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The Essential Services Commission is a statutory authority established as an independent economic regulator and
advisory body under the Essential Services Commission Act 2002 (ESC Act).
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Glossary of terms
ABS

Australian Bureau of Statistics

Base year

The financial year directly preceding the capped year

Bill

Local Government (Rate Oversight) Amendment Bill 2018

Capped year

The financial year a rate cap applies to

Commission

Essential Services Commission

Consultation Paper

South Australian Local Government rate oversight scheme Consultation Paper

CPI

Consumer Price Index

Determination

Primary Rate Cap Determination

ESC Act

Essential Services Commission Act 2002

ESCV

Essential Services Commission of Victoria

IPART

Independent Pricing and Regulatory Tribunal of New South Wales

LG Act

Local Government Act 1999

LGA

Local Government Association of South Australia

LGCI

Local Government Cost Index (New South Wales)

LGPI

Local Government Price Index

Minister

Minister for Transport, Infrastructure and Local Government

SALGFMG

South Australia Local Government Financial Management Group

Scheme

Rate oversight scheme

Treasurer

Treasurer of South Australia

Valuer-General

Valuer-General of South Australia

WPI

Wage Price Index
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Summary
The Local Government (Rate Oversight) Amendment Bill 2018 (the Bill) proposes a statutory framework
for a rate oversight scheme (scheme), commonly referred to as a rate capping scheme. In light of the
tight timeframe proposed for implementation of the scheme should the Bill pass into law, the Treasurer
of South Australia (Treasurer) has sought advice from the Essential Services Commission
(Commission) on:

 the preparation of a ‘local government rate capping and variation framework,’ and
 the future operational requirements of the scheme.
The Commission must provide the advice to the Treasurer by 1 December 2018. 1
Under the Terms of Reference, the advice is separated into two distinct parts – the formulation of an
initial scheme, followed by the design of a full future scheme. This split takes into account the short
timeframe for the scheme’s implementation in 2019, should the Bill be enacted.
Given the importance of stakeholder input to both elements of the advice, the Commission released a
Consultation Paper in August 2018 to gain views on the efficient and effective implementation of the
essential elements of the scheme, as it currently stands.
This advice addresses key elements of the framework, based upon that consultation. It focuses on how
certain factors and requirements should be set for the initial transition year (2019-20), and explores
what may be necessary to fully establish the framework for future years.
In that context, the Commission emphasises that, should the scheme come into effect, it will review the
operation of the scheme during the first year, with a view to refining and settling any ongoing
improvements for future years.
The Commission’s advice on how to implement the scheme is summarised in Table 1, and discussed
further in the identified sections of this paper. The advice is specific to the implementation of the Bill
passed by the House of Assembly. Should the Bill materially change, then the advice and
recommendations made in this paper should be revisited.
Table 1 Summary of advice

Key factors and requirements

2019-20

Ongoing framework

Annualised
supplementary revenue
attributable to growth
should be calculated
based only on capital
growth arising from new
rateable properties in
2018-19.

The Commission will
undertake further work
with councils to assess
the extent to which this
approach should be
adopted for future years,
following assent of the Bill
and further consultation.

One Primary Rate Cap will
be set for all councils for
2019-20.

To be considered
following further analysis
and evidence, following
assent of the Bill and
further consultation.

Base Standard Rate
Growth (Chapter 4):
•

Broadly there are three components to growth:
- growth in the number of rateable properties
- growth in the capital investment of existing
rateable properties, such as commercial
investment, and
- growth in valuation associated with market
forces

Primary Rate Cap
Class(es) of councils (Chapter 5):
•

1

Evidence and analysis will be required to
determine whether there is a basis for grouping
councils and whether multiple council classes
will be required for the scheme

A full copy of the Treasurer’s request for advice is provided as Attachment 1 to this paper.
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Key factors and requirements
Criteria to assess which index to use as a
component of the Primary Rate Cap (Chapter 6)

2019-20

Ongoing framework
The selected criteria are appropriate.

Which index, hybrid or alternative to use to set the
Primary Rate Cap (Chapter 7)

The Primary Rate Cap for
2019-20 will be set at 2.9
percent, being the value of
LGPI for 2017-18.

The Commission will
undertake further analysis
to determine which index
to adopt and whether to
adopt a backward or
forward-looking approach,
following assent of the Bill
and further consultation.

Efficiency factor (Chapter 8)

An efficiency factor will
not be set for 2019-20

To be considered
following further analysis
and evidence, following
assent of the Bill and
further consultation.

The adjustment factor will
be set to zero for 2019-20

Adjustment factors will be
applied on a case-by-case
basis.

No application fee

Application fee to cover
Commission costs only

•

Evidence and analysis will be required to
determine the basis for setting any efficiency
factor

Adjustment factor (Chapter 9)
•

Information is sought on other cost pressures or
matters that should be taken into account when
setting the Primary Rate Cap(s) (for example to
account for one-off events such as bushfires or
a step-change in costs)

Variation process
Variation application process and requirements
(Chapter 10)
•

This paper presents the proposed administrative
approach to handling variations, which seeks to
ensure the integrity of the scheme while
achieving reasonable associated administrative
costs for councils and the Commission

One-year variations only
Adherence to the dates
proposed in the oversight
scheme
No ‘catch up’ mechanism

Variation can apply for up
to five years
The Commission will work
with councils to consider
the dates of the variation
process
No ‘catch up’ mechanism

Monitoring and reporting
Compliance requirements (Chapter 11):
•

This paper presents the Commission’s proposed
approach to monitoring and reporting

Compliance reporting by
councils

To be considered
following further analysis
and evidence, following
assent of the Bill and
further consultation.
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1

Introduction

In June 2018, the Minister for Transport, Infrastructure and Local Government (Minister) released for
public consultation the draft Local Government (Rate Oversight) Amendment Bill 2018 (Bill). 2 The Bill
introduces a rate oversight scheme (scheme) into the Local Government Act 1999 (LG Act).
The scheme establishes a framework for the Essential Services Commission (Commission) to set a
maximum amount by which South Australian councils can increase their general rate revenue each
year. It also provides a process through which councils can apply to the Commission for additional rate
revenue above that maximum where supporting evidence of need can be demonstrated.
The scheme has two key elements:

 Primary Rate Cap determinations: The establishment of rate cap(s) by the Commission, which
includes provisions that enable caps to be set, determining that the capping scheme applies to
council revenue recoverable from general rates, and providing for its calculation on an annual basis.

 Variation applications: Setting out provisions that enable councils to apply to the Commission for a
variation to a rate cap for a period of up to five years.
Together, these two elements are designed to meet the Government’s stated objectives for the scheme,
which are to ensure:

 that the financial contribution of ratepayers to the provision of services and infrastructure by
local government to meet the present and future needs of local communities is subject to
appropriate oversight, and

 that a council has the financial capacity to perform its duties and functions and exercise its
powers. 3
The Bill also sets out provisions for the Commission to monitor and report to the Minister on the
operation of the scheme.

1.1

Scope of this advice

While the Bill proposes a statutory framework for a rate oversight scheme, the Treasurer of South
Australia (Treasurer) has sought the Commission’s advice on the administrative and regulatory
arrangements that would be required to support that scheme should it come into effect.
Under the Terms of Reference (refer Attachment 1), the advice is separated into two distinct parts – the
formulation of an initial scheme, followed by the design of a full future scheme. This split takes into
account the short timeframe for the scheme’s implementation in 2019, should the Bill be enacted. The
Commission is to provide the Treasurer advice into the preparation of:

 a ‘local government rate capping and variation framework,’ and
 the future operational requirements of the scheme.
In doing so, the Terms of Reference request that the Commission have regard to the following:

 consulting with key stakeholders on the potential impacts of the rate oversight scheme
 developing comprehensive guidance material and rate oversight models

2
3

A copy of the Bill as passed by the House of Assembly is provided as Attachment 2
Refer Local Government (Rate Oversight) Amendment Bill 2018, clause 6, proposed new section 187C (Attachment 2)
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 developing a compliance framework for the rate oversight scheme
 establishing a monitoring framework that can be used to assess the effectiveness of the rate
oversight scheme and provide reports to the Minister as requested

 identifying the necessary system and process requirements to manage the volume of council
submissions under the rate oversight scheme, and

 providing education and training to operational staff at councils to assist them to meet their
requirements under the rate oversight scheme.
The Commission must provide its advice to the Treasurer by 1 December 2018. 4 This paper forms that
advice and includes the supporting reasons and analysis.

1.2

Approach to the preparation of this advice

Given the importance of stakeholder input to both elements of the advice, the Commission released a
Consultation Paper in August 2018 to gain views on the efficient and effective implementation of the
essential elements of the scheme, as it currently stands.
The matters discussed in this advice are based on that consultation, plus further consultation with
individual councils and stakeholders, as well as the Commission’s own analysis and considerations.
This advice addresses key elements of the framework, particularly in terms of how certain factors and
requirements could be set for the initial transition year (2019-20), and explores what may be necessary
to fully establish the framework for future years.
In that context, the Commission emphasises that, should the scheme come into effect, it will review the
operation of the scheme during the first year, with a view to refining and settling any ongoing
improvements for future years. The Commission considers it important to develop a robust
understanding of the underlying cost base of councils and how it has evolved, prior to fully establishing
a framework for general rates oversight. General rates revenue is only one source of revenue utilised by
councils to cover these costs. As such, movements in general rates reflect not only how the cost base
changes, but also how the composition of revenue sources develops.
Further, the advice provided in this paper is specific to the implementation of the Bill passed by the
House of Assembly. Should the Bill materially change, then the advice and recommendations made in
this paper should be revisited.
In preparing the advice, the Commission has had regard to the need to undertake work, analysis and
consultation (particularly with the local government sector) to achieve a framework that delivers good
community outcomes while trying to minimise compliance costs.
The Commission has also had regard for the need to consider the scheme framework from both a
ratepayer and council perspective. Given this, the Commission has accounted for the fact the
framework should not detrimentally impact service delivery while simultaneously placing emphasis on
the need for those services to be provided and procured on an efficient cost basis.

1.3

Submissions to the Consultation Paper

The Commission thanks respondents for their submissions and for their engagement in the
consultation process. Submissions were received from:

 Alexandrina Council

4

A full copy of the Treasurer’s request for advice is provided as Attachment 1 to this paper. It requires this advice to have
regard to a number of specific factors, including an emphasis on consulting with key stakeholders
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 Campbelltown City Council
 City of Charles Sturt
 District Council of Coober Pedy
 City of Holdfast Bay
 Kangaroo Island Council
 Local Government Association of South Australia (LGA)
 Mid Murray Council
 City of Playford
 City of Port Lincoln
 Port Pirie Regional Council
 City of Prospect
 City of Salisbury
 South Australia Local Government Financial Management Group (SALGFMG)
 District Council of Streaky Bay
 City of Tea Tree Gully, and
 a confidential submission.
The issues raised by stakeholders through the consultation period have been carefully considered.
Where relevant, certain arguments and submissions have been mentioned in the text, either by direct
quotation or by reference to themes or arguments, to assist stakeholders to understand the proposed
positions that have been reached.
However, a failure to reference an argument or submission does not mean that it has not been taken
into account in reaching the final positions. All submissions have informed the consideration of each of
the relevant issues and the expressed viewpoints.

1.4

The Commission

The Commission is a statutory authority established as an independent economic regulator and
advisory body under the Essential Services Commission Act 2002 (ESC Act).
The Commission has economic regulatory responsibility in the water, sewerage, electricity, gas, rail and
maritime services, and a general advisory function on regulatory and economic matters. The ESC Act
and various industry Acts together provide the Commission with those regulatory and advisory powers
and functions.
Under the ESC Act the Commission has the primary objective of:
‘… protection of the long term interests of South Australian consumers with respect to the price, quality and
reliability of essential services.’
As the proposed administrator of the rate oversight scheme, the Commission’s functions will be
performed in accordance with the LG Act as amended to incorporate the scheme.
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2

Overview of the rate oversight scheme

Among the sources of revenue for local government are general rates. The Government’s stated aim for
the rate oversight scheme is to provide oversight of the future direction of annual general rates charged
by councils.
The scheme does not limit or affect the manner in which councils choose to recover their general rates
revenue requirements from individual ratepayers: the question of ‘which ratepayers should pay how
much?’ remains a matter for individual council discretion. Rather, the scheme regulates the rate of
increase in the total revenue that councils recover from ratepayers through general rates revenue for
the provision of services and infrastructure.
In broad terms, the scheme involves the following steps:

 The Commission sets a rate cap(s), expressed as a percentage increase or decrease.
 A council determines its maximum allowable revenue for a capped year by:
o

calculating its average annualised revenue per property for the base (previous) year

o

applying the cap to this average, and then

o

multiplying this result by the number of rateable properties at the start of the capped year.

 To comply with the scheme, a council’s revenue recovered must not exceed its maximum allowable
revenue. Subject to this, a council can choose how this is recovered from its ratepayers/classes.

 If a council seeks revenue above that allowed by the cap, it can apply for a varied, higher cap. If
accepted, the maximum allowable revenue for the financial year (and potentially future years, where
a multi-year variation is granted) will be based on that varied cap.

2.1

The Commission’s role under the scheme

The Bill grants powers to the Commission to administer the scheme. Each year, the Commission may
make a Primary Rate Cap determination (determination) setting a cap (expressed as a percentage
increase or decrease) on rates to apply for the following financial year (the capped year). The Bill
enables the Commission to set one Primary Rate Cap for all councils, several Primary Rate Caps to
apply to different classes of councils, or individual Primary Rate Caps. Guidance on setting the Primary
Rate Cap is found in Chapters 3 to 9. The technical details of the applying the Primary Rate Cap are
discussed in Chapter 3, with the formulas found in Attachment 3.
The Commission must assess any application from councils for a variation to a cap. Guidance on the
variation process is discussed in Chapter 10.
The scheme also sets out provisions that enable the Commission to monitor and report on the scheme.
Those provisions ensure both compliance with the scheme and achieving an understanding of the
effect of rate oversight on councils. The Commission must report to the Minister on each council’s
compliance with the scheme. Monitoring and reporting requirements are discussed in Chapter 11.

2.2

Councils’ role under the scheme

A council must comply with the Primary Rate Cap and must calculate its maximum allowable revenue
for the capped year in accordance with the legislation. Once the maximum allowable revenue is known,
then the council can set individual rates to apply for the capped year, provided the sum of revenue from
individual rates does not exceed the maximum allowable revenue.
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Any council that considers its revenue needs exceed those based on the application of the Primary Rate
Cap, and has the evidence to support that position, can apply to the Commission for a variation of the
cap. If the variation is accepted, it is factored into that council’s maximum allowable revenue from
general rates. That council is then required to comply with that outcome.

2.3

Key dates

Key dates for the first year of the scheme are shown in Table 2 below.
Table 2 Key dates for the scheme

Key date

Scheme process

31 December 2018

The Commission must set the Primary Rate Cap by 31 December each year

January to March 2019

Councils prepare and consult with their communities on variation applications

31 March 2019

Variation applications are due to the Commission no later than 31 March each year

31 May 2019

The Commission responds to variation requests

April to August 2019

Councils release and consult on draft Annual Business Plans

1 July 2019

First capped year begins / Councils provide compliance statements to the
Commission

31 August 2019

Last day for council’s to adopt Annual Business Plans and Budgets

31 October 2019

Councils must notify the Commission of any new proposed separate rates, service
rates or charges

2.4

How the scheme fits with current local government financial practices

A key objective for the local government sector is the achievement and maintenance of financial
sustainability, both collectively and individually. Since 2005, councils have adopted more transparent,
deliberative and consultative processes when setting their budgets and their rates. 5 Changes to attain
financial sustainability have included increased scrutiny by the community, an expectation to do more
with less, accrual accounting, improved infrastructure asset management, performance measurement
and benchmarking, and better internal controls and governance arrangements.
Councils already have processes to record and report on their financial performance and position,
taking into account long-term financial and asset management planning. The rate oversight scheme
relies on those same processes. It is therefore the Commission’s view that the scheme, including
variations, is unlikely to require additional material planning or work, on the basis that councils have
fully committed to existing processes and requirements underpinning long-term planning.

5

Local Government Association, SA Local Government Sector Financial Indicators Report, 2017, p.1, available at
http://www.lga.sa.gov.au/webdata/resources/files/2017%20Financial%20Indicators%20Report.pdf
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3

Guidance on applying the Primary Rate Cap

This chapter explains how the Commission proposes that a council can calculate its maximum
allowable revenue for a capped year. The Primary Rate Cap, fixed by the Commission, sets the
percentage by which a council can increase or decrease its notional average general rates revenue per
property from one year to the next.
Importantly, the scheme maintains councils’ ability to use the existing rating systems to set individual
rates, such as differential rating, minimum rates or fixed charges, provided that the total revenue
collected from general rates is not above the maximum allowable revenue.
On that latter point, it is important to emphasise that the Primary Rate Cap applies only to revenue
recoverable from general rates. As set out in the LG Act, other rates and charges can only raise
sufficient revenue to cover the cost of the relevant purpose or prescribed service. This, however, does
not preclude a council from reclassifying services included in its general rates portfolio as a separate
service.
Given this, the Bill requires councils to inform the Commission if they are planning to introduce a
separate rate or a service rate or charge by 31 October in the year prior to the first financial year in
which the new rate or charge is to apply. The Commission may then consider if or how to account for
this in the context of applying a Primary Rate Cap and how the Base Standard Rate should be
determined.

3.1

Calculating maximum allowable revenue

To calculate maximum allowable revenue, a council will need to determine its:

 Base Standard Rate – which seeks to capture the notional general rates revenue for the previous
financial year (the base year), which may include a growth amount (refer section 3.1.1.1) divided by
the number of rateable properties at the end of the base year (refer section 3.1.1).

 Capped Standard Rate – applying the Primary Rate Cap to the Base Standard Rate determines the
average general rates revenue per rateable property that a council can recover in the capped year.
This produces what is, in effect, the average revenue recoverable per rateable property for the
capped year (refer section 3.1.2).

 Maximum allowable revenue for the capped year–multiplying the Capped Standard Rate by the
number of rateable properties at the start of the capped year will calculate a council’s maximum
allowable revenue recoverable from general rates for that year (refer section 3.1.3).
The complete formula for calculating the maximum allowable revenue for a capped year is provided in
Attachment 3.

3.1.1

Base Standard Rate

The Base Standard Rate is a notional rate which forms the base to which the percentage increase or
decrease (Primary Rate Cap) is applied. It is calculated by dividing the annualised revenue
(refer section 3.1.1.1) recoverable from general rates in the base year (the year preceding the capped
year) by the number of rateable properties in the council’s area at the end of the base year.
The concept of annualised revenue provides means by which the impact of growth can be included
within the Base Standard Rate. This is important for ensuring that the maximum allowable revenue
calculated for the subsequent capped year is representative.
Each year the scheme is ‘reset’ and the Base Standard Rate is calculated by using the previous capped
year’s annualised revenue. This provides a link from one year to the next.
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𝐵𝐵𝐵𝐵𝐵𝐵 =

𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡 𝑎𝑎𝑎𝑎𝑎𝑎𝑢𝑢𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑎𝑎𝑎𝑎 30 𝐽𝐽𝐽𝐽𝐽𝐽𝐽𝐽 𝑜𝑜𝑜𝑜 𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦
𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛 𝑜𝑜𝑜𝑜 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 𝑎𝑎𝑎𝑎 30 𝐽𝐽𝐽𝐽𝐽𝐽𝐽𝐽 𝑜𝑜𝑜𝑜 𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦

Example: Calculating the Base Standard Rate 6
Assuming:

 the capped year is the 2019-20 financial year
 annualised revenue from general rates for 2018-19 is $21.63 million, and
 the number of rateable properties at 30 June 2019 is 12,120.
The Base Standard Rate would be $21.63m / 12,120 = $1,784.65.
3.1.1.1

Annualised revenue (growth)

The scheme recognises that growth within a year can result in increasing cost demands on the
services provided by councils. The scheme accommodates this by using annualised revenue to
calculate the Base Standard Rate (see Chapter 4 for advice on annualised revenue and growth).
Annualised revenue is a nominal figure which assumes the revenue required for growth during the base
year had been recovered in the base year. It can be determined by adding the amount of revenue
collected during the base year to revenue which could have been recovered from growth if that was
allowed under the LG Act.
This ‘theoretical’ revenue is called annualised supplementary revenue. 7 As an example, if a council grew
by 100 properties in the course of the base year, the value of this additional revenue is added as if these
properties had been rated for 12 months. This resets the Base Standard Rate to reflect growth during
the base year.
𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅
= 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑓𝑓𝑓𝑓𝑓𝑓𝑓𝑓 𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑖𝑖𝑖𝑖 𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦
+ 𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑓𝑓𝑓𝑓𝑓𝑓𝑓𝑓 𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔ℎ 𝑎𝑎𝑎𝑎 𝑎𝑎𝑎𝑎 30 𝐽𝐽𝐽𝐽𝐽𝐽𝐽𝐽 𝑜𝑜𝑜𝑜 𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦

The calculation of annualised revenue is discussed in detail in chapter 4. For this example, annualised
supplementary revenue is calculated by using the value of land as a proxy, along with the
corresponding rate in the dollar (that is, revenue from general rates divided by the total value of land).
𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴𝐴 𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅
= (𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡 𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣 𝑜𝑜𝑜𝑜 𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙 𝑎𝑎𝑎𝑎 𝑎𝑎𝑎𝑎 30 𝐽𝐽𝐽𝐽𝐽𝐽𝐽𝐽 𝑜𝑜𝑜𝑜 𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦
− 𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡 𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣𝑣 𝑜𝑜𝑜𝑜 𝑙𝑙𝑙𝑙𝑙𝑙𝑙𝑙 𝑎𝑎𝑎𝑎 𝑎𝑎𝑎𝑎 1 𝐽𝐽𝐽𝐽𝐽𝐽𝐽𝐽 𝑜𝑜𝑜𝑜 𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦) ∗ 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑖𝑖𝑖𝑖 𝑡𝑡ℎ𝑒𝑒 𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑𝑑 𝑓𝑓𝑓𝑓𝑓𝑓 𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦

Example: Calculating annualised supplementary revenue 8
Continuing the example from above, assume:

 the revenue recoverable from general rates at 1 July 2018 is $21 million
 the total value of land at 1 July 2018 is $4 billion
 the total value of land at 30 June 2019 is forecast as $4.12 billion, and

6
7

8

Note numbers might be slightly out due to rounding; refer Table 3for full numbers
In practice, councils are not allowed to recover revenue from new properties arising within a financial year, but must wait until
the start of the next financial year. Annualised supplementary revenue accounts for that ‘non captured’ revenue as if councils
could rate those properties for the whole year, to ensure that growth within the base year is captured for the capped year
Note numbers may not sum due to rounding; refer Table 3 for complete calculation
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 the rate in the dollar for the base year is $0.005250
Annualised supplementary revenue would be: ($4.12b - $4.00b) * $0.005250 = $630,000. This
annualised supplementary revenue is then added to the revenue recoverable to determine annualised
revenue:

 annualised revenue is $21m + $630,000 = $21.63 million (this figure is used to calculate the
Base Standard Rate in the example above).

3.1.2

Capped Standard Rate

The Capped Standard Rate is the average revenue recoverable per rateable property for the capped
year. It is critical in determining a council’s maximum allowable revenue recoverable from general rates
for that year. It is calculated by applying the percentage increase or decrease (Primary Rate Cap) to the
Base Standard Rate. As the Base Standard Rate for a council factors in its growth, it follows that the
Capped Standard Rate does as well.
𝐶𝐶𝐶𝐶𝐶𝐶 = 𝐵𝐵𝐵𝐵𝐵𝐵 ∗ (1 + 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑐𝑐𝑐𝑐𝑐𝑐)9

A council’s Capped Standard Rate must not exceed its Base Standard Rate by more than the Primary
Rate Cap.
Example: Calculating the Capped Standard Rate
Continuing the example from section 3.1.1, assume:

 the Primary Rate Cap is 2.5 percent
So the Capped Standard Rate for 2019-20 is $1,784.65 * (1.025) = $1,829.27.

3.1.3

Maximum allowable revenue for the capped year

Once the Capped Standard Rate is calculated, a council can calculate its maximum allowable revenue
from general rates for the capped year. It does this by multiplying its Capped Standard Rate by the
number of rateable properties in its area at the start of the capped year.
Example: Calculating maximum allowable revenue
Continuing the example from section 3.1.2:

 the Capped Standard Rate is $1,829.27
 the number of rateable properties at the start of the capped year (2019-20) is 12,120
So the maximum allowable revenue for the capped year is ($1,829.27 * 12,120) = $22.17 million.
As noted at the outset of this chapter, once the maximum allowable revenue is known, councils can use
the tools at their disposal, such as differential rating, minimum rates or fixed charges, to set individual
rates, as they see fit, as long as total revenue collected is not above the maximum allowable revenue.

9

Where the Primary Rate Cap is expressed as a decimal, not percentage (for example, 0.02 not 2 percent)
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3.2

An example of the scheme over three years

Table 3 provides an example of how the scheme would work over three years, using a hypothetical
Primary Rate Cap of 2.5 percent. In this example, an increase in the value of land and number of
rateable properties is assumed.
The table illustrates how the maximum allowable revenue for one year becomes the revenue to
calculate the Base Standard Rate for the following year. For example, the maximum allowable revenue
for 2019-20 of $22.17 million becomes the base revenue to calculate the Base Standard Rate for
2020-21.
However, if a council exceeded its maximum allowable revenue, this would not flow through to the next
year. For example, if a council had a variation for three years but exceeded its maximum allowable
revenue in its first year, this would not feed through to subsequent years. Moreover, it is possible that
the maximum allowable revenue in subsequent years might be adjusted downwards to reflect the
over-recovery.
Table 3 Applying a rate cap over three years

2018-19

2019-20

2020-21

2021-22

A.

Number of rateable properties (start FY)

12,000

12,120

12,240

12,360

B.

Number of rateable properties (end FY)

12,120

12,240

12,360

12,480

C.

Total value of land (start FY)

$4b

$4.12b

$4.24b

$4.37b

D.

Total value of land (end FY)

$4.12b

$4.24b

$4.37b

$4.50b

E.

Rate in the dollar

$0.005250

$0.005381

$0.005516

$0.005654

F.

Revenue from general rates (start FY)

$21m

$22.17m

$23.41m

$24.71m

G.

Annualised supplementary revenue

$630,000

$665,123

$702,203

$741,351

H.

Total annualised revenue (F + G)

$21.63m

$22.84m

$24.11

$25.45

I.

Base Standard Rate (H / B)

$1,784.65

$1,865.68

$1,950.56

$2,039.51

J.

Primary Rate Cap for capped year

2.50%

2.50%

2.50%

2.50%

K.

Capped Standard Rate for capped year

$1,829.27

$1,912.32

$1,999.33

$2,090.49

$22.17m

$23.41m

$24.71m

$26.09m

(I * J)
L.

Maximum allowable revenue from
general rates for capped year (K * A
[capped year])
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4

Advice on calculating annualised revenue

Chapter 3 of this advice described and provided an example of the application of the Primary Rate Cap.
Integral to that is the way in which annualised supplementary revenue should be calculated, particularly
in respect of growth (see section 3.1.1.1). The Consultation Paper identified three components of
growth, comprising:

 growth in the number of rateable properties
 growth in the capital investment of existing rateable properties, and
 growth in valuation associated with market forces.
Stakeholder views were sought on the following question.

 The Commission is seeking views from stakeholders as to which components should be included
in deriving a value for growth, both for 2019-20 and subsequent years. Should improvements in
capital and/or the impact of market forces on property value only be included if there is a
demonstrated impact on service costs?
Consultation responses had a broader focus than this specific question; in addition to aspects of
growth, they also covered the definition of general rates revenue applicable at the start of the financial
year to which a Primary Rate Cap is applicable.
Summary of advice
Definition of annualised general rates revenue:

 For 2019-20, the Commission advises that annualised revenue from general rates at the start
of the financial year should equal the actual general rates revenue billed for the previous
financial year (plus annualised supplementary revenue, as explained below).

 After 2019-20, the Commission will undertake further work with councils to assess the extent
to which this approach should be adopted for future years.
The role of growth in calculating annualised supplementary revenue:

 The Commission advises that the impact of growth should be included in the application of the
Primary Rate Cap and factored in the maximum allowable revenue from general rates.

 For 2019-20, annualised supplementary revenue attributable to growth should be calculated
only on capital growth arising from new rateable properties during 2018-19. That value should
to be obtained through, and verified by, the Valuer-General.

 Growth associated with capital investment of existing rateable properties, and growth in
valuation associated with market forces, should not be included in 2019-20.

 The calculation process for annualised supplementary revenue is to follow the steps outlined
in Table 3. If a council adopts a site valuation approach, it should demonstrate that the
approach adopted results in the same impact on maximum allowable revenue from general
rates as that associated with a capital valuations approach.

 Prior to 2020-21, the Commission advises further work be undertaken with councils to
consider the relationship between changes in land valuation, incremental cost changes
associated with service delivery and the extent to which this is influenced by a council’s
characteristics, in order to more accurately understand what level of service cost is
appropriate to pass through to ratepayers as a result of growth.
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4.1

Definition of annualised general rates revenue

4.1.1

Submissions

SALGFMG, LGA, Alexandrina Council, City of Playford, Port Pirie Regional Council and City of Charles
Sturt all considered that the definition of annualised revenue recoverable from general rates requires
greater definition.
It was their position that, for example, matters such as the impact of lost revenue through objections
that are made to the Valuer-General, growth in rebates (mandatory or discretionary), bad debts,
interest/fines/legal costs recovered, other recovered costs and the financial impact of State
Government cost shifting should be accounted for within the definition. In particular, they submitted
that treatment of those matters in the setting of annualised general rates revenue should not result in a
lowering of general rate revenue.

4.1.2

Commission analysis and advice

The Bill does not provide a definition of annualised revenue, which in the Commission’s view is
advantageous, as it provides the opportunity to work with councils to develop an approach for 2019-20
and to test whether that approach is suitably robust to use in subsequent years. In developing a view
and advice on this point, the Commission notes that, while submissions have alluded to a number of
matters that councils consider should be accounted for, no quantitative evidence regarding the relative
materiality of these matters has been provided.
The Commission is of the view that, when applying a Primary Rate Cap in 2019-20, the general rates
revenue adopted for a council at the start of 2019-20 (step F in Table 3) could correspond to the actual
general rates revenue billed in 2018-19. This means the process for identifying the general rates
revenue required in 2018-19 is relevant to the assessment of whether any adjustments are necessary in
addition to this amount.
In considering the general rates revenue required to cover costs in 2018-19, the Commission’s view is
that it is likely that a council would seek to mitigate the impact of the factors outlined in submissions
(section 4.1.1), by building them into the general rates revenue increase. For example, if a council’s
budgeting exercise for 2018-19 indicated that it would need to raise $21 million in general rates
revenue, and it also knew that 5 per cent of rateable properties would require a rebate in 2018-19, then
the council could effectively factor the impact of this rebate into the calculation of the general rate
increase needed to ensure that it meets the $21 million general rates revenue target (see example
below).
Against this background, the Commission advises that, for 2019-20, annualised revenue from general
rates at the start of the financial year should equal the actual general rates revenue billed in 2018-19
(plus annualised supplementary revenue, as explained in section 4.2). If a council considers that such
an approach detrimentally impacts on the cost effective delivery of services in 2019-20, and can
provide evidence in support of that position, the Commission may consider making adjustments based
on the merits of the specific case in question to apply from 2019-20.
Thereafter, as part of the process of developing a rate oversight scheme to be implemented from
2020-21, the Commission will undertake further work with councils to assess the extent to which this
approach should be adopted for future years.
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Example: Building rebates into the general rates revenue required
Using the same figures from the examples provided in Chapter 3, the following provides an
example of how rebates could be factored into the general rates revenue required when setting
general rates.

Assuming:

 Target general rates revenue is $21 million
 The number of rateable properties is 12,000
 The number of properties eligible for a 25 percent rebate is 5 percent (that is, 600 properties)

Without factoring in the rebates, general rates would be set at $21m / 12,000 = $1,750 per rateable
property.
However, to account for the rebates required, general rates would need to be set at $1,772 per
rateable property, based on the following:

Ratepayers without rebate

 Rate per annum $1,772
 Rateable properties 11,400
 Rates revenue billed $20.2 million

Ratepayers with a rebate

 Rate per annum (after 25 percent rebate) $1,329
 Rateable properties 600
 Rates revenue billed $0.8 million

 Total revenue billed $21 million
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4.2

The role of growth in calculating annualised supplementary revenue

In regards to annualised supplementary revenue, the Consultation Paper identified the following three
components of growth and asked stakeholders to comment on which should be included in deriving a
value for growth:

 growth in the number of rateable properties
 growth in the capital investment of existing rateable properties, and
 growth in valuation associated with market forces.
Various points were raised in submissions that can broadly be consolidated into the following themes:

 Inclusion of growth within the Primary Rate Cap.
 Growth and the cost of service delivery.
 Growth and property valuation approach.
4.2.1

Inclusion of growth within the Primary Rate Cap

4.2.1.1

Submissions

In general, submissions to the Consultation Paper supported including increases in the number of
rateable properties and increases in capital investment of existing properties when accounting for the
impact of growth on service provision costs, but not the inclusion of growth associated with market
forces.
SALGFMG submitted that growth associated with new investment on existing allotments should be
incorporated, as this increases councils’ costs in a number of ways. Examples provided by SALGFMG
include:

 While minor capital improvements on residential properties may not have a significant impact on
council services in isolation, cumulatively they reduce green space on private property and impact
on drainage systems.

 Larger scale developments, including vacant lot development, infill development and the
construction of new industrial and commercial facilities result in greater consumption of services
and assets, through additional drainage capacity, increased wear and tear on roads, kerbing and
footpaths.
SALGFMG also submitted that, in many rural and regional councils, there are large numbers of vacant
properties. These will be developed in future years and growth will come from the development of these
existing vacant properties, rather than through subdivisions creating additional rateable properties.
SALGFMG suggested that there can also be sizable reductions in capital valuation, for example from
contraction in major industry. It stated that this poses challenges for councils, as to redistribute the
rate revenue generated across that smaller capital base may place too high a burden on others.
SALGFGM noted that the contraction in industry does not necessarily lead to significant decreases in
costs.
Port Pirie Regional Council submitted that valuations associated with market forces should be included.
In particular, it noted that two rating principles widely used in South Australia are the taxation principles
of Ability to Pay and Equity, where the capacity of the taxpayer should be taken into account and that
wealthier taxpayers should pay more. In the long term, failing to include the total amount of property
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value increases could have a regressive impact for lower income ratepayers or lower value property
owners. 10
However, SALGFMG noted that the majority of councils already recognise that growth in valuations
associated with market forces should not be factored into rate calculations. This is reflected in the
practice of discounting the rate in the dollar to account for this before applying any rate increase. 11
4.2.1.2

Commission analysis and advice

Some submissions suggested that the impact of growth should be excluded from the calculation of the
Base Standard Rate and/or the application of the Primary Rate Cap. Based on the application of the
Primary Rate Cap under the scheme, this would imply that growth is not factored into the maximum
allowable revenue from general rates that a council can obtain within a financial year subject to a
Primary Rate Cap. Councils would then be free to choose how to represent growth in general rates
revenue collection.
The Commission is of the view that it is not appropriate to exclude growth from the application of the
Primary Rate Cap. This appears to contradict the purpose of the scheme. Such an approach would add
a layer of complexity to the scheme for no apparent benefit.
Further, provided the approach to include growth provides a suitable proxy for the cost implications
associated with growth, this would appear to balance the interests of ratepayers and councils.
Ratepayers only bear additional costs associated with growth if additional costs are generated, while
councils can factor the efficient service costs associated with growth into the rate base.
In light of this, the Commission advises the impact of growth be included in the application of the
Primary Rate Cap and factored into the maximum allowable revenue from general rates.

4.2.2

Growth and the cost of service delivery

4.2.2.1

Submissions

City of Prospect added that it considers separating growth based only on an increase to service costs
would be administratively burdensome. Likewise, District Council of Streaky Bay did not consider that
the impact on service costs needed to be demonstrated, as this would prove difficult for rural and
remote councils, given that services were generally limited to providing basic services such as unsealed
roads, rubbish collection and limited public amenities.
However, City of Holdfast Bay submitted that growth in capital investment or market forces need not
necessarily result in additional cost pressures, unless there is an extraordinary increase on service
costs.
4.2.2.2

Commission analysis and advice

The majority of submissions indicate that growth in the number of rateable properties increases the
demand for services and the subsequent cost of service provision, but that changes in valuations
associated with market forces do not.

10

11

In relation to Port Pirie Regional Council’s comments regarding the role of market valuation, these appear to be associated
with the distribution of general rate revenue collection across a council’s rate base, rather than the absolute revenue
collected.
SALGFMG noted that in recent years Adelaide City Council has not discounted the rate in the dollar but rather have stated
that it will have no increase in rates and keep the rate in the dollar the same year-on-year, applying that to the new valuation,
thereby effectively capturing all valuation change (capital improvement and market movement).
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Submissions appeared less conclusive regarding the impact growth in capital investment has on the
cost of service provision. Further, the impact on cost of service provision due to significant capital
investment in specific large-scale allotments is likely different from the gradual cumulative impact of
capital investment on individual small scale allotments.
Additionally, no submission provided quantitative evidence of the relationship between various types of
valuation change, how this flows through to the incremental changes in the demand for service
provision and how this impacts the incremental cost of service provision. Some submissions also
inferred that understanding cost impacts was unnecessarily burdensome.
In the Commission’s view, if the approach of using capital growth as a proxy to estimate annualised
supplementary revenue appropriately balances the interest of councils with those of ratepayers, it
should not result in the general rates revenue collected from ratepayers being disproportionately high
relative to the costs of providing services. Given this, the Commission considers understanding how
incremental changes in capital growth translate to incremental changes in the cost of service provision
from a quantitative perspective is of significance.
In light of this and the submissions received, the Commission advises that, should the scheme proceed,
there is a need to obtain greater understanding and transparency regarding the quantitative
relationship between the various types of capital growth, the impact on the cost of service provision
and the extent to which a council’s characteristics may affect this. This applies equally to increments
and decrements in capital value, as well as the issues faced by rural/regional councils regarding the
future role of existing but vacant properties. This work could be undertaken with councils in 2019, to
inform the 2020-21 cycle of the rate oversight process. It is also possible that this work may result in an
alternative approach.
In light of those points, the Commission advises that only capital growth associated with new rateable
properties be included in the calculation of annualised supplementary revenue in the transitional year
2019-20. This is because, in the absence of any quantitative support within submissions, the
Commission’s view is that increases in rateable properties are more likely to impact service demand
and service cost provision than changes in market valuation or capital investment in existing rateable
properties. This is because increases in the number of rateable properties appear to have a more
immediate and direct impact on population growth and therefore services demand within a council
area. Thereafter, as noted above, further work can be undertaken to gain greater understanding of how
the three types of growth quantitatively impact service provision.
The Commission also advises that there should be sufficient flexibility to have regard to the fact that, in
2019-20, a particular council’s circumstances may mean that this approach does not appropriately
reflect the nature of the relationship between capital growth and the incremental change in the demand
for and cost of service provision. In such circumstances there may be legitimate reasons to make some
form of adjustment, provided the council can provide evidence that the absence of any adjustment
detrimentally impacts service delivery within 2019-20.
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4.2.3

Growth and property valuation approach

4.2.3.1

Submissions

In terms of defining the value of growth, SALGFMG noted that capital growth information is sourced
from the Valuer-General each year and is therefore independent from a council. As each council is
impacted differently each year by capital growth, SALGFMG stated that growth should not be
determined by the Commission and applied to all. Rather, it should vary by council, be in addition to the
Principal Rate Cap, and that councils should be able to apply their growth into their calculation.
When considering growth, City of Port Lincoln submitted that it is important to ensure that, if a council
uses sites values as a basis of rating rather than capital values, the fixed rate charge, as well as the rate
in the dollar, is included in the calculation of growth. The reason being that the fixed charge is aligned to
the creation of a ‘new’ rateable property.
4.2.3.2

Commission analysis and advice

The Commission understands that the majority of councils in South Australia adopt a capital valuation
basis for rating purposes. The Commission advises that, for those councils, capital growth values are
used to calculate annualised supplementary revenue as per the methodology set out in Chapter 3. The
capital values should be provided and verified by the Valuer-General, unless a particular council can
provide legitimate evidence-based reasons for using alternative valuations.
The Commission agrees with submissions that capital values provided by the Valuer-General represent
an independent measure applied equally across all councils. The Commission’s understanding is that
the Valuer-General’s approach also allows capital valuations to be split between that associated with
new rateable properties, capital investment in existing allotments and changes associated with market
forces. Further, the Commission notes the capital valuations adopted are expected to be specific to
each council, and that they do not represent a percentage adopted and applied by the Commission, as
suggested in some submissions.
In coming to this view, the Commission notes a minority of councils adopt a site valuation for rating
purposes. Further, City of Port Lincoln’s submission indicated that councils adopting site valuations
often include a fixed charge to account for the impact of new rateable properties within the financial
year they come live. In subsequent years this fixed charge becomes embedded in the overall rate base.
The Commission considers this approach can be accommodated within the existing framework with an
additional step. This step requires councils adopting the site valuation and fixed/alternative charge
approach to demonstrate that the annualised supplementary revenue impact of this approach is
equivalent to the capital valuations approach set out in Chapter 3.
The Commission considers this approach provides councils that adopt a site valuation and
fixed/alternative charge approach with the flexibility to continue in this manner, while ensuring a similar
general rate revenue result is obtained regardless of the approach adopted. The Commission’s view is
that the Valuer-General can detail how to practically apply this capital valuation information, given the
Valuer-General splits changes in capital values into the growth components outlined previously.
The above should be adopted for 2019-20. Beyond that, the Commission advises that further work
should be undertaken with councils to assess the extent to which this approach is sufficiently robust
and should/should not continue to be adopted from 2020-21 onwards.
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5

Advice on grouping councils into classes and
setting multiple Primary Rate Caps

The scheme recognises that councils face different circumstances, such as differing infrastructure
levels, land and population size and rate of growth. To accommodate this, the Bill allows the
Commission to set a specific Primary Rate Cap to apply to all councils, a class of councils, or a
particular council.
The Bill contemplates that the Commission would only set a Primary Rate Cap for an individual council
for specific circumstances. For example, it may set a rate for an individual council in response to:

 non-compliance with a rate cap (Primary Rate Cap or variation)
 a council’s introduction of a rate or charge outside of general rates, or
 for any other reason the Commission considers appropriate (for example, if the Commission is of
the view that a council is using the application of fees and charges under section 188 of the LG Act
unreasonably).
In those cases, the Commission must provide the council with a reasonable opportunity to make
submissions in relation to the proposed determination. If a council receives an individual Primary Rate
Cap it may not apply for a variation of that cap (refer Chapter 11).
The Commission may also set an individual Primary Rate Cap in the circumstances of a council clearly
needing to apply for a variation but being unwilling to do so. This fulfils the scheme’s objectives of
ensuring that a council has the financial capacity to perform its duties and functions and exercise its
powers.
Chapter 4 of the Consultation Paper related to Primary Rate Cap determinations. Part of that chapter
discussed grouping councils into classes and setting multiple Primary Rate Caps for those classes. For
the first year of the scheme, the Commission suggested that a single Primary Rate Cap for all councils
may be appropriate. Stakeholder views were sought for the following question:

 Is there a basis for grouping councils into classes and setting multiple Primary Rate Caps for those
classes starting 2020-21? If so, please explain why and provide evidence to support your position.

Summary of advice

 After consideration of stakeholder views, the Commission advises that one Primary Rate Cap
will be set for all councils for 2019-20.

 Following that, the Commission advises that analysis would be undertaken to determine
whether or not there is justification for grouping and suitable attributes which might be used. If
so, starting 2020-21, each class could be set a different Primary Rate Cap to reflect the
circumstances of each class.

South Australian Local Government rate oversight scheme - For Official Use Only – I2 – A2

19

5.1

Setting multiple Primary Rate Caps for classes of councils

5.1.1

Submissions

Where commented upon, 12 stakeholders agreed that different Primary Rate Caps could be set for
classes of councils, and that this could begin in 2020-21. No stakeholder commented on or sought the
grouping of councils into classes for 2019-20.
All stakeholders that commented on grouping councils into classes provided potential attributes that
could be used. The most commonly cited attributes included location, such as a regional/metropolitan
divide. Other suggestions included basing classes on:

 long term financial and asset management plans
 level of infrastructure
 amount of housing trust properties
 rating on capital value or site value
 service requirements (for example, airport or recycled water infrastructure), and
 average operating expenditure less grants and service fees plus capital investment projects less
current depreciation and provision of business functions.

5.1.2

Commission analysis and advice

The Bill allows the Commission to set a specific Primary Rate Cap to apply to all councils, a class of
councils, or a particular council. For the first year of the scheme the Commission suggested that a
single Primary Rate Cap for all councils may be appropriate. However, in subsequent years, there could
be merit in setting more than one Primary Rate Cap to account for the differing circumstances of
councils.
The Commission advises that one Primary Rate Cap will be set for 2019-20 if the scheme comes into
effect.
Although stakeholders provided potential attributes which classes could be based on, there was no
quantitative analysis provided to demonstrate that the factors suggested resulted in significant
structural differences in the underlying cost base associated with service delivery. Further analysis is
required to determine whether there are suitable attributes to use to group councils into classes. If so,
starting 2020-21, different Primary Rate Caps could be set to reflect the circumstances of each class.
Essentially, the Commission is of the view that grouping councils into classes could be an appropriate
approach, provided there are genuine factors that impact the costs of service delivery across councils
(eg location). Primary Rate Caps for each class, reflective of those costs, will assist in ensuring that
councils can continue to deliver the desired services over the medium to longer term, while balancing
the interests of ratepayers and councils, as it accounts for both circumstance and efficient delivery.
Multiple Primary Rate Caps may also counter any need for a productivity/efficiency factor as a
component of the Primary Rate Cap, for example if councils are grouped by efficiency. Alternatively,
multiple Primary Rate Caps may require more than one productivity/efficiency for classes, as
considered in Chapter 8.

12

Comments were received from Alexandrina Council, Campbelltown City Council, City of Holdfast Bay, Kangaroo Island
Council, LGA, Mid Murray Council, City of Playford, City of Port Lincoln, Port Pire Regional Council, City of Prospect, City of
Salisbury, SALGFMG, and City of Tea Tree Gully.
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6

Advice on the criteria to assess which index to
use as a component of the Primary Rate Cap

Before making a Primary Rate Cap determination, under the terms of the Bill the Commission must
consider the basis of the Primary Rate Cap (for example, a relevant price or cost index). Chapter 4 of the
Commission’s Consultation Paper considered what criteria might be relevant when considering which
index to use as a component of the Primary Rate Cap. The Commission considered several ‘secondary’
criteria relevant to the selection of an index. Stakeholders were asked:

 Are these secondary criteria suitable for assessing which index to use as a component of the
Primary Rate Cap? If not, what other secondary criteria should be used?
Summary of advice

 The Commission considered the following assessment criteria relevant to the selection of an
index:
- ability to be understood
- reliability and independence
- potential to be influenced
- transparency and cost to the scheme to produce and administer, and
- practical implementation and timing considerations.

 The Commission advises those criteria are appropriate to use in selecting an index to use as a
component of the Primary Rate Cap.

6.1

Assessing the criteria

6.1.1

Submissions

Where stakeholders provided a response, 13 all agreed that the secondary criteria were suitable to
assess which index to use as a component of the Primary Rate Cap. The only additional criteria
suggested were historical versus forecast (discussed in section 7.1.2.2) and the ability of the index to
account for the remoteness of councils (raised by Port Pire Regional Council).

6.1.2

Commission analysis and advice

There are a number of factors to consider when selecting an index to adopt as a basis for the Primary
Rate Cap. These include the characteristics and practical factors associated with the index, as well as
how the index interacts with the objectives of the scheme, the variation process and issues around an
efficiency or productivity factor.

13

Comments were received from Alexandrina Council, Campbelltown City Council, City of Holdfast Bay, Kangaroo Island
Council, LGA, City of Playford, Port Pire Regional Council, City of Prospect, City of Salisbury, SALGFMG, and District Council of
Streaky Bay.
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In addition to considering the above interactions between the choice of index for the Primary Rate Cap
and the overarching objectives of the scheme, the Commission considers the following assessment
criteria relevant to the selection of an index:

 ability to be understood
 reliability and independence
 potential to be influenced
 transparency and cost to the scheme to produce and administer, and
 practical implementation and timing considerations.
The Commission continues to consider these factors relevant from the perspective of ratepayers and
councils. The broad consensus throughout submissions of their relevance is also noted.
The Commission does not consider the index should account for the remoteness of councils.
Remoteness, if considered to create structural differences in a council’s underlying cost base (as
discussed in section 5.1.2), can be captured by other mechanisms of the scheme such as grouping
councils into classes and setting multiple Primary Rate Caps or productivity factors.
A backward or forward looking approach to indexation is considered further in section 7.1.2.2.
It is, therefore, the Commission’s view that the above criteria are appropriate to use in selecting an
index to use as a component of the Primary Rate Cap.
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7

Advice on which index to use to set the Primary
Rate Cap

There are a number of factors to consider when selecting an index to adopt as a basis for the Primary
Rate Cap. These include the characteristics and practical factors associated with the index, as well as
how the index interacts with the objectives of the scheme, the variation process and issues around an
efficiency or productivity factor.
Chapter 4 of the Commission’s Consultation Paper examined the approach to setting the components
of the Primary Rate Cap – which comprise an index, productivity and adjustment factor. In that chapter
the Commission considered two indices to use:

 the Consumer Price Index for Adelaide (CPI), and
 the Local Government Price Index (LGPI)
Stakeholders were asked:

 Which of these two indices is more appropriate to use as a component of the Primary Rate Cap for
2019-20 and subsequent years? Is there any other index, or composite or hybrid index, which would
be more suitable to use? Why?
Summary of advice

 The Commission advises that the Primary Rate Cap for 2019-20 will be set at 2.9 percent,
being the value of LGPI for 2017-18. Following that, further analysis should be undertaken into
an appropriate index to be used starting 2020 21.

 Assessing what index to adopt from 2020-21 and whether to adopt a backward or forwardlooking approach to its value should be undertaken simultaneously.

7.1

Which index is more appropriate to use as a component of the Primary Rate
Cap?

7.1.1

Submissions

Of the two indices, the LGPI was favoured by some stakeholders, with stakeholders suggesting it would
be a suitable index (City of Holdfast Bay, City of Prospect, City of Port Lincoln, Port Pirie Regional
Council and Campbelltown City Council). Only Kangaroo Island Council suggested that CPI may be
suitable, and has itself used CPI as a basis to set its annual budget.
Mid Murray Council and City of Tea Tree Gully stated neither index was suitable. City of Tea Tree Gully
suggested an inflation forecast, such as supplied by the Reserve Bank of Australia or the Department of
Treasury and Finance, would be more suitable to use.
Alexandrina Council, LGA, City of Playford, SALGFMG, City of Salisbury and District Council of Streaky
Bay supported a hybrid index. Though there was no consistent suggestion as to what that index should
consist of, each included CPI as a component of the hybrid index proposed:

 District Council of Streaky Bay suggested a hybrid of CPI and LGPI.
 City of Playford suggested a hybrid of CPI and the Wage Price Index (WPI), as employee costs
comprise a significant portion of council expenditure.

South Australian Local Government rate oversight scheme - For Official Use Only – I2 – A2

23

 Alexandrina Council, LGA, SALGFMG and City of Salisbury suggested a similar hybrid (CPI and WPI)
but included costs of infrastructure, such as valuation (for depreciation costs) or the Roads and
Bridges Construction Index for capital expenditure.
There was also support among submissions for using a forecast rather than historical index.
Campbelltown City Council, Kangaroo Island Council, LGA, City of Playford, City of Prospect, SALGFMG,
and City of Tea Tree Gully all suggested a forecast index would be preferred. Additionally, Alexandrina
Council and City of Charles Sturt suggested the Commission publish long-term forecasts to assist in
identifying potential variances between future caps and councils’ long term financial and asset
management plans.
Regardless of which index is selected, Port Pirie Regional Council stated that the index should be
available early in the year so that councils can effectively plan and consult with their communities. City
of Playford suggested setting the Primary Rate Cap by 30 November, as opposed to 31 December, to
allow councils more time to plan.

7.1.2

Commission analysis and advice

There are three points to consider:

 What index to adopt?
 Should the index be forward or backward looking?
 When should the Primary Rate Cap be set?
7.1.2.1

What index to adopt?

A majority of submissions noted that CPI was reflective of household costs, not those faced by
councils. City of Playford, Alexandrina Council, SALGFMG, Mid Murray Council and Kangaroo Island
Council indicated that there were also issues with the LGPI, namely that:

 its value is derived from council expenditure and will likely decrease proportionally to the reduction
in council expenditure

 it is based on data from the Grants Commission, which is not audited
 it may not be representative of all councils, and
 it may not fully account for volume effects.
The Commission acknowledges the above concerns and notes that further analysis is required to
determine what index to adopt in the medium to long term, to ensure the objectives of the scheme are
achieved.
In the short term, it is the Commission’s view that for 2019-20, an appropriate transition would be to set
the initial Primary Rate Cap for all councils at 2.9 percent, being the value of LGPI for 2017-18. Table 4
displays a comparison of the values of CPI and LGPI for 2017-18.
Table 4 Comparison of CPI and LGPI

Index/average

Value

2017-18 CPI

2.7

2017-18 LGPI

2.9
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The Commission considers that such an approach balances the interests of ratepayers and councils,
as it directly relates the cap to recent expenditure, ensuring that, on average, services should be able to
be maintained at current levels.
Being the first year of the scheme, issues raised regarding the LGPI index decreasing over time in
proportion to council expenditure do not apply. The Commission acknowledges the issues raised by
stakeholders regarding Grants Commission data being unaudited and the LGPI not accounting for
volume effects. The Commission does not consider these to be material issues for setting the Primary
Rate Cap for 2019-20, but notes these matters should be considered when setting the methodology
going forward to avoid potential issues compounding over time.
Additional analysis is required to determine the appropriate index to be used starting 2020-21. If it is
subsequently found that the initial Primary Rate Cap of 2.9 percent locked in inefficient costs, it will be
possible to use the adjustment factor in subsequent years to recover those costs. To avoid this
possibility, the Commission encourages councils to increase rates only as needed, and not
automatically set the increase at the Primary Rate Cap.
Overall, and based on the consideration outlined above, the Commission advises that the Primary Rate
Cap for 2019-20 will be set at 2.9 percent, being the value of LGPI for 2017-18. Where there is robust
evidence of need, councils should utilise the variation process so that an individual cap can be set that
takes into account the councils particular circumstances. Following 2019-20, further analysis should be
undertaken into an appropriate index to be used starting 2020-21.
7.1.2.2

Should the index be forward or backward looking?

For 2019-20, the Commission’s advice to use a three-year average is a backward looking methodology.
The following discussion relates to 2020-21 onwards.
For council budgetary and planning purposes, a forward-looking index might seem preferable. However,
its use would depend on the complexity of the index adopted and the extent to which forward-looking
forecasts are reliable. In particular, the extent of variability between actual outcomes and forecasted
outcomes. A forward-looking index or forecast may create greater variability as forecasts and actuals
will likely need reconciling. This may result in a more complex compliance process by requiring
adjustments for over and under recovery of maximum allowable revenue depending on how the
forecasted factors matched actuals.
This, in turn, might create greater variation in general rate changes because the outcome of forecast to
actual variability has to be factored into subsequent years’ Primary Rate Caps and the subsequent
maximum allowable revenue. This may result in the path of general rates becoming less stable and
predictable. It is not clear the extent to which this is in the interests of either ratepayers or councils, or
whether the costs associated with any additional compliance burden would be warranted. This would
require further investigation.
In this context, the Commission advises that assessing what index to adopt from 2020-21 and whether
to adopt a backward or forward-looking approach to its value should be undertaken simultaneously.
This is because the choice made can impact other aspects of the rate oversight scheme.
7.1.2.3

When should the Primary Rate Cap be set?

Submissions suggested the Commission should set the Primary Rate Cap earlier, for example by 30
November instead of 31 December, to allow councils more time to plan. The timing of setting the
Primary Rate Cap is directly impacted by the index used. For example, currently, the annual change in
LGPI is published in August, several months before the Primary Rate Cap is needed to be set, whereas
the annual change in CPI is published in October, potentially making it more relevant to setting a
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Primary Rate Cap by December. Table 5 displays an overview of when the indices are published and
what they measure.
Table 5 Comparison of timing and data published

CPI
Movement between consecutive
financial years
Movement between corresponding
quarters of consecutive years
Movement between consecutive
quarters

LGPI
Published in August

Published in January, April, July
and October

Not published
Published in February, May, August
and November

Despite this, the Commission agrees that setting the Primary Rate Cap as early as possible to provide
councils enough time to prepare budgets and planning is desirable. In this regard, it advises that
assessing the timing for 2020-21 should be undertaken at the same time as assessing what index to
use.
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8

Advice on applying an efficiency/productivity
factor as part of the Primary Rate Cap

The Bill provides that the Commission must consider whether the Primary Rate Cap should include an
efficiency or productivity component. Such a component would provide incentive for councils to
operate more efficiently, while ensuring any efficiency or productivity gains are shared with ratepayers,
in the form of lower rates.
An inclusion of an efficiency or productivity factor needs to be considered in the context of the
objectives of the scheme and its various components. Inclusion might be dependent on the particular
index selected as a component of the Primary Rate Cap.
For instance, an explicit efficiency or productivity factor might be a more likely outcome if the Primary
Rate Cap directly reflects the cost base of councils, including a wage index component, as such a
factor would seek to encourage councils to improve efficiency/productivity.
Chapter 4 of the Consultation Paper discussed considering whether the Primary Rate Cap should
include an efficiency or productivity component. In relation to this, stakeholders were asked:

 Should an efficiency or productivity factor apply from 2019-20? On what basis and what should be
the magnitude of the factor? Should it change over time?
Summary of advice

 The Commission advises that it does not propose to include an efficiency/productivity factor in
its Primary Rate Cap for 2019-20.

 Following further consultation and analysis during the first year of the scheme’s operation, and
dependent on how the Primary Rate Cap is set, the Commission may determine that an
efficiency factor or factors is warranted as part of the 2020-21 Primary Rate Cap and
potentially thereafter for a period of time.

8.1

Including an efficiency/productivity factor

8.1.1

Submissions

Stakeholders did not suggest applying an efficiency or productivity factor for 2019-20.
Alexandrina Council, City of Port Lincoln, Mid Murray Council, City of Playford, City of Salisbury and
SALGFMG stated that an efficiency/productivity factor should be not be applied before a study into the
efficiency of all councils has been undertaken. The concern is that some councils have independently
undertaken their own efficiency seeking processes, and may not be able to find further efficiencies.
SALGFGM raised the Victorian experience with efficiency in setting rate caps. It noted that the Victorian
model used a hybrid index of WPI and CPI, with the proportion of WPI reducing over time to encourage
councils to find efficiencies. The approach in Victoria was used as there was evidence that the sector
was inefficient. SALGFGM stated that, since there has been no efficiency audit of South Australian
Local Government, there is no evidence to support the view that the sector is inefficient and hence
consideration of an efficiency factor is premature.
The City of Holdfast Bay, Kangaroo Island Council, City of Port Lincoln, Port Pirie Regional Council and
City of Prospect state that councils are already efficient. For example, City of Holdfast Bay stated that
‘elected officials, audit committee members and management review efficiency, productivity and
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effectiveness of the organisation [and the] Community has opportunities to provide feedback on the
efficiency and productivity of the Council through its processes.’

8.1.2

Commission analysis and advice

The Bill provides that the Commission must consider whether the Primary Rate Cap should include an
efficiency or productivity component. Such a component would provide incentive for councils to
operate more efficiently, while ensuring any efficiency or productivity gains are shared with ratepayers,
in the form of lower general rates.
An inclusion of an efficiency or productivity factor needs to be considered in the context of the
objectives of the scheme and its various components. Inclusion might be dependent on the index
selected as a component of the Primary Rate Cap and the extent to which an appropriate
efficiency/productivity factor is built into the framework as a result. It might also depend on whether,
and how, councils might be split into groups.
At this stage, the Commission advises that it will not include an efficiency factor in its Primary Rate Cap
for 2019-20.
Following further consultation and analysis during the first year of the scheme’s operation, and
dependent on how the Primary Rate Cap is set, the Commission may determine that an efficiency
factor is warranted as part of the 2020-21 Primary Rate Cap and thereafter for a period of time.
The Commission considers this approach is appropriate, as further analysis is needed to understand
the costs base of councils and to consider whether or not a productivity/efficiency factor should be
applied, and how it should be applied. This reflects the principles outlines at the outset of this advice
and is consistent with the Commission’s views regarding the potential to adopt differing Primary Rate
Caps for classes of councils (Chapter 5).
The Commission notes that since 2005 councils have adopted more transparent, deliberative and
consultative processes when setting their budgets and their rates. 14 Changes to attain financial
sustainability have included increased scrutiny by the community, an expectation to do more with less,
accrual accounting, improved infrastructure asset management, performance measurement and
benchmarking, and better internal controls and governance arrangements. Additionally, several
councils have implemented efficiency measures. However, it is unknown what base councils are
starting from, and further efficiencies could be found and the magnitude of those. Further, it is not clear
how productivity gains/losses in the council sector compare to the economy as a whole through time.
Nor is there transparency of the relative efficiency across councils.
The Commission also notes that, in 2017, the Essential Services of Victoria (ESCV) undertook a detailed
efficiency/productivity analysis of the local government sector to assess the appropriate long-term rate
for an efficiency factor. 15 The study measured inputs and outputs of councils over time, and found that
productivity in the sector had declined over the period 2010-11 to 2015-16. 16 Over the same period,
data from the Australian Bureau of Statistics showed total factor productivity across the broader
economy had increased slightly.

14

15

16

Local Government Association, SA Local Government Sector Financial Indicators Report, 2017, p.1, available at
http://www.lga.sa.gov.au/webdata/resources/files/2017%20Financial%20Indicators%20Report.pdf
ESCV, ‘Advising a local government efficiency factor: Final paper’, 2018, available at:
https://www.esc.vic.gov.au/sites/default/files/documents/Advising-a-local-government-efficiency-factor-final-paper201803227.pdf
Predictive Analytics Group, Local Government – Measuring productivity using a direct method’, 2017, available at:
https://www.esc.vic.gov.au/sites/default/files/documents/lg-rpt-PAGsummary-measuring-productivity-using-a-directmethod-20171219.pdf
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Thus, efficiency/productivity in the Victorian local government sector was falling behind and going in a
different direction to that of the broader economy. This suggested that there was a need for councils to
improve their efficiency/productivity to be more in line with the general economy.
Given this, ESCV proposed to embed efficiency in its rate capping formula, a hybrid of CPI and WPI, by
gradually decreasing the weighting of WPI, thereby transitioning to CPI over a five-year period. It put the
view that this would place incentive on councils to find efficiencies as contracted arrangements expire
and are renegotiated. 17 ESCV also intends to examine whether CPI is the appropriate long-term cap for
local government rates in 2020
The Commission agrees that the conclusions of the study into the Local Government sector in Victoria
need not apply to South Australia, and that it is not appropriate to carry out such a study at this time.
However, should the scheme come into effect, the Commission may consider doing so in future years,
and the Victorian study provides a useful guideline for a potential economic approach that might be
adopted for South Australia.
In this context the Commission notes that, given the actions of South Australian councils since 2005,
they may be more advanced in their planning (from both an asset and financial basis) than councils in
Victoria. Given this, any such analysis in the South Australian context will likely be underpinned by
better information.
Overall, the Commission considers undertaking further analysis before setting an efficiency factor or
factors balances the interests of councils and ratepayers. It provides a quantitative and objective
assessment of councils’ efficiency/productivity and hence cost base from which any
efficiency/productivity factors and their application through time can be considered. This mitigates the
risk of service deterioration because it focuses on the gradual implementation of efficiency/productivity
factors based on evidence, which is in the interests of councils. It also ensures that through time the
trend in general rates reflects an efficient cost base for the services delivered, which is in the interests
of ratepayers.

17

To date, the Victorian Minister for Local Government has set the rate cap based on the value of forecast changes in the CPI
rather than the value advised by the ESCV, thereby hastening the path to CPI and increasing the need for councils to find
efficiencies.
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9

Advice on applying an adjustment factor as part
of the Primary Rate Cap

In setting the Primary Rate Cap, the Commission may have regard to specific cost pressures and other
matters, such as the wider economic environment (including future trends in the economy). To offset
changes that may impact the cost base of all, or a class of, councils, but which are beyond the direct
control of local government, the Commission will consider an Adjustment Factor to apply to the
Primary Rate Cap.
The type of matters to which the Commission might have regard in considering such factors may
include significant changes in the size of government grants, environmental fees and levies, financial
funding, or the cost of materials and services. It may also include the impact of natural disasters or
macroeconomic changes. It should be noted the factor could be negative or positive.
The Commission notes that the Minister may specify various matters to be taken into account by the
Commission in setting the Primary Rate Cap, which may also take the form of additional adjustment
factors. The Commission is not aware of any proposal for such additional Ministerial factors at this
stage.
Chapter 4 of the Consultation Paper discussed considering whether the Primary Rate Cap should
include an adjustment factor. In relation to this, the Consultation Paper asked for stakeholder views on:

 Should an adjustment factor apply from 2020-21? If yes, what form should it take and why?
Summary of advice

 For 2019-20, it is advised the adjustment factor be set to zero, but could be revised in the case
of unexpected costs affecting councils in general. Council-specific issues can be considered
via the variation process. The extent to which any relevant adjustment factor results in costs
being passed through to ratepayers is subject to councils being able to justify why any
additional cost cannot be accommodated while maintaining existing service levels, noting the
need to ensure service delivery is not detrimentally impacted in 2019-20.

 Thereafter, the Commission advises it will consider adjustment factors to apply to the Primary
Rate Cap on a case-by-case basis as they arise. This is subject to the relevant factors affecting
all councils or a clearly defined group of councils. Council specific concerns can be considered
via the variation process. A key factor in considering adjustments will be the extent to which
councils can absorb the cost implications through efficiency/productivity gains elsewhere,
such that services can be maintained without the need for corresponding general rate
increases, noting the need to ensure service delivery is not detrimentally impacted over the
medium to long term.

9.1

Including an adjustment factor

9.1.1

Submissions

Stakeholders 18 agreed that the potential for adjustment factors should be applied from 2020-21,
including City of Playford which stated this should also apply from 2019-20. Several submissions

18

Alexandrina Council, Campbelltown City Council, City of Charles Sturt, City of Holdfast Bay, LGA, Mid Murray Council, City of
Playford, Port Pire Regional Council, City of Prospect, City of Salisbury, SALGFMG, District Council of Streaky Bay and City of
Tea Tree Gully.
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provided examples of events and economic factors that might warrant the inclusion of an adjustment
factor. No submission provided examples of the possible materiality of such events.

9.1.2

Commission analysis and advice

In setting the Primary Rate Cap, the Commission may have regard to specific cost pressures and other
matters, such as the wider economic environment (including future trends in the economy). The type of
matters to which the Commission might have regard in considering such factors may include
significant changes in the size of government grants, environmental fees and levies, financial funding,
or the cost of materials and services. It may also include the impact of natural disasters or
macroeconomic changes. It should be noted an adjustment factor could be negative or positive –
though in the case of a positive adjustment the ability for ratepayers to absorb the increase must be
considered.
The Commission notes the application of adjustments factors from an interstate perspective is rare.
The only example of an explicit adjustment factor added to a rate cap that the Commission is aware of
was from IPART. In 2012-13, IPART added a carbon price advance of 0.4 percent to the rate peg. This
was removed in stages over the following two years.
The Commission considers this reflects the fact that applying adjustment factors across the sector as
a whole or a clearly defined class of councils should relate to specific events where there is a
demonstrable cost implication which cannot be offset through operational efficiencies. Further, such
events will likely have a significant lead time prior to implementation. This provides a timeframe in
which to assess how the implications of the event might be accommodated without immediate
recourse to increasing general rates. The Commission considers such an approach balances the
interests of ratepayers and councils, as the costs should only be passed through via general rates
increases to the extent they cannot be offset through efficient operational practices, noting the need to
ensure service delivery is not detrimentally impacted.
Against this background, for 2019-20 the Commission advises the adjustment factor be set to zero but
could be revised in the case of unexpected costs affecting councils in general. Council-specific issues
can be considered via the variation process. The Commission notes that no submission provides any
examples of issues that may result in a genuine need to consider an adjustment factor in 2019-20.
Although the Commission does not consider an adjustment factor appropriate at this time, the matter
could be revisited in later years.
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10

Advice on the process for variation applications

The ability for councils to apply for a variation to the Primary Rate Cap is a critical component of the
scheme, and is central to achieving the objectives of providing oversight while at the same time
ensuring a council has the financial capacity to perform its duties and functions and exercise its
powers. Variations also ensure that council processes are transparent and that the community is
afforded the opportunity to better understand the services funded by general rates.
The rate oversight scheme recognises that councils face differing circumstances. Because of those
circumstances, some may be able to demonstrate justification for additional revenue above that which
is allowed by the Primary Rate Cap. The additional revenue may be required to address long-term
planning or structural issues, or for a one-off project. Councils may apply to the Commission to make a
variation specifying a varied rate cap, that is, one above the Primary Rate Cap, to apply for up to five
years.
Chapter 5 of the Consultation Paper discussed the rate cap variation process and application
requirements. In relation to this, stakeholder views were sought to the following question:

 Is the proposed process for variation application appropriate? If not, provide reasons why and
suggest alternative arrangements that would better meet the scheme’s intent.
Stakeholders provided feedback on several aspects of the variation process, including:

 

dates and timing

 

requirements

 

fees, and

 

a catch up mechanism.

Summary of advice

 After consideration of stakeholder views, the Commission advises the following approach
should be adopted to developing the rates oversight scheme.
Application dates and timing:

 The Commission proposes to adhere to the dates proposed in the oversight scheme for
2019-20, noting that the overall approach of implementing the scheme has been for the first
year to act as a transitionary period. The Commission advises that more work should be
undertaken with councils prior to 2020-21 to consider the variation process and its interactions
with other aspects of the scheme beyond 2019-20.
Application requirements:

 During 2019-20 and following further consultation, the Commission will provide further
guidance of what is required for a variation application. However, that guidance will be
provided to assist in communication with councils and in the consideration of a variation
proposal, not to provide a checklist. The Commission encourages councils to communicate
early and continually regarding potential variation proposals.
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Application fees:

 For 2019-20 the Commission advises that a fee should not be set for variation applications.
For 2020-21, the Commission advises that any application for a variation will need to be
accompanied by a fee set by the Commission. The Commission will endeavour to be
transparent in how it calculates the application fee, and will ensure it does not exceed the
reasonable costs of determining the application.
Catch up mechanism:

 The Commission’s advice is that no ‘catch up’ mechanism should be implemented as part of
the variation process, unless there is compelling evidence to the contrary.

10.1

Application dates and timing

10.1.1

Submissions

Alexandrina Council, City of Holdfast Bay, LGA, City of Playford, City of Port Lincoln, SALGFMG and City
of Tea Tree Gully all commented on possible issues with the proposed timing of the variation process
(see below). To help explain how the proposed timing may impact councils’ existing processes,
SALGFMG provided a timeline of a typical budget process (including the additional elements from the
oversight scheme as they currently stand) displayed in Table 6.
Table 6 Timeline of typical budget process

Process

Timing

End of Financial Year statements

November

Primary Rate Cap determination

31 December

Variation applications due

31 March

Public consultation of the Annual Business Plan and Budget

April – May (minimum 21 days)

ESCOSA response on variation request

31 May

Declaration of rates and adoption of Annual Business Plan and Budget

June

Rate generation and data extract

Early July

Quarter One rate notice

Mid July

The City of Charles Sturt, City of Prospect and City of Tea Tree Gully stated that 31 May is too late to
inform the incoming budget cycle and inform the community, so that councils would be forced to
prepare and consult on two budgets – one assuming the variation is successful, and another assuming
it is not. Otherwise, as Port Pirie Regional Council stated, if the variation is not approved, councils will
need to undertake further consultation as significant changes to the draft business plan would be
required.
The City of Port Lincoln stated that one impact of the proposed timing of the Commission’s response to
variation applications (31 May) may delay councils finalising the consultation processes on their Annual
Business Plan and Budget, and therefore the declaration of rates. City of Port Lincoln suggests
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responses should be due earlier, by 15 May; if not, the Primary Rate Cap declaration should be earlier
(30 Nov) and the application deadline earlier (15 March).
City of Prospect suggested a much earlier date for variation applications (31 December). LGA, City of
Playford, SALGFMG and District Council of Streaky Bay all request the Commission respond to
variations within approximately one month (28, 30 or 31 days) of the application being lodged.

10.1.2

Commission analysis and advice

The Commission notes the impacts the proposed timelines may have on council processes. However,
the introduction of the oversight scheme will necessarily require some amendment to existing council
processes. Further, timelines must be set to allow the Commission to fulfil its proposed statutory role.
In light of that, the Commission proposes to adhere to the dates proposed in the oversight scheme for
2019-20, noting that the overall approach of implementing the scheme has been for the first year to act
as a transitionary period. In particular, advice surrounding the level of the Primary Rate Cap reflects
this.
The Commission advises more work will be be undertaken with councils prior to 2020-21 to consider
the variation process and its interactions with other aspects of the scheme. Despite that, the
Commission encourages councils to communicate early and continually regarding potential variation
proposals. The Commission will accept variation applications at any time up until 31 May, and
encourages applications to be submitted early. It will be up to councils to determine the best time to
consult and lodge variation applications – whether early in the year or later in the year – to align with
internal processes.
As the scheme matures, the Commission will encourage a multi-year consultation approach that aligns
with long-term planning and future programs of works. Given this, councils would likely benefit from
considering how they can incorporate consultation on future years’ projects as part of annual business
planning.

10.2

Application requirements

10.2.1

Submissions

Several stakeholders provided feedback on the requirements of the variation applications. Alexandrina
Council, City of Campbelltown, SALGFMG and City of Playford suggested the development of a
checklist of criteria for assessing the variation application would assist in understanding whether there
is value in submitting an application. Alternatively, they put the view that Commission should be
accessible for discussions prior to submission of an application, to review the key financial indicators
and the long term financial plan of the council. City of Playford also put the view that it is important to
clarify how the applications will be assessed, and if the council will get the opportunity to present their
business case as opposed to providing documentation only.
The Alexandrina Council, LGA, City of Salisbury and SALGFMG stated that it was currently unknown
what level of community consultation is required for a successful variation. LGA also suggested that
demonstrating wide understanding from the community may prove to be difficult, noting the existing
challenges councils face in eliciting responses from the community.
The LGA also held concerns that successful variations were dependent on the variation representing
‘value for money,’ noting that some infrastructure/services that councils provide are essentially
community service obligations (that is, not necessarily value for money).
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Several stakeholders 19 raised concerns with the burden of the variation process, either in requiring
additional effort on top of the current processes or duplicating current processes. For example, Port
Pirie Regional Council and Mid Murray Council commented on the increased work required by staff to
prepare an application along with a Budget in January, then possibly another public consultation for the
Annual Business Plan and Budget in April-August. The City of Campbelltown and City of Holdfast Bay
stated this potential duplication would be inefficient and cost exhaustive, particularly if the variation
was ultimately unsuccessful. The Alexandrina Council and SALGFMG suggests that it may be
appropriate to use the Annual Business Plan and Budget process for consultation on a variation, both to
avoid duplication of effort and confusion from the community. The LGA also suggested that there could
be an easier or reduced process for a variation required for the renewal/maintenance of essential
community infrastructure.

10.2.2

Commission analysis and advice

Section 187G of the Bill sets out what a variation application must specify:

 the number of financial years (up to a maximum of 5 years) that the council proposes that it be
subject to a rate cap variation determination, and

 the proposed varied rate cap for each specified financial year, and
 the reasons for which the council seeks a varied rate cap, and
 the community engagement process that has been undertaken by the council on the proposed
varied rate cap, and

 the likely impact of the proposed varied rate cap on ratepayers, including their capacity and
willingness to pay rates in accordance with the proposed varied rate cap, and

 whether consideration has been given to reprioritising proposed spending measures and alternative
funding options and why those options are not adequate, and

 how the varied rate cap represents value for money for the council and its ratepayers and promotes
the efficient use of council resources, and

 how the proposal is consistent with the council's long term financial plan and infrastructure and
asset management plan, and

 any other information required by the Commission.
The Commission’s view is that councils should communicate early and continually regarding potential
variation proposals (and at other stages of the scheme), both with the Commission and the community
the council serves. This continual communication may minimise councils’ burden for applying for a
variation by setting expectations early.
To further assist in this regard, during 2019-20 and following further consultation, the Commission will
provide further guidance of what is required for a variation application. However, that guidance will be
provided to assist in communication with councils and in the consideration of a variation proposal, not
to provide a checklist (see Table 7 for potential documents required to support an application). It is
likely each variation will be unique, and the Commission is not convinced a checklist would apply to
each case.

19

Alexandrina Council, City of Campbelltown, City of Holdfast Bay, Port Pire Regional Council, Mid Murray Council, City of
Playford and SALGFMG.
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Table 7 Examples of supporting documentation for a variation application

Supporting document

Reference

Prudential Management Policy (including any relevant reports)

Section 48 of the LG Act

Contracts and Tenders Policy

Section 49 of the LG Act

Public Consultation Policy

Section 50 of the LG Act

Strategic Management Plan

Section 122 of the LG Act

Long-Term Financial Plan

Section 122(1a) of the LG Act

Infrastructure and Asset Management Plan

Section 122(1a) of the LG Act

Adopted Annual Business Plan (and Adopted Budget) for current financial
year

Section 123(3) of the LG Act

Financial Statements covering previous financial years

Section 127 of the LG Act

The Commission notes that community consultation on variations can form part of the consultation
and process of the Annual Business Plan and Budget, but that individual councils are best placed to
determine if this is the correct and most efficient process. In general, the Commission’s interest in the
council’s engagement approach relates to assessing whether the community the council serves has
been viewed as peripheral to the decision regarding a variation application or has demonstrably been
integral to it. The emphasis for this consultation is for councils to do what is necessary to
communicate with their communities regarding the variation.
The Commission acknowledges that councils have experienced challenges in getting ratepayers
engaged through their current consultation processes, as evidenced by the lack of attendance at
community meetings and a lack of stakeholder submissions on council proposals. If that remains the
case, customer engagement techniques such as surveys, focus groups, and interviews may be more
appropriate to identify the broad areas of service that matter to ratepayers. These techniques are used
in the water and energy industries to establish what customers’ value and are prepared to pay for.
For example, willingness to pay research quantifies the value of non-market goods or services (such as
new services, or changes to service levels) for input into economic assessment. Types of willingness to
pay research include contingent valuation and choice modelling. Contingent valuation is the most
straightforward ‘stated preference’ technique. It surveys people to ask how much they are willing to pay
for a good or service. Choice modelling asks people about their preferences for different ‘packages’ of
service, then uses survey responses to model the value of those services. This engagement should be
with a representative sample of ratepayers, and capture the different needs of different ratepayers.
Given this, the Commission advises that it is not best placed to prescribe how a council communicates
with its community, when it should be done or what constitutes ‘enough’ engagement. Further, the
Commission would anticipate that councils seek to engage with the community they serve regularly
and consistently. If this has occurred, the Commission would generally have due regard to the outcome
of consultation that occurred within the previous three years when assessing variation applications.
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10.3

Application fees

10.3.1

Submissions

The City of Prospect agreed that fees to cover costs were appropriate.
However, the City of Charles Sturt, LGA and City of Tea Tree Gully stated that there should be no fee
associated with the variation application, with the LGA stating that a fee may deter councils from
applying. It added that in the case that a fee is required, that fee should be funded by the State
Government. Alexandrina Council, City of Campbelltown, City of Playford, SALGFMG and City of
Salisbury stated that any fee should be factored in to the variation determination, as it would be a cost
that councils do not currently have, and may prove a barrier to applying for a variation. The City of Port
Lincoln stated that, whatever the fee is, it must be published in such a manner that the methodology
being used for the calculation of the fee is clearly understood, should not be simply indexed by CPI or
another index, and should not be used as a revenue raising opportunity nor as a deterrent to councils to
lodge applications.

10.3.2

Commission analysis and advice/recommendations

For 2019-20 the Commission advises that a fee should not be set for variation applications. Based on
consultation, the Commission expects few, if any, variation applications for that year. If an unexpected
number of applications is received, the Commission will need to reassess setting a fee (or some other
cost recovery mechanism).
For 2020-21, the Commission’s Consultation Paper stated that any application for a variation will need
to be accompanied by a fee set by the Commission. According to the Rate Oversight Scheme, this fee
must not exceed the reasonable costs of determining the application. The Commission will be
transparent in how it calculates the reasonable costs. It should be noted that effective and early
communication regarding a variation application should result in a streamlined process, thereby
potentially minimising the fee set.

10.4

‘Catch up’ mechanism

10.4.1

Submissions

The City of Campbelltown, LGA and SALGFMG stated that if a council rates below the Primary Rate Cap
and then requires additional income in a future year, consideration should be given to enable a ‘catch
up’ of foregone income from previous years, rather than submit a variation.

10.4.2

Commission analysis and advice/recommendations

The Commission acknowledges that a ‘catch up’ system to regain foregone income from previous
years could encourage councils to rate for what is required within a given year rather than rating to the
maximum allowed by the Primary Rate Cap. Additionally, it may reduce the administrative burden of
preparing and assessing a variation application if catch up revenues were passed through to
ratepayers.
However, it is not clear to the Commission that catch ups would be in the interests of ratepayers, from
a short and long term basis, for the following reasons:

 If the oversight scheme is working correctly, councils should be rating to their efficient costs, rather
than the Primary Rate Cap as a contingency.

 Councils have ten year financial and asset plans, and the budgets put forward and any variation
applications should be directly linked to those plans.
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 Catch ups may be at risk of political manipulation if there is the possibility of foregoing rate
increases at particular moments in political cycles in the knowledge they can be recouped later.

 Catch ups may reduce stability and predictability in general rate increases/decreases.
 Catch ups may make the rate oversight scheme more difficult and costly to administer. It would
likely create a more complex compliance process that may have to accommodate an ‘overs and
unders’ mechanism and the calculation of the values of cash flows forgone.
It is therefore the Commission’s advice that a catch up mechanism should not be implemented as part
of the variation process in 2019-20. The Commission advises more work will be undertaken with
councils to consider if a catch up mechanism is warranted for 2020-21 onwards.
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11

Advice on the monitoring and reporting
framework

As administrator of the scheme, under the Bill the Commission’s functions include the following:

 annually monitoring and reviewing councils' compliance with the scheme and, in particular,
monitoring and reviewing compliance with determinations and variations

 assessing the effect of determinations and variations on the provision of services and
infrastructure by councils and the sustainability of the financial performance and position of
councils, and

 identifying trends across the local government sector arising from the operation of determinations
and variations, and any other impacts arising from the operation of the scheme.
Summary of advice

 For the first year, each council should provide a compliance statement to the Commission as
evidence that it has complied with its cap, with compliance determined at the start of a capped
year (1 July 2019).

11.1.1

Compliance in the first year

As councils are required to comply with any rate cap determination, the Commission expects that they
will have in place systems and processes to ensure that compliance. Further, councils should put in
place effective controls to identify any breaches and report those to the Commission at the earliest
opportunity.
In broad terms, to demonstrate compliance with the scheme, a council should be able to clearly show
and articulate that its approach to rating does not result in its actual revenue from general rates
exceeding its maximum allowable revenue (noting that a council’s maximum allowable revenue
depends on its rate cap).
The Commission considers that for the first year each council should provide a compliance statement
to the Commission as evidence that it has complied with its cap, with compliance determined at the
start of a capped year (1 July 2019).
The Commission proposes to publish a template that councils can submit to demonstrate compliance.
This should be accompanied by a statement from the council verifying the accuracy of the data
provided and confirming that those data have been used by the council in setting rates for the capped
year. For example, the following information would enable the Commission to review individual
council’s compliance:

 total revenue at 30 June of base year (as rated)
 total annualised revenue (including annualised supplementary revenue) at 30 June of base year
 number of rateable properties at 30 June of base year
 rate cap (primary or varied)
 number of rateable properties at the start of the capped year (1 July 2019)
 maximum allowable revenue for capped year (2019-20), and
 evidence the amount collected from rates will not exceed the maximum allowable revenue.
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11.1.2

The Commission’s reporting requirements

The Commission must, in relation to each financial year, provide to the Minister an annual report on the
compliance of councils with any determination and variation applying in that year. The compliance
information described above would allow it to fulfil that function.
The Commission must also prepare a biennial report on the administration, performance and trends
resulting from of the scheme and any other matters that the Commission considers appropriate. The
Commission will consult on the best way to approach this report as part of the second round of
consultation during the scheme’s first year of operation.
The Bill proposes an amendment to section 273 of the LG Act to enable the Minister to take action on a
report made by the Commission, pursuant to under Chapter 10 Part 1A of the LG Act. It is therefore
anticipated that the Minister would make recommendations or directions to a council in instances of
non-compliance, and, if the non-compliance is sufficiently serious, to recommend to the Governor that
the council be declared defaulting.
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12

Other matters raised during consultation

Two other matters were raised by stakeholders during consultation regarding separate rates
notification and the Commission’s index comparison to general rates revenue.
Summary of advice

 The Commission cannot advise on the separate rates notification issue, as this is a policy
decision already encapsulated within the Bill.

 The Commission considers its index comparison graph was appropriate.

12.1

Separate rates notification

The Local Government (Rate Oversight) Amendment Bill 2018 requires councils to inform the
Commission if they are planning to introduce a separate rate or a service rate or charge by 31 October
in the year prior to the first financial year in which the new rate or charge is to apply. The Commission
may then consider if or how to account for this in the context of applying a Primary Rate Cap and how
the Base Standard Rate should be determined.

12.1.1

Submissions

This issue was raised in two submissions. SALGFMG stated that some councils declare separate rates
during the year to support development processes, and that the scheme seems to preclude this
practice as all separate rates need to be advised by 31 October. SALGFMG suggested where a separate
rate is declared which is consistent with current council practice it should not require the Commission
be notified.

12.1.2

Commission analysis and advice

The Commission notes that the separate rates notification issue, including the date of 31 October, is a
policy decision already encapsulated within the Bill, and therefore not an implementation decision for it
to take.

12.2

Index comparison in Consultation Paper

12.2.1

Submissions

Figure 1 from the Commission’s Consultation Paper displayed a comparison of increases in CPI, LGPI,
and general rates revenue per property (reproduced below as Figure 1). 20 SALGFMG stated in its
submission that the figure not only reflects the additional general rate revenue collected through rate
increases but also growth in new investment and additional properties, incorrectly overstating the ‘gap’
between the indices and the rate increases. SALGFMG asked for the error to be acknowledged and
corrected.

12.2.2

Commission analysis and advice

The Commission stands by the comparison, noting that the increases in general rates revenue was
measured per property, accounting for growth in additional properties (to compare, Figure 1 has the
additional data for total general rates revenue).

20

The comparison has been updated to include revenue data from two councils which was not previously available
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Further, the Commission’s view is that it is appropriate to include new properties, as:

 this is the methodology proposed for the rate capping scheme, and
 it reflects the actual costs faced by ratepayers.
Figure 1 Comparison of indices and general rates revenue (total and per property) (indexed 2006-07)
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Source data: ABS for Adelaide CPI; South Australian Centre for Economic Studies for LGPI;
Local Government Grants Commission for general rates revenue
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13

Next steps

The Commission is committed to continual improvement in its regulatory work. Recognising the short
lead time for implementing the scheme and any associated practical constraints this may have, should
the Bill come into effect then the Commission will consult again with stakeholders following the
scheme’s first year of operation. This will allow any identified issues to be raised, discussed and
addressed, drawing on experience arising from the first year of operation of the scheme.
It should be noted that the advice provided in this paper is specific to the implementation of the Bill
passed by the House of Assembly. Should the Bill materially change, then the advice and
recommendations made in this paper should be revisited.

13.1

Next steps following implementation of the scheme

This advice addresses key elements of the scheme, in terms of how certain factors and requirements
should be set for the initial transition year (2019-20) as well as what is necessary to fully establish the
framework for future years.
In that context, the Commission would emphasise that the operation of the scheme will be further
reviewed during its first year (refer Table 8), with a view to refining and settling any ongoing
improvements for future years.
Table 8 Key dates for further consultation and analysis

Key date

Consultation/analysis

Q1-2 2019

Review of the index used to set the Primary Rate Cap, including the magnitude of
any adjustment and productivity factors

Q3 2019

Review of the first year’s implementation

Q4 2019

Consultation on the approach to assess the impact of the scheme on local
government and services

1 December 2019

Implementation of scheme administrative enhancements (if identified) based on
analysis and stakeholder consultation
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Attachment 1 – Request for advice from the
Treasurer of South Australia
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Attachment 2 – Local Government (Rate Oversight)
Amendment Bill 2018
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Attachment 3 – Maximum allowable revenue formula
Below is the complete formula for calculating the maximum allowable revenue for a capped year.
This calculation only applies for a Primary Rate Cap – in the case of a variation, the Primary Rate Cap
component would be replaced with the approved varied cap.
Note: In this formula the Primary Rate Cap is expressed as a decimal, not percentage (for example, 0.02
not 2 percent).

𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀𝑀 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑓𝑓𝑓𝑓𝑓𝑓 𝑎𝑎 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦
𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑎𝑎𝑎𝑎 30 𝐽𝐽𝐽𝐽𝐽𝐽𝐽𝐽 𝑜𝑜𝑜𝑜 𝑏𝑏𝑏𝑏𝑠𝑠𝑠𝑠 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦
� × (1 + 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑐𝑐𝑐𝑐𝑐𝑐)�
= ��
𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛 𝑜𝑜𝑜𝑜 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 𝑎𝑎𝑎𝑎 30 𝐽𝐽𝐽𝐽𝐽𝐽𝐽𝐽 𝑜𝑜𝑜𝑜 𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦
× 𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛 𝑜𝑜𝑜𝑜 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 𝑎𝑎𝑎𝑎 𝑡𝑡ℎ𝑒𝑒 𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠 𝑜𝑜𝑜𝑜 𝑡𝑡ℎ𝑒𝑒 𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐𝑐 𝑦𝑦𝑦𝑦𝑦𝑦𝑟𝑟

Below are the formula components for the Base Standard Rate and Capped Standard rate, as defined in
the Local Government (Rate Oversight) Amendment Bill 2018. These components form part of the
complete formula for calculating the maximum allowable revenue for a capped year (above).

𝐵𝐵𝐵𝐵𝐵𝐵𝐵𝐵 𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 = �

𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑎𝑎𝑎𝑎 30 𝐽𝐽𝐽𝐽𝐽𝐽𝐽𝐽 𝑜𝑜𝑜𝑜 𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦
�
𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛 𝑜𝑜𝑜𝑜 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 𝑎𝑎𝑎𝑎 30 𝐽𝐽𝐽𝐽𝐽𝐽𝐽𝐽 𝑜𝑜𝑜𝑜 𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦

𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠𝑠 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 = ��

𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡𝑡 𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎𝑎 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑎𝑎𝑎𝑎 30 𝐽𝐽𝐽𝐽𝐽𝐽𝐽𝐽 𝑜𝑜𝑜𝑜 𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦
� × (1 + 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑐𝑐𝑐𝑐𝑐𝑐)�
𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛𝑛 𝑜𝑜𝑜𝑜 𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟𝑟 𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝𝑝 𝑎𝑎𝑎𝑎 30 𝐽𝐽𝐽𝐽𝐽𝐽𝐽𝐽 𝑜𝑜𝑜𝑜 𝑏𝑏𝑏𝑏𝑏𝑏𝑏𝑏 𝑦𝑦𝑦𝑦𝑦𝑦𝑦𝑦
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