to the
respondents earlier on in the telephone survey, given that they were informed that
the “proposed increases will be 5%, 4% and 3% each year, above CPI”.39

In future, surveys should present the total dollar increases in rates (including
assumed rate peg increases) in addition to the special variation component, to ensure
rate payers understand the full potential impact on them.

35 Pittwater Council, Section 508A Special Variation Application Form - Part B, p 73.

36 Pittwater Council, Section 508A Special Variation Application, Supporting Document Section 4, Part
2, Special Rate Variation, Community Research Report, prepared by Micromex Research,
February 2011.

37 Pittwater Council, Section 508A Special Variation Application Form - Part B, p 73 and footnote 36.

38 See footnote 36.

39 See footnote 36.
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Box 4.1 Micromex telephone survey

The telephone survey undertaken by Micromex:

v included 400 residents (which is a sufficiently large sample to provide results which are
accurate at the 95% confidence level)

v asked questions about respondents’ level of satisfaction with the council’s service delivery
areas and views on the importance of the council implementing programs that would
provide better infrastructure and service

¥ read out a special rates variation concept statement that described the council’s proposed
rate increases

v asked respondents directly whether they thought the rate rise was acceptable and why

v asked how important the respondent believed it was for Pittwater Council to introduce the
proposed special variation.a

a Special Rate Variation Community Research Report, prepared by Micromex Research, February 2011.

Submissions from ratepayers

Pittwater Council has indicated that it received 256 submissions from the public
about the requested special variation and rate rises, and that 52% of these
submissions were in favour.40 Some of the issues raised by ratepayers who were not
in favour included that:

v the council does not have a base charge in its rating structure

v they needed assurance that the funds raised would be spent as promised

v the funds being used for Scotland Island may not be equitable.

Pittwater Council also indicated that it has considered the submissions, and has
decided to:

v maintain the existing rate structure as it was established after a comprehensive
review in 200741

v form a monitoring committee that will oversee the $38.9m program of works and
will involve representatives from the community42

v proceed with the infrastructure works in Scotland Island (which represent 4% of
total program cost) as proposed, as it considers that all residents should have fair
access to similar resources.43

40 Pittwater Council, Section 508A Special Variation Application — Part B, p 75.
41 Pittwater Council, Section 508A Special Variation Application - Part B, p 76.
42 Pittwater Council, Section 508A Special Variation Application - Part B, p76.
43 Pittwater Council, Section 508A Special Variation Application - Part B, pp 76-77.
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4.3.3 Representations from the public on the requested special variation

We received 7 direct representations from the public in response to Pittwater
Council’s requested special variation. These were in addition to the representations
made to the council, which it has noted in its application (and are discussed in
section 4.3 below).44

The direct representations made to IPART were mainly from rate payers in Palm
Beach. One of the key concerns expressed in these representations was that Pittwater
Council does not have a base charge in its rating structure. However, this is not
relevant to our assessment of its application for a special variation, as the Local
Government Act 1993 gives councils the discretion to determine their rating structure
within broad parameters.

Other concerns expressed in the representations were that:

v the requested rate increases were not communicated effectively to the public, so
the community may not properly understand the full cumulative impact of the
proposed increases

v the council should do a mail-out survey to determine the level of community
support for its proposed rate rises, as the 256 written submissions to the council
(52% of which were in favour of the rate rises) are not representative of Pittwater
Council’s population of around 57,000

v the past efficiency gains of around $1.6m claimed by the council were not
credible45

v the council should make cutbacks in staffing costs and other cost saving measures
rather than increasing rates

v the council would not carry out its proposed $38.9m capital works program
within the 10-year timeframe.

We have considered the concerns raised by residents in our assessment. One of the
conditions applied to our approval of the special variation is that the council clearly
reports, over the period to 2020/21, on its program of expenditure and outcomes
achieved as a result of the special variation in its annual report.

44 Pittwater Council, Section 508A Special Variation Application - Part B, p 75.

45 There was a claim by the Palm Beach & Whale Beach Association that an online dingy system
had not yet materialised but the council has claimed it as an example of productivity gains
achieved (value of $37,500 per annum).
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4.4 Criterion 3 - Reasonable impact on ratepayers

This criterion is important, given that the primary purpose of regulating council
revenues is to protect ratepayers from unreasonable increases in rates. To assess
whether a council’s application meets the criterion, we considered the magnitude of
the impact of rate rises resulting from the requested special variation, the ratepayers
capacity to pay the increased rates, and evidence of community support for the
requested special variation (as discussed in section 4.3 above).

Overall, we are satisfied that Pittwater Council’s requested special variation and rate
increases will have a reasonable impact on ratepayers, given that:

v ratepayers are already paying for the rate increase in the first year (due to the
existing Environmental Infrastructure Levy (EI Levy)) and the rate increases in the
subsequent years are at a moderate level of 4% and 3% above an assumed rate peg
of 3%

v the income and socio-economic indicators suggests most residents have the
capacity to pay the increased rates

v the council has a hardship policy in place that will assist pensioners and those in
financial hardship who may not have the capacity to pay the increased rates.

4.4.1 The magnitude of the rate increases is moderate

As the first year of the special rates variation is the existing EI Levy, the impact on
residents in 2011/12 will be approximately the rate peg increase. In subsequent
years the increases will be 4% and 3% above rate peg increases (which has been
assumed to be 3%).

Table 4.2 shows the impact of the requested special variation on the average rates for
each category of ratepayer. For residential ratepayers, who make up most of
Pittwater Council’s ratepayers,46 the special variation will mean that in 2013/14,
average annual rates will be $1,472. This is $212 more than the current average
annual rates (ie, in 2010/11) for residential ratepayers, and around $98 more than if
residential rates were to increase by the rate peg amount only over the next 3 years.47

46 Residential properties represent 92% of the council’s rateable properties. Pittwater Council,
Section 508A Special Variation Application — Part B, p 81 and IPART calculations.

47 The rate peg is 2.8% in 2011/12 and assumed to be 3% in 2012/13 and 2013/14. $98 = $1,472 -
$1,374 where $1,374 = $1,260 x (1.028)x(1.03)x(1.03), ie, if the average residential rate were to
increase in line with assumed rate peg increases only.
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Table 4.2 Impact of the requested special variation on average rate levels for each

category of ratepayer

2010/112 2011/12 2012/13 2013/14
Residential rates ($) 1,260 1,301 1,386 1,472
$ Increase 41 85 86
% Increase 3.25 6.53 6.20
Business rates ($) 1,857 1,914 2,038 2,165
$ Increase 57 124 127
% Increase 3.07 6.48 6.23
Business rates- 70,895 73,322 78,081 82,953
Warriewood Square ($)
$ Increase 2,427 4,759 4,872
% Increase 342 6.49 6.24
Farmland rates ($) 2,112 2,185 2,326 2,472
$ Increase 73 146 146
% Increase 346 6.45 6.28

@ 2010/11 does not apply to the variation but is included for comparative purposes.
Source: Pittwater Council, Section 508A Special Variation Application - Part A, Worksheet 5 and IPART calculations.

4.4.2 Mostresidents appear to have the capacity to pay

In assessing residents’ capacity to pay the increased rates, we considered several
socio-economic indicators and the council’s hardship policies.

One of the inputs we considered was the SEIFA index. As noted in Chapter 2, this is
a LGA index of relative socio-economic advantage and disadvantage of NSW
councils. It ranks from 1 to 153, where 153 represents the least disadvantaged council
area relative to all the other council areas in NSW.48 Pittwater Council’s SEIFA
ranking is 144, which indicates that it is among the 10 least disadvantaged councils in
the state.

We also considered the latest ABS data on average income levels for local
government areas (Table 4.3). This data shows that the average income among
residents in the Pittwater Council area was around $61,000 in 2008. This is less than
the average for other councils in its DLG group (Group 2), but greater than the NSW
average income of around $40,000. The council’s average residential rates represent
a higher proportion of average annual income than other councils in its DLG group
and the state as a whole.

48 There are 152 local councils in NSW plus 1 “unincorporated NSW” included in the rankings.
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Table 4.3Pittwater Council - Income and socio-economic indicators

Pittwater DLG Group 2 NSW average

Council average
Average annual income, 2008 ($) 60,794 71,419 40,193
Growth in average annual income, 2005- 3.7 4.4 4.0
2008 (%)
Ratio of average residential rates (2009/10) 1.9 1.4 1.6
to average annual income, 2008 (%)
SEIFA (NSW ranking) 144

(10™ highest)

Source: ABS, National Regional Profiles, all NSW councils, November 2010 and DLG, unpublished comparative data,
2009/10.

4.4.3 The council has hardship policies to assist those with less capacity to pay

We examined Pittwater Council’s hardship policies, Rebates and Accruals of Pensioner
Rates, Domestic Waste Charges and Interest and Rates Collection and Recovery. We note
that under these policies, the council provides assistance for residential ratepayers in
financial hardship.

As required in NSW, Pittwater Council offers a rebate to pensioners that represents
half of all the council rates and charges levied on them to a maximum of $250.
Pittwater Council also offers an extended rebate of up to $150 for certain eligible
individuals and pensioners under the retirement age and those on a disability
support pension for visual impairment. In addition, it provides the opportunity for
individuals to enter into a mutually agreed payment option and may also write off
interest charges for some.

The council has indicated that as at 19 April 2011, 123 assessments had accessed
hardship provisions in 2010/11. This represents around 0.5% of total assessments in
that year.49

4.5 Criterion 4 - Sustainable financing strategy consistent with
intergenerational equity principles

Councils seeking special variations must demonstrate that they have considered the
use of all available financing options to address their capital expenditure
requirements. Their financing strategy must be both sustainable and ensure
intergenerational equity. The concept of intergenerational equity means that the
costs of long lived assets (like infrastructure) are shared between current and future
users, based on their share of the use of these assets over their life. For example, this
may be achieved by council borrowings, which spread the financing costs of

49 Pittwater Council, email correspondence to IPART, 21 April 2011.
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infrastructure over a long period, rather than meeting these costs through large rate
increases in the short to medium term.

Overall, we are satisfied that Pittwater Council has a sustainable financing strategy
that is consistent with intergeneration equity. The council has considered other
methods of financing its proposed expenditure program as part of its long-term
financial plan. As discussed in section 4.2.3 above, it has considered the use of debt,
increasing user fees and charges and increasing the amount of grant funding they
can obtain.

In addition to the funds to be raised by the requested special variation, the council
proposes to use alternative revenue sources and a 10-year borrowing program to
support the costs associated with its overall expenditure program. We consider it
sustainable, as the program will increase the council’s debt ratio to only around 2%
to 3% over the next 10 years.50

4.6 Criterion 5 - Productivity improvements

Councils seeking special variations must demonstrate that they have implemented a
program of productivity or efficiency improvements to ease expenditure pressures
before considering an increase in rates. In particular, they need to provide details of
the productivity improvements they have realised over the past 2 or more years, and
the efficiencies and productivity improvements they propose to realise over the
period of the special variation.

Overall, we are satisfied that Pittwater Council has achieved productivity savings in
the past and has plans in place to do so in the future. We note that in its application
of a special variation, the council indicated that:

v it has achieved productivity improvements in recurrent expenditure of around
$1.6m in the past 3 years

v it has identified the potential for productivity improvements of $750,000 per
annum

v in the coming years, it has factored in a conservative estimate of future efficiency
savings of $300,000 per annum in its Long-Term Financial Plan (LTFP),5! which
represents around 0.46% of its projected ordinary expenses in 2011/12
($64,500,752).52

As part of our assessment, we examined comparative data on productivity from DLG
for 2009/10 (Table 4.4). These data indicated that despite Pittwater Council having a
lower number of staff for its population relative to other DLG Group 2 councils and
the NSW average, it had higher average employee and consultancy costs.

50 Pittwater Council, Section 508A Special Variation Application - Part B, p 95.

51 Pittwater Council, Section 508A Special Variation Application - Part B, p 98.

52 The projected ordinary cost of $64,500,752 is a result of deducting the efficiency gains and so
0.46% has been calculated as 300,000/ (64,500,752+300,000).
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We note that the council’s LTFP includes no net increases in staffing numbers over
the coming 10 years. We encourage the council to manage its functions over the
coming 10 years without significantly increasing its staffing or consultancy costs.

Table 4.4 Pittwater Council’'s comparative performance against productivity
indicators, 2009/10

Pittwater Average for DLG NSW average

Council Group 2

Number of FTE staff 280 295 293
Ratio of population to FTE staffa 210 174 126
Average cost per FTE ($) 82,304 75,558 68,973
Employee costs as % ordinary 39.0 44.0 386
expenditure

Consultancy/contractor expenses ($) 10,605,000 6,662,067 5,948,248
Consultancy/contractor expenses % 18.0 134 8.6

ordinary expenditure

a This ratio indicates the number of residents in the population per council FTE. A higher ratio indicates that there
are fewer council staff for each person in the community where as a lower ratio indicates that there are more council
staff for each person in the community.

Source: DLG, unpublished comparative data, 2009/10.

We also encourage the council to continue to pursue efficiency improvements
beyond the $750,000 per annum of efficiencies identified in its application. Further,
we encourage it to keep monitoring its financial performance as part of its LTFP and
budgetary review processes.

In addition, we suggest that Pittwater Council clearly communicate to its community
the nature and value of the productivity improvements that it has made, as we have
received a direct representation from the public that claimed the on-line dinghy
system had not yet materialised.

4.7 Criterion 6 - Implementation of Integrated Planning and Reporting
Framework

To apply for a special variation under section 508A of the Act, councils must have
implemented the Integrated Planning and Reporting Framework (IPRF), including
developing a 10-year community strategic plan, a 4-year delivery program, an annual
operational plan and a detailed resourcing strategy.

Overall, we are satisfied that Pittwater Council has met this criterion. In 2011 DLG
reviewed the council’s IPRF documents and commented that these documents were
“generally well-integrated and quite comprehensive, but would benefit from a
consistent numbering system to clarify linkages between the goals, objectives and
actions in each of these documents” .53

53 DLG, Summary of the further review of council’s Integrated Planning and Reporting documentation
(May 2011), Pittwater Council, p 28.
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In addition, DLG commented that Pittwater Council’s community consultation is
thorough and well documented, and there is good evidence of on-line community
engagement. DLG suggests that the council could improve its LTFP by expressing it
in more simple terms to make it easier for the community to understand.

Further, DLG commented that “the creation of meaningful Key Performance
Indicators for all of the actions set out in the Delivery Program/Operational Plan
would be useful so that achievement of the objectives can be measured and
demonstrated to the community”.54

54 DLG, Summary of the further review of council’s Integrated Planning and Reporting documentation
(May 2011), Pittwater Council, p 28.
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Pittwater Council’s Community Priority Expenditure

The following table lists the Community Priority Expenditure works that Pittwater
Council intends to carry out over the 10 year period to 2020/21 using the funds
raised by the requested special variation from 2011/12 to 2020/21.
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Table A.1 Pittwater Council’s Priority Community Expenditure ($)

Projects & Programs 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 10 Year
Total
PCYC (Police, Citizen and Youth 638,321 638,321
Club) (Council Component)
Mona Vale Village Park Outdoor 319,161 658,109 977,270
Performance Space
Sports Field and Open Space 55,500 44,622 47,200 48,649 50,142 51,682 53,268 54,904 56,590 58,328 520,885
Improvements
Avalon Surf Club Stage 1 299,506 999,183 1,298,689
Mona Vale Surf Club 480,410 480,410
Newport Surf Club 100,002 100,002
South Palm Beach Pavilion 451,954 451,954
North Palm Beach Surf Club 60,051 371,477 431,528
North Narrabeen Rock Pool / 383,569 56,494 440,064
Amenities
Warriewood Beach Amenities 186,386 186,386
South Palm Beach Rock Pool 116,491 116,491
Amenities
Palm Beach Wharf 500,035 500,035
Newport Wharf 458,913 458,913
Bennett's Wharf 180,782 180,782
Mackerel Beach Wharf 282,472 282,472
Bayview Wharf 291,228 291,228
Taylors Point Wharf 87,368 87,368
Scotland Island Wharves 122,316 384,747 507,063
103,100 106,296 209,396

Boating Infrastructure

ainypuadxg Aoud AHUNWWO) §,[1PUNO) JS1eMild VY |



1HVdl uoneuea |eads e soy uonedijdde s,|1DUno)) Js1emnid

LE

Projects & Programs 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 10 Year
Total

Facilities and Services at Beaches 51,550 106,296 109,591 112,989 116,491 120,102 123,826 127,664 131,622 1,000,131

(eg, Dune Restoration)

Pittwater Estuary and Coastline 223,857 103,100 106,296 131,510 135,586 139,790 144,123 148,591 153,197 157,946 1,443,996

Rehabilitation

Facilities and Services at Beaches 103,100 106,296 109,591 112,989 116,491 120,102 123,826 127,664 131,622 1,051,681

(Extension of Lifeguard Services)

Cleanliness of Beaches and 41,240 42,518 43,837 45,195 46,597 48,041 49,530 51,066 52,649 420,673

Ocean pools

Bushland Reserve Regeneration 125,000 119,495 175389 202,744 225977 256,281 264,225 272,416 280,861 289,568 2,211,957

Ingleside Chase (Escarpment) 25,775 27,398 29,123 30,956 32,905 146,158

Bushland Restoration

Reconnection and Enhancement 31,889 32,877 33,897 34,947 36,031 37,148 38,299 39,487 284,574

of Wildlife Corridors

Community Bush care Program 10,620 21,259 21,918 22,598 23,298 24,020 24,765 25,533 26,324 200,336

Energy Saving Initiatives and 103,100 106,296 109,591 112,989 116,491 120,102 123,826 127,664 131,622 1,051,681

Retrofits

Water Saving and Re-Use 41,240 53,148 54,796 56,494 58,246 60,051 61,913 63,832 65,811 515,531

Initiatives

Protecting Native Plants and 51,550 53,148 54,796 56,494 58,246 60,051 61,913 63,832 65,811 525,841

Animals

Noxious and Environmental 30,930 31,889 32,877 33,897 34,947 36,031 37,148 38,299 39,487 315,504

Weed Eradication

Flood Mitigation and 116,926 153,428 158,184 163,088 168,143 173,356 178,730 184,271 1,296,125

Stormwater Rectification

Refurbishment of Library 71,234 61,014 132,218 27,624 123,207 126,771 130,964 673,030

Managing Natural Hazards 134,884 154,650 159,444 164,387 169,483 174,737 180,154 185,738 191,496 197,433 1,712,406

Managing and Protecting Creeks 103,100 106,296 109,591 112,989 116,491 120,102 123,826 127,664 131,622 1,051,681

and Waterways
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Projects & Programs 2011/12 2012/13 2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 10 Year
Total

Car park and Access 85,131 138,185 142,469 146,885 151,439 156,133 160,973 165964 171,108 1,318,286

Improvement Program

Keeping Villages and 85,573 88,226 90,961 93,781 96,688 99,685 102,775 105961 109,246 872,896

Surrounding Areas Beautiful

Scotland Island road and 100,000 103,700 106,296 109,591 112,989 116,491 120,102 371,477 1,140,047

Drainage Infrastructure

Road Rehabilitation Program 684,619 457,764 751,358 853,659 826,481 1,040,330 990,925 1,226,360 1,100,559 1,425,932 9,357,987

Footpath and Verge 199,032 61,860 74,407 76,714 79,092 81,544 84,072 86,678 89,365 92,135 924,899

Rehabilitation

Footpath and Multi Purpose 156,200 362,140 312,399 395460 291,680 420,359 433,390 446,825 460,676 3,279,130

Access Networks

Total annual expenditure 1,522,892 2,836,340 3,890,382 4,007,093 4,127,305 4,251,125 4,378,657 4,510,018 4,645,319 4,784,678 38,953,810

Source: Pittwater Council, Section 508A Special Variation Application - Part B, p 47.
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Pittwater Council’s Long Term Financial Plan -
Assumptions

The following table summarises the main assumptions in Pittwater Council’s Long
Term Financial Plan.

Table B.1 Assumptions used in Pittwater Council’s Long Term Financial Plan

Source/ methodology

Parameters

Revenue assumptions

Rates

Fees and charges
and other
income

Grants income

Domestic waste
management
charge

IPART approval of 7.8% in 2011/12, 7% in
2012/13 and 6% in 2013/14

BIS Shrapnel Forecasting Agency November
2010 Edition and Long Term Forecasts 36th
Edition

BIS Shrapnel Forecasting Agency November
2010 Edition and Long Term Forecasts 36th
Edition

Cost recovery methodology and BIS
Shrapnel long term forecasts for 2015/16
and beyond

Expense assumptions

Salaries and
wages

Superannuation

Operating
expenses
(including
electricity, water
and insurance)

Interest on
borrowings

Materials and
Contracts

Existing award increases, service margins
and market margins

Continuation of current trend

BIS Shrapnel Forecasting Agency November
2010 Edition and Long Term Forecasts 36th
Edition and Council’s Market Premium

BIS Shrapnel Forecasting Agency November
2010 Edition and Long Term Forecasts 36th
Edition and Council’s Market Premium

Equal to CPI forecast

3% per annum from 2014/15
onwards

2.7% to 3% per annum until
2014/15 and then 3% per annum
there after. Also an additional
$50,000 per annum beginning
2011/12a

2.7% to 3% per annum until
2014/15 and then 3% per annum
thereafter. Additional grants
income of $300,000 per annum
beginning 2011/12b

Cost recovery for 2011/12, 6% per
annum until 2014/15 then 3% per
annum thereafter

3.15% per annum up to 2013/14
then 3.2% per annum thereafter

$2.6 million per annum in the
medium term

2.7% to 3% per annum until
2014/15 and then 3% per annum
thereafter.

10.3% + 0.07% margin per annum

2.7% to 3% up to 2014/15 and
then 5% thereafter

a pittwater Council, Section 508A Special Variation Application Form — Part B, p 32.

b ibid, p 33.

Note: The assumptions in Table B.1 are based on Pittwater Council’s base case scenario and then assumptions related
to the other scenarios in the plan (eg, additional annual fees, charges and grants income) have been incorporated.

Source: Pittwater Council, Section 508A Special Variation Application, Supporting Document, Section 5-9, Part 3 -Long
Term Financial Plan 2011-2021, pp 31-32 and pp 37-38.
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Glossary

ABS

ACLG Grouping

Asset renewal ratio

Assumed rate peg

Australian Bureau of Statistics

The Australian Classification of Local Governments system
which classifies councils into 22 categories according to their
socio-economic characteristics and their capacity to deliver a
range of services to the community

Net change in asset value (infrastructure, property, plant and
equipment) over previous year divided by depreciation
expense

The rate peg for 2011/12 is known. IPART set the rate peg for
2011/12 in December 2010 at 2.8%. The rate peg has not yet
been set for future years. IPART has assumed the rate peg will
be 3.0% in all future years.

Broad liabilities ratio Total debt plus cost to clear infrastructure backlogs (Special

Business rate

Capital expenditure

Catch-up

Contribution plan

Schedule 7) divided by operating revenue

Category of ordinary rate for an area of land that has not been
categorised as residential, farmland or mining and at which a
complex of "business" activities are carried on in a fairly
concentrated manner and with a high degree of congruity and
homogeneity

Funds spent to acquire or upgrade physical assets such as
buildings and machinery

Section 511 of the Local Government Act 1993 allows a council to
increase rates and charges for the next 2 years where the council
did not apply the maximum general increase in the previous
year permitted under the Act. Approval of the Minister is not
required for a catch-up increase (unless the Council contravenes
section 511)

A plan which authorises the levy that a council may impose on
new development to help fund the cost of providing new public
infrastructure and services in accordance with section 94A of
the Environmental Planning and Assessment Act 1979
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Debt service ratio

DLG

Farmland rate

FTE

General income

Infrastructure
backlog

Intergenerational
equity

IPRF

LGA

LGSA

Minimum rate

Net debt position

Net operating
position

Operating balance
ratio

Glossary

Consumer Price Index

Net debt service cost divided by revenue from continuing
operations

Division of Local Government, Department of Premier and
Cabinet (NSW)

Category of ordinary rate for an area of land that has not been
categorised as rural residential land and for which the
dominant use is for farming

Full-time equivalent

Income from ordinary rates, special rates and annual charges
other than: water supply and sewerage special rates and
charges; (domestic) waste management services charges; and
annual charges referred to in section 611 of the Local Government
Act 1993

Cumulative value of a council’s past annual expenditure
requirements for renewing/replacing existing infrastructure
that has not been met from its annual capital expenditure

The costs of long lived assets (like infrastructure) being shared
between current and future users, based on their share of the
use of the asset over its life

Integrated Planning and Reporting Framework
Local Government Area
Local Government and Shires Associations of NSW

Discretionary rate level set by a council (in accordance with
section 548 of the Local Government Act 1993) to represent the
lowest possible rate (ordinary or special) payable by a ratepayer
in an ad valorem rating system where a base amount is not

applied
Financial liabilities less financial assets

Total operating revenue less total operating expenditure

Net operating result (excluding capital items) as a percentage of
operating revenue (excluding capital items)
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Glossary

Operating
expenditure

Operating revenue

Ordinary rate

Permissible general
income

Productivity
Program of
expenditure

Rate peg

Rates and annual
charges ratio

Residential rate

Special rate

Special variation

Expenditure for the normal day to day operation of council
services (excluding costs relating to the capital expenditure of
assets or repayment of loans)

Revenue for the normal day to day operation of council services
(excluding costs relating to the capital expenditure of assets or
repayment of loans)

A levy on land that council is required to make each year in
accordance with section 494 of the Local Government Act 1993
and for which there are 4 categories: farmland, residential,
mining and business

The maximum level of general income that council can generate
in the financial year based upon the previous year’s notional
general income level plus the annual dollar increase permitted
by the special variation or rate peg percentage

An increase in output (eg, council service) per unit of input (eg,
council FTE)

Sum of all additional expenditure (eg, for a capital works
project) for which council is seeking the special variation

Percentage by which a council may increase their maximum
general income in a financial year compared with the previous
financial year, when it has not been granted a special variation
for a higher percentage increase

Rates and annual charges divided by operating expenses

Category of ordinary rate for an area of land which: the
dominant use is for residential accommodation (other than a
hotel, motel, guest-house, backpacker hostel or nursing home or
for any other form of residential accommodation, not being a
boarding house or lodging house); is zoned vacant land for
residential purposes; or is rural residential land

Levy for works or services provided or proposed to be
provided by a council which should benefit the ratepayers who
must pay the levy

The percentage amount by which a council is granted approval
to increase its maximum general income in a single year (under
section 508(2) of the Local Government Act 1993) and for 2 to 7
years (under section 508A of the Local Government Act 1993)
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Unrestricted current Unrestricted current assets divided by unrestricted current
ratio liabilities
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