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Mr John Salerian

Assistant Commissioner

Assessing Local Government Revenue Raising Capacity Study

Productivity Commission

LB2 Collins Street East

MELBOURNE  VIC  8003

Dear Mr Salerian
The Local Government Association of South Australia appreciates the opportunity to provide further input into the Commission’s study into Assessing Local Government Revenue Raising Capacity. Our response comprises:

1. A reiteration of the initial submission provided to the Commission by the Association;

2. A national review of the Commission’s draft report commissioned jointly by the Australian Local Government Association and the LGA of SA and undertaken by Access Economics;

3. A review of the Commission’s draft report undertaken for the LGA of SA in relation to specific issues from a South Australian perspective and also undertaken by Access Economics (to follow under separate cover); and,
4. A list of minor suggestions/corrections (to follow under separate cover).
It is worth highlighting the key points made in the LGA’s initial submission, in summary:

· That the pressure on LG services including infrastructure backlogs, cost shifting and community demand for greater and higher standards of service will continue and cannot be met solely by ongoing improvements in management, shared services and rationalisation.

· That Local Government will maintain its own efforts to improve management supported in SA by the LGA’s Financial Sustainability Program and its wider Strengthening Local Government Program (www.lga.sa.gov.au/goto/strengthen) and other initiatives.

· That almost all other options available to meet Local Government revenue raising challenges are outside of its own control and involve support of various kinds by Commonwealth and State governments.

In addition we would summarise the key issues identified for us by Access Economics in its national review of the Commission’s draft report:

· There is some scope at least in theory for Local Government to increase revenue raising and that property taxes, user changes and development charges are efficient mechanisms to raise revenue;

· That the Commission has not demonstrated effectively the case for its estimate of the extent of Councils’ potential to raise additional revenue and may well have overstated this potential;

· That the Commission has not taken account of the future spending pressure on Councils, notably that arising from the need to renew and better maintain ageing infrastructure nor the extent of infrastructure management as a portion of Local Government business;

· That the role of other spheres of government cannot be separated from the issue of Local Government revenue raising capacity either in relation to vertical or horizontal fiscal imbalance issues or in relation to ongoing cost shifting and limitations on Councils’ rating abilities.

The ALGA’s response to the Commission also highlights issues related to data quality, rates as a proportion of GDP taking into account reductions in Commonwealth funding as a proportion of Commonwealth taxation; fiscal capacity issues in the context of “tax room” and legislative restrictions on revenue raising.

We support the principles of taxation highlighted by the Productivity Commission and would note that these have been highlighted to Councils through the financial sustainability inquiry and program in South Australia. We also support the point made by Access Economics that there are also principles of effective regulation which State Governments should apply.
There are several other points we would make including highlighting the particular impacts for SA Councils resulting from the very low level and inequity in distribution of development contributions in SA resulting from a lack of legislated capacity. 

Development Contributions

The report highlights the low level of development contributions raised by SA Councils. We would also note that due to voluntary development contributions by developers in areas of high demand, there is considerable inequity in South Australia in relation to the degree to which existing ratepayers are called on to subsidise infrastructure for new development. It would appear that a number of developer organisations have made submissions to the Commission highlighting concerns that developer contributions may be too high in some jurisdictions. We would highlight that this is not the case in SA and that this therefore places an unfair burden on existing ratepayers and further limits Local Government’s revenue raising capacity. It is in this context that we suggested it may be appropriate to look at development of a national model “best practice” approach to development contributions.
The work being undertaken by Access Economics on SA perspectives will deal further with this issue.
Capacity to raise theoretically derived potential revenue levels

We are not sure however that the Productivity Commission has taken adequate note of the challenge provided to Local Government as a result of it being restricted to one tax. We support the Commission’s broad approach to seeking to estimate the community’s ability to pay higher taxes (noting Access Economics views on the Commission’s results) but would note that while Local Government has some flexibility in the application of rates, it does not have complete flexibility to re-model a property-based taxation system to match the income of ratepayers. As a result Councils could not apply rates to the extent theoretically possible, without imposing undue hardship on those with lesser capacity to pay while not fully recovering possible income from those with greater capacity to pay. 

The Commission rightly identifies flexibility in the application of differentials, minimums or fixed charges; tiered rating; separate rates and the provision of rebates. However these options do not provide the capacity for Councils to do more than model their rating systems more effectively for large classes of ratepayers (such as between residential and business ratepayers – or for those in high, medium or low property valuation categories). Further, were Councils to apply more substantial rebates in an attempt to recover higher rates, the result across a State would be to further disadvantage communities with higher proportion of pensioners (for example). This is the major reason why State Governments fund pensioner concessions on Council rates. We should note however that the failure to maintain the real terms value of pensioner concessions impacts negatively on the capacity of Councils to recover theoretical levels of rates.

The Local Government Act provides at Section 150 that the first principle a Council should take into account in setting its rates is that “rates constitute a system of taxation for local government purposes (generally based on the value of land)” and under Section 151 notes that a rate “must be” … “based on the value of land subject to the rate; or … based on two components one being based on the value of land subject to the rate” or “a rate based on some other factor or factors specifically allowed under this Act.”
In a federation in which governments work effectively together in the national interest it would make no sense to try to remodel a property-based taxation system to try to match income based taxation approaches.

This restriction of Councils to one form of taxation also raises the question of “tax room” highlighted in the ALGA response to the draft report and in the LGA’s initial submission on pages 18-21 and in tables 10 and 11. Community attitudes to both government services and taxation levels are not neatly “boxed” around spheres of government. Hence communities may have a more general negative attitude to taxation as a result of observing the Commonwealth budget surpluses in excess of $10 billion per annum.

It is our estimation that the SA Government overtook Local Government as the primary property taxer in SA around the year 1999 and that since then the revenue it raises from property taxation has grown even faster (by more than 73% between 2001/02 and 2006/07 – refer table 11 in the LGA’s initial submission, derived from SA Government Budget Papers). We do not reflect on this use of property-based taxation by the State other than to the extent that it impacts on Local Government’s only form of taxation.
As indicated in our initial submission while we have not been able to identify any existing mechanism by which the impact of other government’s taxation decisions impact on the capacity of Local Government to raise rates can be estimated, we believe such decisions and resulting public debate must impact on Local Government’s revenue raising capacity.

Willingness to Pay

We note some considerable discussion on pages 52 to 57 under section 4.2 “Willingness to pay”. Much of this refers to arguments open to interpretation that Local Government makes rates decisions based on administrative or political self interest rather than based on the needs and wants of residents and ratepayers. In considering such matters however it is instructive to consider the relative taxation growth of the three spheres of government in Australia (Refer Graph 1 and Attachment A of the LGA of SA initial submission – no. 53). One must conclude therefore that either these arguments are less true of Local Government compared to that of other governments, or that Local Government services are less in demand. Survey work conducted by the LGA (www.lga.sa.gov.au/goto/surveys  - most notably “Services – Community Survey 2006” would suggest that Local Government services and involvement in other government’s services are more in demand than those of other governments and that there is a strong view other government should be contributing further to Local Government revenue while views about increasing rates to provide more services are mixed.

In this context it is worth highlighting that State and Commonwealth governments are not above intervening or acting in relation to Local Government in various ways for administrative or political self interest. We believe such intervention has been minimised in SA as a result of effective communication and the use of instruments such as the State/Local Government Relations Agreement entered by Premier Rann and the LGA of SA. However we believe a number of decisions in relation to Local Government in other States have been taken more for State political reasons than with the best interests of the community and Local Government at heart this includes the application of rate-pegging. This reinforces the suggestion of Access Economics that a set of appropriate principles should be applied to the regulation of Local Government revenue raising by other governments. 
Lastly we would note that a number of SA Councils use sophisticated rates modelling software which have the capacity to be applied through GIS systems to maps and to have other data sets overlayered. This includes the overlayering of ABS data on incomes and other data. This is used by Councils to apply rating systems as sensitively as possible and should it be of interest to the Commission would provide more detailed analysis of the incidence of rates within Council areas. If your staff were interested in such level of detail we could identify Councils willing to demonstrate these applications.
Pressures on Service Levels and Costs

Chapter Five also as a whole tends to assume that all Council services are subject to open assessment as to whether they should exist, be increased or decreased. It is worth noting in this context firstly that some services and levels of service are required by legislation and secondly that even where services are chosen, a Council is often obligated to ensure a certain level of service (particularly in relation to public infrastructure) or allow ratepayers to suffer potentially significant costs for liability claims.

In this vein it is also worth noting that within the terms of reference the Commission appears to assume that there is a balance or appropriateness to current service levels noting for example that because Councils can raise additional revenue that does not mean they should. We would highlight in this context the findings of 4 independently conducted reviews of the financial sustainability of Local Government (SA, NSW, WA and Tasmanian) all of which highlight considerable under-funding of renewal and maintenance of infrastructure. Generally it can be concluded that apart from potential gains by ongoing efficiency improvements or increases in government grants, if current service levels and standards are to be maintained, that either Council revenues must be increased or infrastructure will fail. 

It is our experience that even where Councils have not sought consultation processes, such as when communities spontaneously submit petitions opposing the sale of land proposed by a Council intent on sensible rationalisation, far more people will argue strongly for increases in services or standards than those complaining about rates increases. Indeed many SA Councils have conducted surveys and consultation processes which seek to gain views about service levels in the context of clear explanations of cost impacts and our it is our view that communities continue to demand more and higher quality services and given efficient service delivery and increased contributions by other governments, are generally willing to pay for them. We note above the results of an LGA survey conducted in 2006.
While the Commission is not in a position to “second guess” local political decisions in a context of our democratic system, it is our contention that unless Local Government revenue grows at levels above CPI, existing service levels can not be maintained in most Council areas without significant infrastructure failure over the next 10 to 20 years. Further there is considerable evidence that both other governments (which continue to support a growth in roles for Local Government and higher standards without being prepared to fully fund their costs) and communities continue to seek increases in service levels and standards from Local Government.

We look forward to the round table consultation by the Commission at which this Association will be represented by Mr Chris Russell, Director, Government Relations and Communications.
Yours sincerely
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