1.1 Finance and Assets Reports

1.1.1. FIN-23/01/2023 - Application for a Special Rate Variation

Prepared by Ross Gurney - CFIO
Department Finance & Assets

Authorised by Chief Financial & Information Officer

Reference

Min. No. 22-147 Ordinary Meeting of Council held on 25 July 2022.

Min No. 22-180 Ordinary Meeting of Council held on 26 September 2022.
Min No. 22-227 Ordinary Meeting of Council held on 28 November 2022
Min No. 22-235 Ordinary Meeting of Council held on 28 November 2022.

Summary

In November 2022, the Council resolved to lodge an application for a Special Rate Variation (single-
year permanent increase) of 45.7% to commence from 1 July 2023. The purpose of this report is to
seek Council’s resolution to submit the application.

The report also recommends that Council adopt the updated Integrated Planning & Reporting
documents which have been placed on public exhibition for 28 days.

Commentary

At the 28 November 2022 meeting, Council resolved:
22 -235 RESOLVED

THAT Council:

1. Authorise the General Manager to notify the NSW Independent Regulatory and Pricing
Tribunal of its intention to lodge an application under Section 508(2) of the NSW Local
Government Act for a permanent Special Rate Variation (SRV) 34.3% increase (plus 3.7%
rate peg) in 2023/24 for the primary purposes (based on IPART categories) of:

a. Improving financial sustainability;
b. Maintaining existing services; and
c¢. Reducing infrastructure backlogs for asset maintenance and renewals.

2. Commit to limiting any increase in the residential, farming and business (general) rating
categories to 27.7% (including the 3.7% rate peg) with the balance of the SRV funds
required to be levied against the business power generation sub-category, mining category
and a new gquarrying business sub-category or sub-categories.

3. Note that, in the event that the future fund proposal is not finalised prior to any SRV
application to IPART being completed in January 2023, Option 1 would return to Council's
original proposal of a 42% SRV (plus 3.7%) with $1.092M added back to the power
generation and mining rating categories.

4. Endorse the updated Integrated Planning & Reporting documents to be placed on public
exhibition for 28 days. This will include the following plans:

a. Supplementary Community Strategic Plan 2035.

b. Supplementary Combined Delivery Program 2022— 2026 and Operational Plan 2022/23.
c. Updated 2022-2032 Long Term Financial Plan.

d. Updated 2022-2026 Workforce Plan.

e. Updated 2022-2032 Strategic Asset Management Plan.

5. Note the Community Engagement Strategy Feedback Report which is included as an
attachment.
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Proposed Transformation Fund
The following was reported to the 28 November 2022 Ordinary meeting:

As a result of the consultation and collaboration, power generation and mining ratepayers
have proposed to make part of their increased contributions ($1.092M) directly into a future
fund to support the community through economic transition. This would reduce the special
variation amount from $6.2M (based on 2022/23 notional yield) to $5.1 million. Importantly, it
does not significantly impact Council’s financial sustainability under Option 1. Asset
maintenance and renewal is fully funded for all asset classes.

In the event the future fund proposal is not finalised prior to any SRV application to IPART
being completed in January 2023, Option 1 would return to Council's original proposal of a
42% SRV (plus 3.7%) with $1.092M added back to the power generation and mining rating
categories.

Despite the best efforts of all parties, a binding transformation fund agreement could not be finalised
in the brief timeframe before the 23 January 2023 meeting. Any agreement would have required the
inclusion of safeguards for all parties and legal review prior to execution. With Christmas closures
affecting the three parties involved (including Council), there was insufficient time to negotiate
agreements and undertake sufficient due diligence.

Accordingly, it is recommended that the 45.7% increase (including 3.7% rate peg) option,
which the Council took to the community for consultation, be adopted for the purpose of the
application. It is also recommended that Council continue to commit to close collaboration with the
mining, power generation and quarrying industries to give full effect to the mutual beneficial
outcomes that evolved during those consultations.

Updated Permissible General Income Summary

The table below (from the SRV application form) shows the proposed overall 42% SRV increase plus
the rate peg for 2023/24. The Council has committed to limiting any increase in the residential,
farming and business (general) rating categories to 27.7% (including the 3.7% rate peg).

PERMISSIBLE GENERAL INCOME SUMMARY FOR 2023-24
All dollars in nominal terms

Please check all income adjustments and expiring variation amounts with OLG
before submitting the application.

Prior year Notional General Income 14,857,400
Less: Expiry of a prior special variation
Adjusted first year Notional General Income $ 14,857,400
Plus: Rate peg - first year 3.70% 549,724
Plus: na 0.00% 0
Plus: Additional increase - first year 42.00% 6,240,108
Plus: na 0.00% 0
Plus: Crown Land adjustment - first year 0.08% 11,755
Total special variation - first year 45.78% $ 6,801,587

Other First Year Adjustments:

Plus/Minu Prior year Catch-up/(Excess) 10,314
Minus: Valuation Objections claimed in prior year 0
Total Adjustments 10,314

First year Permissible General Income $ 21,669,300
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Capacity to Pay

The consideration and shaping of the proposal to increase land rates has had significant regard for
the community’s capacity to pay. The analysis has been included in Council’s adopted LTFP.

This is also a key SRV application criterion, with the need to demonstrate that the impact on affected
ratepayers is reasonable and the increases are affordable.

Affordability and intergenerational equity were critical considerations in the external review of
Council’'s rating policy. The review considered issues relating to the capacity to pay for various
existing and potential rating categories and sub-categories. Comparative analysis was undertaken
as a means of validating the findings.

Following inter-category analysis, the rating review recommended that a higher incidence of
increased rating be placed on heavy industries (mining, quarrying, power generation). The particular
methodology used by Council’'s expert consultants (FTG) in calculating an appropriate amount for
each of these categories considered the consumption of Council resources by that category as well
as intergenerational equity and affordability considerations. Council considered those
recommendations and the methodology and evidence underpinning it in arriving at its position and
the underlying material was published and referred to in the material provided during the consultation
period.

A comparative larger yield from the heavy industries enabled a lower incidence of increased rating
in the residential, farmland and business rating categories which are most impacted by cost of living
and other affordability pressures. Also, as part of the refinement of the SRV scenario it was
determined that the pensioner concession would be increased by 20% ($50) to $300 p.a. to further
reduce the incidence of increased rating on pensioners.

Council considered a range of indicators (including SEIFA and outstanding rates and charges
comparisons) to assess whether the proposed rate increases would be affordable for the community.
A discussion of these considerations was fully set out in the LTFP.

Council also undertook intra-category analysis of the impact of the proposed SV on residential and
business ratepayers by quartile and decile. Council adjusted the base amount of the proposed rating
to ensure that the residential component became more progressive (a lower incidence in the lower
two quartiles with lower land values). For example, the incidence in the first quartile in the residential
category is 18.3% (excluding the further impact of the pensioner rebate which lowers that figure
further). The incidence in the fourth quartile is 34%. The incidence in the first decile is 13.1% (which
equates to an additional $1.33 each week). The analysis also revealed that the proposed rating
would not significantly impact incidence within the business category. This is largely because intra-
category rating incidence within the business category is already very progressive within the top
guartile of businesses in the business urban category paying 65% of the overall rating in that
category.

Also, successive studies of the correlation between property prices and capacity to pay confirms that
property prices are a reasonable indication of capacity to pay (see, for example, South Australian
Centre for Economic Studies (2004), ‘The Correlation Between Income and Home Values: Literature
Review and Investigation of Data — Final’). It is for that reason that Council’'s administration is
confident that structuring the base rate so as to ensure a more progressive incidence of the proposed
increases will ensure significant capacity to pay issues are avoided.

Finally, and for abundant caution, Council commissioned specialist advisers to local government,
Morrison Low, to conduct an assessment of the community’s capacity to pay. This provides an
objective and independent assessment. Similar detailed studies have assisted other NSW Councils
with successful SRV applications.
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The study compares and assesses the following items, provided information is accessible:

e Population and age profile,

e Average wages and jobs by industry/sub types,

¢ Unemployment, pensioner breakdown,

¢ Median weekly household income, SEIFA ranking, comparative income distribution and
household debt,

e Business and agriculture economic value and/or grp and/or income,

e Changes in living expenses such as electricity, water and gas,

e Household stress,

e COVID-19 impacts on the community and industry,

e Outstanding rates, and

Other relevant 2016 and 2021 ABS census data and other sources.

The draft capacity to pay study was received just prior to compilation of this report. It is being
reviewed by the administration, but notwithstanding its status as draft it is included as an attachment
to this report.

Public Exhibition of Integrated Planning & Reporting documents

Council was also required to amend its set of Integrated Planning and Reporting documents to reflect
the proposed SRV. These were exhibited for public consideration and comment. No submissions
were received during the public exhibition period.

The following Integrated Planning & Reporting documents are recommended for adoption -
a. Supplementary Community Strategic Plan 2035.
b. Supplementary Combined Delivery Program 2022— 2026 and Operational Plan 2022/23.
c. Updated 2022-2032 Long Term Financial Plan.
d. Updated 2022-2026 Workforce Plan.
e. Updated 2022-2032 Strategic Asset Management Plan.

Councillor Feedback
Council's administration has gone to great lengths to extensively brief the Council about the many

key aspects of this major initiative. Feedback has been appreciated, and all suggestions or requests
for matters to be considered have been vigorously examined. See the below table -
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Councillor Feedback

Officers Response

For the next two (2) years all income raised from
the Special Rate Variation in excess of the 3.7%
rate peg be allocated to the construction,
renewal, repair and maintenance of roads
including curbing and guttering, storm water
drains and systems. The ratio of this
expenditure to be 70% for roads and 30% for
drains.

The proposed SRV expenditure program for
2023/24 includes additional maintenance /
renewal funding for roads ($3.026M) and
stormwater drainage ($459K).

If additional financial capacity is achieved via
the SRV, there is merit in an impactful works
program to address current backlogs in asset
maintenance and renewal. The councillor
feedback provides a valid way forward. It is also
important, however, that asset management
systems be brought to a very high standard. A
balance will need to be struck to optimise the
expenditure over the period of the LTFP.

The administration will develop a range of
options from which the Council could consider
bringing forward some or all of the 2024/25 SRV
expenditure program to achieve the intent of the
councillor feedback in terms of front-loading

additional road and stormwater asset
investment.

A review of current funding levels of community
capacity-building initiatives through Council’'s
Community Development programs to support
other community sectors that are
disproportionately impacted, such as low-
income earners in the rental market.

The adoption of the annual Operational Plan
and budget provides opportunity to adjust
emphasis and resources across the Council’'s
many service areas.

Councillors can bring forward requests for new
initiatives as part of the annual budget
preparation (currently underway). All requests
can be considered by the administration and
advice provided to the Council.

Councillor Information Sessions on the draft
budget and operational plan are scheduled to
be held for the above purposes during March
2023.

A timeline for completing the required Asset
Management Plans and their associated
Service Plans be provided to Council.
o All Asset Groups identified as part of the
Asset Management Plans.
¢ Minimum resourcing levels to provide the
appropriate level of condition and
functions of assts be identified.
¢ All material lifecycles provided for in the
SRV funding inclusive of maintenance &
renewal costs.

Council's asset management plans are
presently being optimised to ensure that
interventions in asset renewal (and
maintenance) are programmed to maximise the
safety of the network foremost but, secondly,
the value of each invested dollar. This work will
be completed by the end of 2023. Council has
also engaged NSW Public Works to conduct a
comprehensive review of its Integrated Water
Cycle Management Plan to ensure the
operational optimisation of that community
utility.

A 12-month review occurs relating to
affordability issues, in particular the Pensioner
Rebate.

A 12-month review relating to affordability will
be undertaken and reported to the Finance
Committee.

All cumulative small business rates / charges
are reassessed.

Council sets its charges each year. Fees and
charges which apply to small businesses will be
considered as part of the preparation of the
2023/24 budget. As a feature of that process the
Council can gauge cumulative impact.
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Sewer and water dividends previously
transferred to General Rates are utilised to
address causal factors in urban sewerage
systems failure, which is part of an ongoing and
significant public health risk to our community.

Council's water and sewerage services are
operated as commercial businesses, and as
such, are expected to meet the requirements of
National Competition Policy. Government
businesses are required to calculate
Commonwealth tax equivalents. The payment
of tax equivalents ensures that Government
businesses do not have a net competitive
advantage over their private sector counterparts
due to their public ownership.

The Council has an adopted policy which
ensures that services operate under the
principles of competitive neutrality. Previous
resolutions on sewer dividends have been
enacted.

There are sufficient funds in the sewer reserve
to address causal factors in urban sewerage
systems failure. The consideration is the extent
of funding that is directed to this aspect as
opposed to other required sewerage system
works. Business cases are currently being

finalised for the 2023/24 capital works program,
including sewerage system works.
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A clear contract with the community is
established that outlines, delivers and reports
on annual programs of work, which are funded
through the special rates variation funding and
proposed future fund.

Operational Plan
The Statement of revenue policy included in the
operational plan must include the following
statements:
¢ A statement with respect to each ordinary
rate and each special rate proposed to
be levied
¢ |n the case of a special rate - the purpose
for which the rate is to be levied.
Council identifies the source of revenue and
amount for projects and programs in the
Operational Plan.

Reporting
e Clause 203 of the Local Government
(General) regulation requires that

budget review statements and a revision

of estimates must be reported to the

council within 2 months after the end of

each quarter (except the fourth quarter).

IPART Special Rate Variation Guidelines — 7.1

Reporting Mechanisms requires that the Annual
Report include a:

¢ Report on activities funded via a special

rate variation of general income
including:

O reporting requirements set out in the
Instrument of Approval.

0 projects or activities funded from the
variation.

0 outcomes achieved as a result of the
project or activities.

0 A council's Annual Report must
provide a report on the achievements
through the Delivery Program.

0 The State of the City (4-yearly) report

should also outline detailed
performance indicators to report
against the Delivery Program

achievements in relation to the
special variation.

A clear strategy for advocacy to the Federal
Government concerning Federal Assistance
Grants and cost-shifting elements from the
NSW Government is developed, actively
pursued and reported to the Council twice
yearly.

Council's administration is advocating for an
address of the challenge of financial
sustainability by other levels of government.
Mostly this is done via industry representative
groups such as ALGA and LGNSW. The
Council resolved at its meeting held on 28
November 2022 (Min. 22-227) to endorse the
following as one of its priorities for advocacy in
the lead up to the NSW State Election.
Sustainable Local Government
o Substantially review and reform the
funding  arrangements for local
government to provide the sector with
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the capacity to meet the many
challenges of the 21st century.
A section for Advocacy will be included within
Council’'s Integrated Planning and progress will
be reported accordingly through this process.

A governance structure is established and | This is supported.
provided to the Council relating to the operation
and use of the proposed Future Fund.

Timeline

Upon resolution of Council, the administration will move to finalise the SRV application and lodge
the application with IPART by the deadline of 3 February 2023.

Councillors have been provided with an (incomplete) draft of the application form prior to the 23
January 2023 meeting.

The final version of the application will be released by IPART as a public document.

The following is a summary of key dates (including IPART deadlines) for the SRV process moving
forward.

The Council's administration will continue to deal with any enquiries and communicate effectively
with the community about this key initiative throughout the next phases outlined above.

Policy Implications

Nil.

Financial Implications

As detailed in the Long-Term Financial Plan.

Legal and Risk Management Implications

Prudent action is required to manage extreme risks to the Council’s long-term financial sustainability.
Attachments

1. Lithgow City Council - Capacity to Pay Report - Final [11.5.1.1 - 29 pages]
Recommendation

THAT Council:
1. Submit a Special Rate Variation application (by 3 February) under Section 508(2) of the
NSW Local Government Act for a permanent Special Rate Variation (SRV) 45.7% increase

(including 3.7% rate peg) in 2023/24 for the primary purposes (based on IPART categories)
of:
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a. Improving financial sustainability;

b. Maintaining existing services; and
c. Reducing infrastructure backlogs for asset maintenance and renewals.

2. Reaffirm its commitment to limiting any increase in the residential, farming and business
(general) rating categories to 27.7% (including the 3.7% rate peg) with the balance of the
SRV funds required to be levied against the business power generation sub-category,
mining category and a new quarrying business sub-category or sub-categories.

3. Adopt the updated Integrated Planning & Reporting documents. This includes the following
plans:

a. Supplementary Community Strategic Plan 2035.

b. Supplementary Combined Delivery Program 2022- 2026 and Operational Plan
2022/23.

c. Updated 2022-2032 Long Term Financial Plan.

d. Updated 2022-2026 Workforce Plan.

e. Updated 2022-2032 Strategic Asset Management Plan.

Minute

11.5.1. FIN - 23/01/2023 - Application for a Special Rate Variation
23 -16 RESOLVED
THAT Council:

1. Submit a Special Rate Variation application (by 3 February) under Section 508(2) of the NSW
Local Government Act for a permanent Special Rate Variation (SRV) 45.7% increase (including
3.7% rate peq) in 2023/24 for the primary purposes (based on IPART categories) of:

a. Improving financial sustainability;
b. Maintaining existing services; and
c. Reducing infrastructure backlogs for asset maintenance and renewals.

2. Reaffirm its commitment to limiting any increase in the residential, farming and business
(general) rating categories to 27.7% (including the 3.7% rate peg) with the balance of the SRV
funds required to be levied against the business power generation sub-category, mining
category and a nhew quarrying business sub-category or sub-categories.

3. Adopt the updated Integrated Planning & Reporting documents. This includes the following
plans:

a. Supplementary Community Strategic Plan 2035.

b. Supplementary Combined Delivery Program 2022— 2026 and Operational Plan 2022/23.
c. Updated 2022-2032 Long Term Financial Plan.

d. Updated 2022-2026 Workforce Plan.

e. Updated 2022-2032 Strategic Asset Management Plan

MOVED: Councillor D Goodwin SECONDED: Councillor D Goodsell
CARRIED
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Ordinary Meeting of Council 28 November 2022

1.1.1. FIN-28/11/2022 - Options for a Sustainable Future - Notification to IPART

Prepared by Ross Gurney - CFIO
Department Finance & Assets

Authorised by Chief Financial & Information Officer

Reference

Min. No. 22-147 Ordinary Meeting of Council held on 25 July 2022.
Min No. 22-180 Ordinary Meeting of Council held on 26 September 2022.

Summary

This report canvases the outcomes from community engagement on two Options for a
Sustainable Future.

The report also provides details of post-consultation changes to Option 1 — Service Levels
Maintained which include a proposed future fund to support the community through economic
transition. This has resulted in a lower overall SRV amount and refinements to the proposed SRV
funding allocations.

The changes to the Option 1 — Service Levels Maintained have been included in a post-
consultation LTFP update which is recommended for endorsement to be placed on public
exhibition for 28 days.

The report recommends that Council notify IPART, by their deadline of 29 November 2022, of the
intention to apply for a Special Rate Variation (SRV).

Commentary

Background
At the Ordinary Meeting of Council held on 25 July 2022, it was resolved:
22 -147 RESOLVED
THAT Council:
1. Receive the report on Our Place Our Future.
2. Endorse the findings related to considering a special rate variation included in the Rating
Review Technical Paper.
3. Resolve to commence community engagement on the two options outlined in this report,
in accordance with the Communications Strategy.

Council has completed community engagement on two options for a sustainable future:
Option 1 — Service Levels Maintained

Council would apply for a permanent increase in general rate income (a Special Rate Variation)
above the peg rate set by IPART.

The external rating review identified a shortfall of $4.7M in Council’'s annual general revenues
after taking into account proposed productivities, savings and other revenues of $1.3M.
Additionally, $1.25M of funding was recommended to ensure Council’s ongoing financial
sustainability for building capacity within the organisation and facilitating economic resilience in
the local government area.

The addition of $6 million to Council’'s annual general revenues equates to a 42% overall increase
in land rating. Great care has been taken, however, to distribute the rating as fairly as possible
amongst the various rating categories, and, as a result, the impact on residential, business and
farming land rating under this proposal would typically be 27.7% (including rate peq).
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Ordinary Meeting of Council 28 November 2022

If Council chooses not to proceed with a special rate variation or IPART determines not to approve
Council’'s application, Council will need to undertake a comprehensive review of its services and
present a plan to the community for a reduction in levels of service of around $4.7M annually.

Council will prioritise the maintenance of essential services over more discretionary services in
any level of service cuts. Council anticipates that this process would take approximately twelve
months and will again involve extensive community engagement. It will also require significant
funding and resources.

Community Engagement Feedback
Post-consultation Changes to Option 1 — Service Levels Maintained

During the consultation period, Council engaged extensively with quarrying, mining and power
generation ratepayers. There was a general appreciation by major industry of Council’s
collaborative and extensive engagement. As an outcome of that engagement, there was an
almost universal acceptance of the need for the proposed special rate variation. There was a
recognition that major industry should contribute its fair share to the overall increase. Major
industry was also very keen for close collaboration to continue and felt the best way to manage
future economic and social challenges was with major industry, Council and others working
together. Major industry desired to make their contributions more directly and with more
involvement and collaboration in outcomes.

As a result of the consultation and collaboration, power generation and mining ratepayers have
proposed to make part of their increased contributions ($1.092M) directly into a future fund to
support the community through economic transition. This would reduce the special variation

amount from $6.2M (based on 2022/23 notional yield) to $5.1 million. Importantly, it does not
significantly impact Council’s financial sustainability under Option 1. Asset maintenance and
renewal is fully funded for all asset classes.

Management recommends adopting the changes proposed by these sectors in their submissions.
Some of the benefits of proceeding in this way include:

1. leading practice transitions management requires strong and accountable collaborations
between the private sector, governments, knowledge providers and others,

2. Collaboration caters for a transfer of knowledge/expertise and increased intellectual
investment in economic transition, well over and above that which council could achieve
on its own,

3. the ability to value add to existing funds for economic transition by matching or leveraging
industry contributions with grants,

4. building cross-sectoral and government trust and alignment across Lithgow in the
economic transition vision.

In the event the future fund proposal is not finalised prior to any SRV application to IPART being
completed in January 2023, Option 1 would return to Council's original proposal of a 42% SRV
(plus 3.7%) with $1.092M added back to the power generation and mining rating categories. The
progress towards establishing a future fund will be reported to the January 2023 Ordinary meeting.

The overall SRV percentage for Option 1 — Service Levels Maintained decreases to 34.3% plus
3.7% rate peg with the post-consultation changes. There is no change to the SRV percentage
of 27.7% for the residential, farmland and business rating categories. The changes are
shown in the table below:
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Category or Sub-Category

Ordinary Meeting of Council 28 November 2022

Rev Policy
Yield

Proposed
Yield with Percentage
3.7% rate Change

peg

Residential — Urban 36,394,441 $8.165,727 27.7%
Residential — Other $2.286,985 | $2,920,480 27.7%
Farming $2.208,193 | $2,819,842 27.7%
Business — Urban $2.006,083 | $2.561,748 27 7%
Business 3 121,137 | $ 154,692 27.7%
Business — Power Generation 345,499 $ 187.025 309%
Business — Quarrying 3 43,049 | § 474,580 1002%
Mining $1.854,128 | $3.361.,927 81%
Total 514,959,735 | 520,844,051 38%

The proposed SRV allocation has also been updated to be consistent with the change to the SRV
amount. Depreciation and asset renewals in all asset categories is fully funded. This means that
the condition of all assets (including roads) will improve significantly over time. Most significantly,
however, legacy financial challenges will not be left for future generations because of a lack of
recurrent and adequate funding for asset renewal and maintenance. This accords with Council’s
obligations for inter-generational equity.
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Asset funding includes $500K p.a. for reducing the roads infrastructure backlog. The post-
consultation proposed SRV allocation is shown in the chart below:

Post-consultation LTFP Update

Due to the changes to Option 1 — Service Levels Maintained, the Long Term Financial Plan (LTFP)
required an update. In the post-consultation LTFP update, Scenario 3 has been amended with
the lower overall SRV amount and the inclusion of income and expenditure from the planned
economic transition fund. At the same time, the capital works program (funding sources and
expenditure) has been refined for all three scenarios.

A summary of the LTFP update scenarios is provided below:

e Scenario 1 — Base case — a “do nothing approach” which would see Council in an
unsustainable financial position,

e Scenario 2 - Service Levels Reduced — to implement this scenario, Council will need to
undertake a comprehensive review of its services and present a plan to the community for
a reduction in levels of service, and

e Scenario 3 — Service Levels Maintained — Council would apply for a permanent increase
in general rate income (an SRV) above the peg rate set by IPART. The addition of $5.1
million to Council’'s annual general revenues equates to a 38% overall increase in rates
(including rate peg of 3.7%). Great care has been taken to distribute the rating as fairly as
possible amongst the various rating categories, and as a result the impact on residential
rating under this proposal would typically be 27.7% (including expected rate peg).
Economic transition fund income and expenditure of $1.1M has also been included in
Scenario 3.

The LTFP has been included in an updated Resourcing Strategy 2022-2032 which is
recommended for endorsement to be placed on public exhibition for 28 days together with the
Supplementary Community Strategic Plan 2035 and Supplementary Combined Delivery Program
2022— 2026 / Operational Plan 2022/23.
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Ordinary Meeting of Council 28 November 2022

Consideration of the Community's Capacity and Willingness to Pay an SRV

Affordability and intergenerational equity were critical considerations in the external review of the
rating burden. The review considered issues relating to the capacity to pay for various existing
and potential rating categories and sub-categories. Comparative analysis was undertaken as a
means of validating the outcomes rather than for the purpose of sourcing an answer.

The rating review recommended that a higher incidence of increased rating be placed on heavy
industries (mining, quarrying, power generation) which have historically had lower rates than
comparable Councils. This action would enable a lower incidence of increased rating to be placed
on the residential, farmland and business rating categories which are most impacted by current
cost of living pressures. As part of the refinement of the SRV scenario, it was determined that the
pensioner concession would be increased by $50 to $300 p.a. to further reduce the incidence of
increased rating on pensioners.

A range of indicators have been considered to assess whether the proposed rate increases would
be affordable for the community. The indicators considered in reaching conclusions on the
community’s capacity to pay an SRV include:

e Socio-Economic Indexes for Areas (SEIFA);

o Office of Local Government Time Series Data — comparative average rates and average

taxable income;

e Valuer-General's report on land values 1 July 2021;

e OQutstanding rates ratio;

¢ Individual income levels; and

e Council's Hardship Policy.

Reasons for Recommending That Council Endorse Option 1 — Service Levels Maintained
Management recommends that Council endorse Option 1 — Service Levels Maintained for the
following reasons:

o The external Rating Review recommended that Council apply for a single year permanent
SRV from 1 July 2023 to address a structural annual shortfall in Council's General
Revenues of $6.018M at existing agreed levels of service before adopting available
productivity, savings and other measures.

e Option 1 wil increase Council's capacity to make productivity and efficiency
improvements. The Rating Review found that the lack of specialist resourcing in some
areas of Council means that Council is absorbing unnecessary risk and expense.

e Strategic additional levels of service in governance, strategy and capacity building will
enable Council to achieve statutory compliance and best practice across the organisation,
as well as a strategic and disciplined program dedicated to capacity building.

e The incidence of the proposed rates increase has been carefully considered with a lower
increase (27.7% including rate peg) proposed for residential, business and farmland rates
and a higher increase proposed for heavy industries which have a greater capacity to pay.

e A $50 increase in the pensioner concession rebate will alleviate the rating increase for
pensioners.

e The community has shown a reasonable level of support for Option 1 with 42% of
telephone survey respondents agreeing with Option 1.

¢ Quarrying, power generation and mining ratepayers have indicated an acceptance of the
overall increase and their proposed contribution to it, on the basis of continuing close
collaboration in the City’s future.
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Option 2 requires achieving approx. $4.7M in General Fund operational expense
reductions in order to meet OLG’s the definition of financial sustainability. All the liberated
revenue is required for asset renewal and roads maintenance.

The process of identifying potential levels of service savings will itself require significant
additional resourcing.

While some levels of service are discretionary, the vast majority are determined by statute.
Financial reporting, corporate planning and community consultation, land-use planning
and development assessment are all examples of levels of service essentially set by
statute.

Special Rate Variation Assessment Criteria
IPART assesses SRV applications based on the following criteria:

1.

wnN

The need for, and purpose of, a different revenue path for the council’'s General Fund (as
requested through the special variation) is clearly articulated and identified in the council's
IP&R documents.

Evidence that the community is aware of the need for and extent of a rate rise.

The impact on affected ratepayers must be reasonable, having regard to both the current
rate levels, existing ratepayer base and the proposed purpose of the variation.

The relevant IP&R documents must be exhibited (where required), approved and adopted
by the council before the council applies to IPART for a special variation to its general
income.

The IP&R documents or the council's application must explain and quantify the
productivity improvements and cost containment strategies the council has realised in past
years and plans to realise over the proposed special variation period.

Action taken in recent months ensures that each SRV assessment criterion can be addressed in
an SRV application.

Timeline
The following is a summary of key dates (including IPART deadlines) for the SRV process moving
forward.

Action Date

Council decision to notify IPART of Council's intention to apply for a special [ 28 November
rate variation or minimum rates increase — this being required to meet | 2022
IPART’s 29 November deadline.

Council decision on final endorsement of special rate variation application to | January 2023
IPART.

Special Rate Variation applications due with IPART February

2023

Determinations announced for Special Rate Variation and Minimum Rate May 2023
Variation by IPART

Policy Implications

Nil.

Financial Implications

As detailed in this report.

Legal and Risk Management Implications

Prudent action is required to manage extreme risks to Council's long-term financial sustainability.
Attachments

1.
2.
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Community Engagement Feedback Report [9.4.2.1 - 76 pages]
CSP Draft November 2022 [9.4.2.2 - 82 pages]
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Delivery Program 2022 2026_ November 2022 [9.4.2.3 - 134 pages]
Workforce Management Strategy November 2022 [9.4.2.4 - 29 pages]
Lithgow Draft LTFP Post- Consultation Update - November 2022 [9.4.2.5 - 54
pages]

Draft Strategic Asset Management Plan 2022 [9.4.2.6 - 66 pages]

1. Authorise the General Manager to notify the NSW Independent
Regulatory and Pricing Tribunal of its intention to lodge an
application under Section 508(2) of the NSW Local Government Act
for a permanent Special Rate Variation (SRV) 34.3% increase (plus
3.7% rate peg) in 2023/24 for the primary purposes (based on
IPART categories) of:

a. Improving financial sustainability;
b. Maintaining existing services; and
c. Reducing infrastructure backlogs for asset maintenance and renewals.

2. Commit to limiting any increase in the residential, farming and

business (general) rating categories to 27.7% (including the 3.7%
rate peg) with the balance of the SRV funds required to be levied
against the business power generation sub-category, mining
category and a new quarrying business sub-category or sub-
categories.

3. Note that, in the event that the future fund proposal is not finalised

prior to any SRV application to IPART being completed in January
2023, Option 1 would return to Council's original proposal of a
42% SRV (plus 3.7%) with $1.092M added back to the power
generation and mining rating categories.

4. Endorse the updated Integrated Planning & Reporting documents to

be placed on public exhibition for 28 days. This will include the
following plans:

a. Supplementary Community Strategic Plan 2035.

b. Supplementary Combined Delivery Program 2022— 2026 and
Operational Plan 2022/23.

Updated 2022-2032 Long Term Financial Plan.

Updated 2022-2026 Workforce Plan.

e. Updated 2022-2032 Strategic Asset Management Plan.

oo

5. Note the Community Engagement Strategy Feedback Report which

is included as an attachment.

Minutes

22 -235 RESOLVED
THAT Council:
1. Authorise the General Manager to notify the NSW Independent Regulatory and

Pricing Tribunal of its intention to lodge an application under Section 508(2) of the
NSW Local Government Act for a permanent Special Rate Variation (SRV)
34.3% increase (plus 3.7% rate peg) in 2023/24 for the primary purposes (based
on IPART categories) of:

a. Improving financial sustainability;

b. Maintaining existing services; and

c. Reducing infrastructure backlogs for asset maintenance and renewals.

2. Commit to limiting any increase in the residential, farming and business (general)
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rating categories to 27.7% (including the 3.7% rate peg) with the balance of the
SRV funds required to be levied against the business power generation sub-
category, mining category and a new quarrying business sub-category or sub-
categories.

Note that, in the event that the future fund proposal is not finalised prior to any
SRV application to IPART being completed in January 2023, Option 1 would
return to Council's original proposal of a 42% SRV (plus 3.7%) with $1.092M
added back to the power generation and mining rating categories.

Endorse the updated Integrated Planning & Reporting documents to be placed on
public exhibition for 28 days. This will include the following plans:

a. Supplementary Community Strategic Plan 2035.

b. Supplementary Combined Delivery Program 2022— 2026 and Operational Plan
2022/23.

c. Updated 2022-2032 Long Term Financial Plan.

d. Updated 2022-2026 Workforce Plan.

e. Updated 2022-2032 Strategic Asset Management Plan.

5. Note the Community Engagement Strategy Feedback Report which is included as
an attachment.

MOVED: Councillor D Goodsell

SECONDED: Councillor S McGhie

CARRIED

A DIVISION was called by Councillor M Statham

Divisions

FOR: Councillor M Statham, Councillor A Bryce, Councillor D Goodsell, Councillor D
Goodwin, Councillor S McGhie, Councillor E Mahony and Councillor C O'Connor
AGAINST: Councillor C Coleman and Councillor S Lesslie
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