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Member Councils 
Albury, Balranald, Berrigan, Carrathool, Conargo, Corowa, Deniliquin, Greater Hume, Griffith, Hay, Jerilderie, Leeton, Murray, Murrumbidgee, Narrandera, Wakool and Wentworth
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PO Box 3572,      				             Phone (02) 6023 8791
Level 3, 553 Kiewa Street,			             Fax      (02) 6023 8169
ALBURY  NSW  2640					Email   rstubbs@alburycity.nsw.gov.au


31 July 2007

Ms Carole Gardner,
Local Government Study
Productivity Commission,
Level B2 Collins Street East,
MELBOURNE  VIC  8003

Dear Ms Gardner,

Productivity Commission Study into Local Government Revenue Raising Capacity

Please find attached a combined Murray ROC and RIVROC response to the Issues Paper released by the Commission in May 2007.

Our region embraces a broad range of Councils, containing two significant regional cities of Albury and Griffith, several medium sized urban towns and shires, as well as a number of rural shires which are large in area, but very limited in terms of population and financial capacity. 

As such, this region provides a profile typical of the mix of Local Government councils existing throughout New South Wales and other States.

I appreciate the opportunity to attend the Commission’s Roundtable at Tamworth on 7th August and to make a contribution to the work being undertaken by the Commission.


Yours faithfully,



Ray Stubbs
Executive Officer
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REGIONAL PROFILE

Murray ROC and RIVROC represent the interests of seventeen (17) Councils in the Murray and Western Riverina regions of south west New South Wales.

The Murray Region generally extends along the Murray River on the NSW and Victoria state border, from Albury City in the east through to Wentworth Shire at the western end bordering with South Australia.

The Western Riverina Region is generally centred around the regional City of Griffith. It extends from Narrandera Shire at the eastern end through to Hay and Carrathool Shires at the western extremity.

The combined region has a total area of 123,241 square kilometres with an overall population of 162, 650. It embraces a mix of Councils, from the major regional cities of Albury (population 46,520) and Griffith (population 24,909), through medium sized towns and urban shires, to a number of rural shires which are large in area, but small in terms of population and limited local government financial capacity and resources. 

For example, Balranald Shire covers an area of nearly 22,000 sq km and has a population of only 2,737, which represents a density of 0.1 persons/sq km.

Appendices 1 and 2 demonstrate the following population and financial statistics for each of the seventeen Member Councils (Source: NSW Department of Local Government Comparative Data for 2004-2005):-

	Population;

Area;
Population Density;
Average population growth over past 5 years;
Sources of Revenue (percentages of revenue excluding water and sewerage and including rates and charges, user fees and charges, grants, contributions and donations, interest and other sundry revenue);
Total Revenue;
Expenditure on services per capita;
Current ratio current assets to current liabilities;
Debt servicing costs – percentage of costs to total revenue.

As a snapshot of the above, the following chart summarises the range of percentages of total revenue, in relation to the three broad council categories mentioned above, i.e. regional cities, towns/medium population shires, and principally rural based shires.


Regional Cities
Medium population towns/shires
Principally rural based shires
Total Revenue
$ 38 to 73 million 
$ 13 to 21 million
$ 5 to 13 million
Rates and Charges
40 to 43% of revenue
28 to 53% of revenue
21 to 36% of revenue
User fees / charges
23 to 26% of revenue
14 to 22% of revenue
 7 to 16% of revenue
Interest
3% of revenue
1 to 6% of revenue
3 to 8% of revenue
Grants
11% of revenue
21 to 37% of revenue
33 to 57% of revenue
Contributions
14 to 21% of revenue
3 to19% of revenue
1 to 20% of revenue
Other
2% of revenue
2 to 9% of revenue
1 to 5% of revenue

The above percentages do not vary greatly from year to year and have changed only marginally over the past five years. 

The Murray ROC and RIVROC region comprises the Murray, Murrumbidgee, Lower Darling and Lower Lachlan River valleys. It has a strong agricultural and horticultural sector, based on traditionally reliable climate and rainfall patterns. The Dartmouth, Hume, Burrinjuck and Blowering Dams are the principal water storages for the region and its vast irrigation districts.

The rural sectors comprise intensive irrigated properties through to broad acre dryland farming, renowned nationally and internationally for the diversity of agricultural and timber production. 

Urban areas boast a variety of large employment industries such as paper and cardboard production through to a multitude of smaller industries and wholesale/retail businesses. The cities and towns are generally well serviced with Universities, TAFE Institutes, health and medical services, Government Departments and a host of professional services.

Tourism is also a most important industry, the lifestyle, pioneering history, rivers, lakes, wineries etc, attracting thousands of domestic and international visitors annually.





MURRAY ROC AND RIVROC OBJECTIVES AND ACTIVITIES

The role, objectives and key strategies of the two ROCs are as follows. The ROCs are in fact separate entities, but in most matters act jointly for the benefit of the entire region.
	Objectives 
	To provide an effective means for discussion and action on issues of regional significance;

To consider the needs of Local Government areas and the people of the region and to make those needs known to the Commonwealth and State Governments, in order to advance the interests of the region;
To give support where appropriate to individual member councils on specific areas of local concern;
To strengthen the role of local Government in regional affairs, particularly where the region may be affected by Commonwealth or State Government policy;
To enable the member councils to work together and to co-operate on issues and projects of joint interest;
To pursue fair and equitable funding arrangements which ensure the ongoing financial sustainability of local government.

STRATEGIC ACTIVITIES 
Lobbying and Advocacy
Environmental Sustainability
Economic Leadership
Regional Leadership and Community Involvement
	Skills and Knowledge Sharing



RESPONSES TO COMMISSION ISSUES PAPER 

This Murray ROC/RIVROC response endeavours to relate the matters raised in the Commission’s Issues Paper specifically to the position of councils in this region, rather than to local government as a whole nationwide. 

As such, not all of the questions posed in each section of the Issues Paper have been addressed, as some are not entirely relevant to our regional and rural councils.

It is worthwhile to note, as background information to the issue of local governments’ role and funding arrangements, that a number of very significant studies have been undertaken over the past two years. Of prime importance to New South Wales councils have been the 2006 Percy Allan Independent Inquiry into the Financial Sustainability of NSW Local Government, as well as the 2006 PricewaterhouseCoopers National Financial Sustainability Study of Local Government.

The PwC report and other studies in New South Wales, Victoria, South Australia and Western Australia have demonstrated the following key features:
	Local Government in Australia is a dynamic and diverse business sector, comprising more than 700 councils with an annual expenditure of some $20 billion, representing 2% of GDP and employing 1.3% of the Australian workforce;

Over the past thirty years, the range of functions undertaken by Local Government has expanded beyond the physical infrastructure of roads, bridges and waste management, to now embrace a wide variety of important social and human services;
Councils are often required to expend scarce resources attempting to address service and infrastructure gaps that have been traditionally regional or state issues in the past, generally as a result of withdrawal of services by Commonwealth and State Governments, or the withdrawal of funding for such services which councils have agreed to undertake on behalf of other levels of Government. This is commonly referred to as “cost shifting”;
Councils are continually responding to rising community expectations by providing a growing range of essential services and infrastructure that underpin local communities;
The expansion in roles and service quality, together with growth in input costs generally exceeding revenue growth, has impacted financially on councils, either through operating deficits or by reduced expenditure on infrastructure;
Without significant reforms in the ways in which councils are funded, between 25% and 40% of all councils are financially unsustainable, particularly councils in rural remote and rural agricultural regions;
There is an estimated total national backlog in local government infrastructure renewal works of $14.5 billion. The national funding gap to clear both this backlog and to finance infrastructure renewals and maintenance is $2.16 billion annually.

The major “Reforms to inter-government transfers” recommendations in the PricewaterhouseCoopers Report include:-

	The establishment by the Australian Government of a Local Community Infrastructure Renewals Fund (LCIRF), calling for a Commonwealth injection of $250 million per annum; and 

Revision of the methodology for Financial Assistance Grants (FAG), from a mix of population growth and CPI, to a new escalation formula tailored to LG cost movements;
Making funding for Roads to Recovery (R2R) a permanent commitment; 
State Governments to be called upon to provide funding support to encourage local council efficiency and asset management reforms.

In relation to Financial Assistance Grants, Local Government’s preferred position is to support a transition from the current system, to funding based on a fixed percentage share of Commonwealth taxation, set to at least 1 per cent of Commonwealth taxation revenue excluding GST. A 1% share would provide an estimated additional funding level to councils of some $440 million in the first year and would provide an important annual growth benefit.

It is certainly acknowledged that the Commonwealth Government’s 2007-2008 Budget delivered a number of tangible programs to councils and their communities with funding certainty through to 2014, particularly the extension of the Auslink Strategic Regional Program, the Roads to Recovery Program, the Blackspots Program, a 3.9% increase in FAGs and a range of other programs. 

However, no provision was made for the establishment of the Local Community Infrastructure Renewals Fund (LCIRF), nor for a guaranteed share of fixed taxation revenue, or even for an alternative and acceptable revision of the FAG formula basis.

It is important to note that despite the 2007-2008 budget allocations, overall Commonwealth financial assistance to local government through tax distribution has in fact declined by some 20% since 1996-97. Obviously, this aggravates the reality that local governments have during that time been called upon to provide an increasing range of services to their communities.

In summary, local governments have very limited capacity to raise substantial additional revenues under present arrangements. The percentages of the revenue cake may alter slightly from year to year, usually the result of one-off circumstances, but generally have remained fairly constant.

The only real answer to adequate funding of local government services very much depends upon a negotiated agreement between the three levels of government on fair and equitable funding arrangements and removal of constraints such as rate pegging.


PART 1 – REVENUE

Trends in Local Government Revenue

Issues Paper Questions

What are the principal factors explaining the trends in revenue from councils’ various sources?
Why has “other income’ been growing at a faster rate than council rate revenues and sales of goods and services?
Do these trends differ between States and territories, and between urban, rural, remote, and indigenous local governments? If so, what are the primary factors explaining such differences?
Does the composition of council revenue (shares of each source revenue – rates, fees and charges, and “other”) differ between States and Territories, and between urban, rural and remote local governments? If so, what are the primary factors explaining such differences? Do these factors have implications for the potential revenue raising capacity across different types of councils?



ROC Comments

There is no doubt that in New South Wales, the State Government rate pegging policy has had a devastating effect on local government financial capacity.

The rate pegging policy, which has been in place for nearly 30 years, has meant that rate income has not been able to even match the cost of inflation, let alone cope with the increasing demand for services and the need to meet infrastructure replacement needs.

This has caused councils to either seek other forms of revenue raising, or alternatively to continue to cut costs.

In the larger metropolitan councils, there is a greater capacity to seek alternative forms of revenue raising. This has principally caused some trend away from rates as the primary revenue source towards user fees and charges, speculative ventures, developer contributions, and the like. However, the ability to generate significant sums of other own-source revenue on a consistent basis is very restricted.

In our region, the larger urban centres of Albury and Griffith have some capacity to seek other revenue streams, but in the rural shires the opportunities are particularly limited and in some cases virtually nil.

Even without the constraints of rate pegging, the economic conditions which have confronted rural areas in recent years, particularly the long standing drought conditions over the past ten years and more, severely inhibit the capacity of the community to pay much more. 

Unlike metropolitan councils, in regional and rural areas, where councils have a much closer relationship to their communities, it is also more difficult to raise additional revenue through punitive measures such as fines or large increases in user fees and charges.

For example, in one of the ROC rural shires, annual rate increases have generally been set at a figure lower than the rate pegging limit, simply on the grounds that the Council believes that its rural ratepayers simply do not have the capacity to pay more. It is interesting to note that the total general rate income of that particular council only matches its cost of salaries and wages, thus reflecting the unsatisfactory position of its ability to finance other costs. 

Naturally enough, as is the case with other shire areas with large geographic areas, extensive road lengths, coupled with small and stagnant or even declining population, the council’s revenue and financial viability is very much dependent upon the availability of FAG grants, road grants and specific purpose infrastructure grants.

 
Capacity to raise own-source revenues

Issues Paper Questions

What are the principal factors that determine the magnitude of the various revenue raising bases available to local governments?
How and why might they differ between local governments within and between States and Territories (for example, by council type or location and functions required of them), and over time?
What are the key determinants of the capacity and willingness of resident households, organisations and businesses to pay for services provided by their local governments?
What scope is there for local governments to augment their revenues with fees and charges collected from non-residents? How and why might the scope to do so differ between local governments?
Do local governments have policies, which in effect, limit their own-source revenue raising? If so, what are these policies and what might be factors holding back councils from increasing their own-source revenue? What might stand in the way of changing the policies to expand the ways and extent to which local governments raise revenues?
What strategies might be available to local governments to increase the capacity and willingness of local residents to pay for goods and services provided, and where applicable, non residents? Would any new strategies provide stable sources of revenue over time or would they be subject to variability over time?
Are there any untapped revenue sources that local governments could use to augment or change the mix of their revenue raising? Would any potential new revenue sources be stable or variable over time?


ROC Comments

The principal factors that bear on a council’s capacity to diversify its revenue raising bases are capacity to pay, the autonomy of decision making not constrained by government policies and restrictions, and the level of community acceptance of the programs proposed to be implemented by councils and considered as being important to the community. 

In most areas, it is often difficult to raise additional revenues from non-residents. For example a city the size of Albury can generate some additional revenue from such sources as carparking fees on visitors, airport landing charges, tourist facilities, conventions and waste charges at regional landfills, and some entrepreneurial property ventures. 

Profits generated by entrepreneurial ventures are generally one-off or for only a short timeframe, they rarely generate a significant income stream. 

In regional and rural areas, unpopular measures, such as an accommodation tax on visitors, carparking charges and enforcement action and the like can often damage the image and reputation of a regional centre and thus be counter productive in the longer term. In metropolitan areas however, such measures are generally accepted without any repercussions, they are far more accepted as the norm.

It is virtually impossible to identify or estimate the percentage of such revenue raising measures from non-residents, as distinct from the council’s residents themselves.


PART 2  STATE AND TERRITORY GOVERNMENT REGULATORY CONSTRAINTS

Land rating and valuation methods

Issues Paper Questions

To what extent do limits on land categories that local governments can adopt for rating purposes restrict their capacity to raise rate revenues?
What are the principal reasons why some local governments do not pursue differential rate setting, even when they are free to categorise their own land?
Do restrictions on land valuation methods affect the capacity of local governments to raise revenue? If so, how and to what extent?


ROC Comments

Generally, councils in our region implement differential rating strategies and are not unduly constrained by the current legislative provisions.  

However, in the ROC region, there is currently a major problem being experienced by a number of member councils which contain significant irrigation areas. Under COAG’s national water reform agenda, owner titles for land and water are now separate, with water being able to be traded independently of the landholding.

This has brought about a substantial reduction in the land valuations for rating purposes of irrigated properties, because the water component of the valuation has been removed from the total valuation. This results in a major loss of rate income, unless that income shortfall is re-distributed over the remaining dryland rural properties and in many cases also spread onto urban residents as well.

The eventual result has been a significant shift in the rating distribution within those council areas, with many landholders suffering increases of 20% per annum, which is the capped increase for rural holdings under legislative provisions, and higher increases of up to 30% in some instances for urban residents. Those increases may continue in some cases for two or three more years to come, thus aggravating an already difficult time for rural ratepayers.

The NSW Government has introduced additional land categorisation measures aimed at lessening the impacts, but those measures are somewhat tokenism and do not resolve the long term magnitude of the problem.

The rate increases imposed on the affected sectors are of course in addition to the normal rate increases brought about by traditional cost increases. The situation is further aggravated by the questionable valuation methodology being applied by the Valuer General in determining the new valuations of irrigated properties exclusive of the water component.

These rating distortions occur within the overall rate income limits constrained by rate pegging legislation at any rate. They offer no ability to raise additional revenue, but merely serve to re-distribute the same level of rate income amongst the other ratepayers in the area.

Councils are also concerned by the fact that this situation has its genesis in Government water reforms, for which the State Governments are rewarded by National Competition Policy GST incentive and compliance payments, based on water reform progress. However, in New South Wales at least, the State Government has refused representations to pass on any of those payments to the affected councils.


2.2   Rate pegging

Issues Paper Questions

What are, or might be, the reasons for rate pegging?
To what extent does rate pegging limit the ability of local governments to raise council rate revenues?
Are local governments able to raise revenues from other sources to compensate for the potential revenue raising limits imposed by rate pegging? How, and with what consequences?

ROC Comments

In New South Wales, rate pegging has been in force for some 28 years. It is unfortunately nothing more than a convenient political measure, aimed at making the State Governments of either political favour popular with taxpayers, but at the expense of local councils’ revenue and in the long run at the expense of much needed community services and infrastructure maintenance.

The rate pegging limit usually accords with, or close to, the annual CPI movement, but in reality bears no relevance whatsoever to the real increases in responsibilities and operating costs which are being incurred by councils.

Admittedly, Councils are able to make application (cap in hand) to the State Government for a special variation rate income increase over and above the rate pegging limit. Unfortunately, such applications generally give the impression that the council is not operating as efficiently as others, despite the very good reasons that may exist for the application. The Government usually does nothing to correct those misconceptions.

Perhaps the most serious consequence is that the rating base of councils has now been constantly eroded for so many years that it is no longer realistically recoverable. During those 28 years, the difference between allowable rate increases and the actual increases in costs, compounded by the effects of cost shifting and additional responsibilities on councils mentioned above, has resulted in an enormous divide.

Furthermore, the philosophy of rate pegging has become so politically entrenched that it is unlikely to be removed. Hence that financial gap just continues to widen.

Worse still, State Governments continue to raise their own levels of taxes and fees unabated, some of which directly impact on local government. A very recent example in New South Wales is the cost estimates announced by the Electoral Commission for the conduct of the 2008 council elections. Across the board, these increases are in excess of 50% for most Councils. These hikes have come on top of very substantial increases that applied to the 2004 elections and subsequent bi-elections, with no real explanation or justification offered to date.

As indicative examples, the total election costs for Berrigan Shire Council are expected to increase from $19,000 in 2004 to $45,000 in 2008. In the case of Albury City Council, costs have increased from around $60,000 in 1991 to an estimated $224, 000 for 2008.



Concessions and Exemptions

Issues Paper Questions

To what extent do mandated exemptions and concessions limit the ability of local governments to raise council rate revenue?
What are the existing arrangements in each State and Territory regarding the payment of council rates and rate-equivalents by Australian, State and Territory landholders?
What are the existing arrangements in each State and Territory regarding the provision of concessions, and the compensation by State and Territory governments for the loss of revenue by local governments from these concessions?
To what extent do exemptions and concessions limit the ability of local governments to raise revenues?
Are local governments exempt from tax and charges by other tiers of government? If so, what are they? Does any lack of reciprocity favour or disadvantage local governments?


ROC Comments

The NSW Local Government Act provides specifically for rate exemptions in respect of a range of property categories, including Crown Lands, Government buildings, schools, churches and charitable institutions. 

The Act also provides for rate concessions in respect of pensioners, where a mandatory minimum rebate of 55% of applies, although the amount of rebate granted by council is subsidised by the Government to the extent of some 50%.  

These exemptions and concessions are an impediment to the revenue raising capacity of councils. The impact varies from area to area and one serious example is in respect of land acquired in Albury City’s area (and the former Hume Shire area) by the Albury Wodonga Development Corporation when it was established in the early 1970s.  

In that instance, the land acquired by the Corporation immediately became non rateable on the grounds of it being Crown land, unless it was occupied for private purposes. A significant part of the acquired lands were for residential and industrial development purposes, but did not become rateable until the individual allotments were eventually sold. 

This created two problems, firstly that the New South Wales partner in AWDC received a distinct financial advantage over and above private developers by reduced holding costs, and secondly that council was deprived of rate income to which it would normally have been entitled.

Despite constant representations by council over many years, resulting recently in some ex gratia payments being put into place, the total amount of rate income foregone (based on net present value) to the end of the 2007-2008 year is estimated at $22.5 million.

During all of those years, the Victorian Government had at least agreed to make ex gratia payments to Wodonga Council, but the NSW Government consistently refused to do so.

Another recent example within the western part region was the decision of the previous Carr State Government, without public consultation,  to acquire a very large property located within two shire areas as a State Park, principally because of its significant redgum timber areas (some 17,000 hectares of the total property of 100,000 ha)). That purchase has resulted in the land becoming non rateable and in Wakool Shire the loss of rate income amounts to $50,000 per annum, which then needs to be recovered from the remaining shire ratepayers.

In relation to taxation by other levels of governments, Councils are exempt from income tax, land tax, as well as some payroll taxes and stamp duties. However, Councils pay GST and FBT taxes and are not exempt from the other taxes and charges imposed by the Commonwealth and State Governments.








Setting Fees and Charges

Issues Paper Questions

What are the regulatory requirements and guidelines applied to local governments for setting fees and charges?
To what extent are local governments constrained in setting fees and charges?
To what extent are the requirements and guidelines followed by local governments?
To what extent do local governments under or over recover the costs of supplying goods and services?
What scope would there be to raise additional revenue if the limits were removed?
To what extent does local government legislation or other relevant legislation explicitly provide the power to set fees and charges in excess of the cost of supply?
If powers are not explicitly provided, to what extent, if any, does this limit the ability of councils to raise revenue from introducing new fees and charges?

ROC Comments

In NSW, as part of the Annual Management Plan process, Councils are required to advertise for submissions and to formally adopt fees and charges for the year. 

Generally, these fees and charges fall into three categories, these being Statutory charges as set by State regulation, Full Cost Recovery charges and Partial Cost Recovery charges.

NSW statutory fees and charges include:-
	Environmental, development and building application and service fees;

Animal management;
Provision of information under the LG Act;
Liquid Trade Waste.

In many instances, the levels of statutory Development Application fees do not cover the costs incurred by councils in assessing and processing the applications. Furthermore, in relation to Development Applications dealt with by the Minister for Planning under Part 3A of the EP&A Act, the DA fees are payable to the Government and not the council. Despite this, councils are generally required to provide information and input into the process, for which they are not entitled to any fee recompense.

Wherever possible, councils attempt to fully recover the costs of services, but this is not practicable in some circumstances, with decisions based on the total cost involved and the capacity/willingness of ratepayers and consumers to meet that total cost.

If statutory limits and other regulations were removed, councils would have some additional revenue raising capacity, but except in the case of metropolitan and large regional centres this would not be very significant in the overall budgetary context.










PART 3   IMPACTS IN INDIVIDUALS, ORGANISATIONS AND BUSINESSES

Council rates

Issues Paper Questions

What would be the effect on individuals, organisations and businesses of local governments increasing council rates?
What effects might rate pegging and the choice of land valuation methods have upon individuals, organisations and businesses?
To what extent are council rate revenues used to subsidise the delivery of goods and services for which fees and charges are collected? What are the consequences?
To what extent do efficiency and equity considerations contribute to the attractiveness of council rates as a source of local government income?

ROC Comments

The effect of increasing council rates can vary from area to area, depending upon various socio-economic factors. For example, in many of the more affluent urban areas, where incomes are secure and growing from year to year the effects would be very minor, but in drought stricken areas where some property owners may not have generated any income, or only small amounts of income, for some time the increases would obviously be far more severely felt.

In rural areas, the affluence of the region very much depends upon seasonal conditions. In poor times when agricultural production is low, the economy of the business and residential sector is similarly affected as a flow-on effect. However, in periods of favourable weather and market conditions, that situation can be substantially reversed.

Therefore, a council in framing its budget and rates for an ensuing year, is very conscious of the prevailing economic conditions.

One of the disadvantages of rate pegging is that it takes no account whatsoever of the economic circumstances of individual councils. For example, a council may well have restricted its rate increases during poor times and eroded its rate base in the process, but the economy may improve markedly, with ratepayers accordingly enjoying a greater capacity to pay and prepared to do so.

In fact, ratepayers themselves may want their council to provide a range of services that have been on hold and be prepared to pay rate increases well above the rate pegging limit, but are prevented from doing so because of Government restriction. As mentioned previously, the legislation does allow for the Minister to approve of increases above the rate pegging limit, but the process involved is often politically difficult.

In other words, local government has no autonomy of decision making and the wishes and financial capacity of a community can be of little consequence.

In relation to valuation method, the current legislation in NSW provides for general rates to be levied on Land Value, which contains no growth component and means that the owner of a vacant land parcel pays the same amount of rates as a parcel on which development has taken place.

Land Value also has minimal regard to a ratepayer’s capacity to pay. For example, in the same street or neighbourhood, the owner of a dwelling of small value pays the same amount of rates as a high value residence, which may be only two or three allotments away. 

Similar circumstances exist in rural areas and mention has already been made of the rating inequities brought about by the separation of the water access component from land valuation. The Land Value of an irrigated rural holding now includes only a nominal value for the Water Use Approval and Works Approval. In recent shire revaluations, serious anomalies have come to light whereby irrigated land is being valued less that adjoining dryland farms. 

The system which applies in Victoria of levying rates on Improved Capital Value has been investigated in the past in NSW, but despite some disadvantages, it most likely better reflects a ratepayer’s capacity to pay in the same way as income tax. Rating on Improved Value is worthy at least of further consideration.

Council rate revenues are often used to subsidise the provision of services, where only partial cost recovery principles are applied. This of course varies from council to council, as does the extent of such subsidisation.

The use of rate revenue as the primary source of council income is appropriate, because it reflects the principle of property owners all contributing to the provision of services in an area. Non ratepayers also do in fact contribute, generally by way of a rate based component in the rental figure.

However, as espoused earlier, rate revenue can best be augmented by a fixed share of taxation revenue as part of a tri-Government funding arrangement. This supports the “ability to pay” principle and provides an ongoing growth factor. It would also ensure a fair and equitable distribution of the taxation pool across all councils, based on identified criteria and needs.



Sales of goods and services

Issues Paper Questions

To what extent do councils cross subsidise the prices of goods and services?
If services are subsidised, are the subsidies funded by higher rates or other fees and charges? Could full cost-recovery fees and charges be collected? What would be the consequences? Are any other revenue sources used to subsidise services?
Do councils use the return on their long –lived assets (profit and depreciation) to cross subsidise services? If so, what are the consequences of the sustainable provision of infrastructure services?
What would be the principal implication for individuals, organisations and businesses of applying or removing cross subsidies?



ROC Comments

By necessity, Councils cross subsidise the costs of goods and services. Examples of services that are often subsidised are libraries, museums, arts centres, swim centres, tourist facilities and others. 

The extent of cross subsidisation varies according to the nature and extent of councils’ function and activities, as well as the extent to which partial cost recovery is used.

Subsidies are generally funded from rate revenues. In some instances, an activity which generates user fees and charges may generate a funds surplus, which becomes part of the consolidated revenue pool and be used to subsidise other council services. Examples of these may include high number passenger airport operations, profits on business enterprises and entrepreneurial ventures.

The principal implication of applying subsidies for services is that the cost of a particular service is spread across all ratepayers and residents, meaning that organisations, businesses and individuals would pay more than otherwise, but in doing so they facilitate cost savings to the principal users of that service, e.g. libraries and swim centres.

If subsidies are removed, the users will obviously pay significantly more, or the service may become unaffordable and therefore cease to exist.


Developer charges and contributions

Issues Paper Questions

To what extent do local governments employ developer contributions and charges to finance investments in new and upgraded assets?
Are there legislated limits to contributions that can be required or charges that can be collected?
Are there legislated constraints on the use of revenue raised from developer charges?
What are the effects on individuals, organisations and businesses of the use of developer charges and contributions?
What is the most appropriate way to recover the costs of new and upgraded assets?

ROC Comments

Councils rely to varying degrees upon developer contributions to finance new and upgraded assets. Income levels from contributions vary significantly from council to council, as in high growth areas the level of contributions can be very substantial, compared to negligible amounts in rural areas with no growth, but which nevertheless still have a relative need for the provision or upgrading of the infrastructure asset proposed.

Councils need to prepare and exhibit Development Contributions Plans, which nominate specific facilities to be provided and indicates how the funds will be applied towards those projects.

The most likely effects are that developer contributions will initially be paid for by the developers and then passed on to their customers, thus increasing the purchase costs involved. 

There is a strong argument that communities as a whole benefit from new and upgraded assets and therefore they should best be financed from rates across the board, rather than by the few who actually are required to pay the developer contribution.

However, conversely some new assets are quite specific to an area, such as a children’s playground in a new residential estate, where external use may be far less than say for a community hall or recreation oval established in a development area.

Fines and other pecuniary penalties

Issues paper Questions

What are the effects on individuals, businesses and organisations of fines and other pecuniary penalties and increases in them?
What measures are there in place to protect against the possibility that local governments might view fines as a revenue raising instrument more than as an appropriate deterrent?
If conflicts of interest arise between deterrence and revenue raising, is there any evidence of the effects on individuals, organisations and businesses?

ROC Comments

Local governments in NSW levy a variety of fines and penalties. Examples include penalties for animal infringements, dogs and cattle etc, parking offences in streets and carparks, street and park littering, breaches of regulations for such matters as unclean shops and poor food hygiene.

Once again, the amount of revenue generated by fines and penalties varies from area to area. Councils are unlikely to view the responsibility of law enforcement as a revenue raising measure rather than as a deterrent. In many cases, the cost of enforcement exceeds the income generated, a good example of this being food shop inspection.

Councils are also reluctant to be over punitive, especially in regional and rural areas. The “big brother” approach would be viewed most unfavourably by small communities. Councils tend to achieve better responses by promoting public pride and providing a customer friendly service. In addition, the net revenues available to these councils are generally quite minimal.

It has been found in some regional centres that an over zealous approach to shopper carparking times can be very poor public relations and sometimes such an approach could well deter visitors and consequently adversely affect businesses in the area.

Nevertheless, there is a fine balance to be achieved. Too soft an approach can have adverse and unwanted consequences in a community, particularly in relation to cleanliness of food premises and dog control in public areas.


Interest income

Issues Paper Questions

To what extent are local government cash reserves the result of State Government imposed borrowing limits?
What are some of the implications of these limits and how do they affect capacity of local governments to raise revenues?
What are some of the implications of cash reserves on both efficiency and intertemporal equity in the community?

ROC Comments

Cash reserves held by councils are principally the result of prudent financial management, rather than an outcome of State Government borrowing limits. They are an integral part of a council’s cash management processes and to some extent a hedge against unforeseen circumstances and/or periods of severe financial stress in a community.

Loan borrowing limits do not appear to have been a problem at all for councils in the region.



PART 4   FACTORS INFLUENCING EXPENDITURE AND REVENUE RAISING

Operational  efficiency of local governments

Issues paper Questions

To what extent is there scope for local governments to reduce the unit costs of their operations? If so, how might they effectively reduce their costs?
What effect would such cost reductions have upon their revenue raising requirements?
How and to what extent have structural reforms, such as boundary changes of local governments and service sharing arrangements, affected operational efficiency?

ROC Comments

Consensus in this region is that Councils have become very cost efficient in the delivery of their services, and that very limited scope exists to further reduce the unit costs of operations.

In most councils, staff numbers are at an absolute minimum, brought about by inadequate funding and significant difficulties in attracting and retaining professionally qualified and skilled staff, particularly engineers, planners, health and building surveyors and finance/IT officers.

There have been two instances of council mergers in the region in recent years. A merger of two predominantly rural shires in the Deniliquin area in 2001 achieved some rationalisation of management positions, plant resources and administration costs.  

A subsequent 2005 merger of three shire areas into one new shire and boundary expansion of the Albury City area has yet to demonstrate what extent of operational savings are able to be achieved. In most merger situations over past years, real savings have been considered as marginal, and often have only come at the expense of service levels and customer satisfaction.

Despite the large geographic area of the Murray ROC and RIVROC region, groups of councils have committed to share resources wherever possible and to participate in joint purchasing arrangements for services (e.g. waste management services, region based State of Environment Reporting and major plant purchases), with consequent financial savings achieved. Additional focus on these opportunities for cost saving is a high priority of ROC operations.


Service levels and pricing

Issues Paper Questions

What guidelines and requirements are available to assist local governments to determine the appropriate range and standard of services, to measure and allocate their costs, to determine their revenue requirements, and to set rates, and fees and charges, accordingly?
Do guidelines properly take into account the allocation of infrastructure costs over the long-lived assets such as local roads, libraries and other facilities?


ROC Comments

The Department of Local Government provides some guidelines and assistance to councils in governance and policy/procedures matters and undertakes on-site assessments of councils, so as to ensure a general standard of competence across the State in councils’ functions and responsibilities, as specifically set out in the Local Government Act 1993.

The Department has also established a Strategic Alliance Network to promote resource sharing, joint action, business expertise and best practice management in councils throughout the State.

In particular, the Department has produced a number of publications relating to Local Government Reform Initiatives, Strategic Alliances, Resource Sharing and Integrated Management Planning.

But ultimately, it is the responsibility of each council to determine its level of services, revenue requirements and to set rates and charges, albeit in accordance with rate pegging and other regulatory controls of the State Government.

The NSW Local Government Managers Association has developed a Good Practice Toolkit, which promotes skills sharing and expertise amongst councils, including an asset management component. The LGMA also conducts workshops and seminars on financial and asset management and other professional development courses for improvement in local government management and performance.


Financial and asset management skills

Issues Paper Questions

What effect might the lack of financial and asset management skills of managers and appreciation of the relevant issues by councillors have on the revenue raising capacity and effort of local governments?
To what extent do local governments find difficulty in attracting and retaining suitably qualified experts in financial and asset management?
What types of local governments experience the greatest difficulties?

ROC Comments

As mentioned above, there is a serious skills shortage in various professions in local government in NSW and this certainly extends to financial and asset management, particularly in country regions.

This shortage results in a general lack of expert advice to councillors as the policy makers. As a result, there are most likely consequent adverse effects on sound financial management and missed opportunities in revenue raising.  However, it is difficult to identify and quantify the extent of the problem.

The PricewaterhouseCoopers Report 2006 calls upon State Governments to provide funding support to encourage local council efficiency and asset management reforms.

It is also most difficult for councils in rural and remote regions to attract and retain suitably qualified and skilled staff. Apart from being disadvantaged from location and lifestyle points of view to attract up and coming professionals, the councils are simply financially unable to offer attractive remuneration packages to match the larger regional and metropolitan councils.

Indeed, even a large and locationally attractive city such as Albury experiences very much the same difficulties as the smaller town and shire councils in the region.


Incentive effects of grants and subsidies

Issues Paper Questions

What grants and subsidies are provided to local government by State and Territory Governments? What is the value for each category of grant? Are there any terms and conditions attached to these grants? Do these terms and conditions distort the incentives of local governments to raise their own revenue? If so, how and why?
What grants and subsidies are provided by the Australian Government? What is the value of each category of grant? Are there any terms and conditions attached to these grants? Do these terms and conditions distort the incentives of local governments to raise their own revenue? If so, how and why?

ROC Comments

Local governments currently receive some grants from the NSW State Government for regional roads maintenance, libraries, road safety, regional waste management, urban sustainability programs and other environmental programs. 

The trend is that these grants are on the decline in value and percentage of overall cost. In some instances, seed grants are provided but cease after a short period of time, leaving councils to fund the entire program once it has been established and entrenched as an important and ongoing community service.

The Commonwealth Government provides Financial Assistance Grants (FAGs), the Auslink Strategic Regional Program, the Roads to Recovery Program, the Traffic Blackspots Program and a range of other specific purpose grants for environmental, heritage and community projects.

The Commonwealth 2007-2008 Budget delivered certainty of these tangible programs through to the year 2014.

However, the overall quantum of financial assistance from the Commonwealth to local governments has declined in real terms over the past ten years.

It is not considered that Commonwealth and State grants have any effect on the incentive of local governments to raise their own revenue.
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