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INTRODUCTION

The South Australian Government has introduced a local government rates oversight scheme through
amendments to the Local Government Act 1999 [‘The Act’] which came into effect on the 30™" of April
2022.

The Essential Services Commission of South Australia [‘the Commission’] has been appointed as the
designated authority to provide advice as set out in Section 122(1(f)) and Section 122(1(g)) of The Act
which reads as follows:

(1f) Following the provision of information by a council under subsection (le), the designated
authority, on or before 28 February in the relevant financial year for the council—

a) must provide advice to the council on the appropriateness of the relevant matters in the
context of the council's long-term financial plan and infrastructure and asset management
plan; and

b) may, if the designated authority considers it appropriate having regard to the circumstances
of a particular council, provide advice in relation to any other aspect of the council's long-term
financial plan and infrastructure and asset management plan.

(1g) In providing advice under this section, the designated authority—

a) must have regard to the following objectives:

(i) the objective of councils maintaining and implementing long-term financial plans
and infrastructure and asset management plans;

(ii) the objective of ensuring that the financial contributions proposed to be made by
ratepayers under the council's long-term financial plan and infrastructure and
asset management plan are appropriate and any material amendments made or
proposed to be made to these plans by the council are appropriate; and

b) may have regard to any information or matter the designated authority considers relevant
(whether or not such information or matter falls within the ambit of subsection (1e)).

The Local Government Rates Oversight Scheme Draft Framework and Approach [‘DFA’] has been
prepared by the Commission to explain how it proposes to analyse and provide advice on these
matters, including details of timing, methodology, information and evidence requirements and
scheme administrations costs. Submissions on the Draft Framework and Approach close on 27" of
May 2022.
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OVERVIEW

In providing this response the District Council of Kimba [“Council’] believes it is beneficial to provide
some context around the current position of the Council. Kimba is a small rural town located
465km’s from Adelaide with a local government area covering 3,997 sq km’s. Council’s budget for
2022-23 is estimated at $4.8 million consisting of a rate revenue of approximately $1.8 million with
the average rates comparable to other Councils. Council employs 20 staff, 16 fulltime equivalents,
with an administrative arm consisting of 5.2 equivalents including the CEO, Depot Administration
Office and Economic Development Manager.

Council is a well performing , functioning and respected entity which operates in an effective,
responsible and accountable manner. Council has a history of working closely and collaboratively
with our community in addition to engaging effectively with the sector as a whole through
representation on such organisations as the LGA of SA, the South Australian Regional Organisation of
Councils, the Eyre Peninsula Local Government Association, South Australian Power Networks, LG
Professionals SA, LGA CEO Advisory Group and the Eyre Peninsula Extreme Weather Recovery
Group. Council is also the recipient of a number of awards over the years and more recently 2021
South Australian Agricultural Town of the Year, the National Best Grey Nomad Council Free Stay
Campsite in 2021 for the 3™ year running, 2021 South Australia Sustainable Community of the Year
and a finalist in the Australian Sustainable Communities Tidy Towns Awards 2022.

Council is currently working closely with other entities and going beyond its traditional role to assist
in procuring additional services for our community with a predominant focus of acquiring at least
one resident GP which the community is currently lacking along with other skilled professionals.
Council is heavily involved in the provision of external functions to increase community service levels
whilst focusing on doing so without increasing the financial obligations to our rate payer base.

The potential impacts of the Local Government Rate Oversight Scheme has the capacity to be
detrimental to this offering of services. The cost to the scheme for Council of $52,133 equates to
approximately 2.9%of the 2022-23 estimated annual rate revenue. The additional workload required
to provide the necessary documentation will necessitate additional resources through the use of
consultants to assist in preparing the documentation resulting in further costs to Council. Council is
also heavily impacted by the Local Government Reform process as a whole and the additional work
this entails. As one of a few Councils that currently has site values as a basis of rating the change to
capital will require significant resources and finance and pose a significant impost to Council. This
whole process is exacerbated by the upcoming Local Government Elections to be held in November
2022 and the additional resourcing this will require. In addition, Council was subjected to an extreme
weather event in January 2022 with subsequent flooding resulting in damage to 75%of the road
network at an estimated cost of close to $8.5 million.

All this adds up to create substantial resourcing issues to Council and we are currently working to
streamline this process and the Local Government Rates Oversight Scheme Consultation process is
one opportunity for Council to provide feedback to ensure Council resources are utilised in an
appropriate capacity.
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RESPONSE
A series of questions have been provided in the Draft Framework and Approach ['DFA’] and Council
has elected to provide a response based on answers to these questions.

Section 2.3.1: Overarching intent of the legal framework

Question 2.1: Do stakeholders agree with this interpretation of the legal framework? If not, why
not?

Council does not agree with the interpretation of the legal framework.

A rates oversight scheme [‘ROS’] is not mentioned in Section 122 of The Act . The focus of Section
122 is on ensuring Councils maintain appropriate affordable Long Term Financial Plan [‘LTFP’] &
[‘AMP’] with the ability to explain material changes in these plans over time.

E.g. S122 (1f) (as well as various other sections) —“.... provide advice to the council on the
appropriateness of the relevant matters in the context of the council's long term financial plan and
infrastructure and asset management plan....’

A ROS is at odds with this. In order to provide an oversight of rating a much deeper level of data is
required from the Councils which, in Council’s opinion, would fall outside of the intent of the legal
framework. LTFP & AMP are high level strategic documents that do not contain enough detail to
draw the intended conclusions articulated in the DFA. This will become even more apparent in
response to questions included later in this document.

Section 2.3.2: The scope and context of the advice

Question 2.2: Do stakeholders agree with this interpretation of the scope and context of the advice
to be provided under the scheme? If not, why not?

Council does not agree with the scope and the context of the advice.
The scope of the ROS relies on a very broad interpretation of the following sections:

S122 (1g) In providing advice under this section, the designated authority—
(a) must have regard to the following objectives:

(i) the objective of councils maintaining and implementing long-term
financial plans and infrastructure and asset management plans;

(ii)  the objective of ensuring that the financial contributions proposed to be
made by ratepayers under the council's long-term financial plan and
infrastructure and asset management plan are appropriate and any
material amendments made or proposed to be made to these plans by
the council are appropriate; and

(b) may have regard to any information or matter the designated authority considers
relevant (whether or not such information or matter falls within the ambit of
subsection (1e)).
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S122 (1e) A council must, on or before 30 September in the relevant financial year for the council,
provide to the designated authority all relevant information on the following matters (the
relevant matters) in accordance with guidelines determined by the designated authority
(if any):

(a) material amendments made or proposed to be made to the council's long-term
financial plan and infrastructure and asset management plan and the council's
reasons for those amendments;

(b) revenue sources outlined in the funding plan referred to in subsection (1a)(a);

(c) any other matter prescribed by the regulations.

The intent of these sections is consistent with reviewing the LTFP & AMP. It is not consistent with

facilitating an ROS in the format proposed in the DFA and it is felt the focus should be on the AMP &
LTFPs only.

Any future regulations would also need to be consistent with the intent of these sections of the act.

Further to this, the requirement to prepare the funding plan referred to in S122(e)(b) above does
not come into effect until 30 June 2023.

79—Amendment of section 122—Strategic management plans
(1) Section 122(1a)(a)—delete "for a period of at least 10 years; and" and substitute:

that relates to a period of at least 10 years and includes a funding plan that—

(i) outlines the council's approach to funding services and infrastructure of
the council; and

(ii)  sets out the council's projected total revenue for the period to which the
long-term financial plan relates; and

(iii)  outlines the intended sources of that total revenue (such as revenue from
rates, grants and other fees and charges); and
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Section 4.2: The principles underpinning the analytical framework

Question 4.1: Do stakeholders consider these principles appropriate for the analytical framework? If
not, why not? How should they be changed and why?

The AMP & LTFP should be used to inform the Annual Business Plan & Annual Budget (ABP & AB).
The ABP & AB are monitored via the strategic financial reporting cycle. As the LTFP is updated each
year council’s concern is as to whether principal 1 (section in yellow) is even practically possible.
Which years plan will be assessed and compared to performance?

In relation to principal 2 (section in yellow) Council does not agree with the assertion above. It is felt
that what is suggested above would not be relevant if there is an uneven spread of asset renewal
intervention dates. Some years there may be a large number of renewals required, other years this
may be not so. The LGA financial sustainability papers suggest that rather than evening out capital
spend, borrowings or other sources of funds should be used so as to replace assets in a timely
matter that is neither to early nor too late.

An overall observation is that the principals used to make the assessment contain a high level of
subjectivity and do not refer to a ‘source of truth’ that Councils have agreed to follow in relation to
these matters.

Section 4.3.4: Applicability to the analytical framework

Question 4.2: Do stakeholders consider this an appropriate analytical framework? If not, why not?
How should it be changed and why?

Council cautiously agrees that this is an appropriate analytical framework.

There is a large amount of subjectivity here and much of the literature in this section of the DFA is of
a general nature.

SUMMARY RESPONSE TO THE LOCAL GOVERNMENT RATES OVERSIGHT SCHEME DRAFT FRAMEWORK AND APPROACH Page |5



An assessment of financial sustainability based on the three key financial indicators [‘KFI'] is sound
however any attempt to draw a conclusion about the value for money or otherwise that ratepayers
are obtaining from their rates would most likely be flawed due to a lack of qualitative information
having been considered.

Intergenerational equity is from a particular subjective school of thought and should not be referred
to in such analysis.

The intention to use fixed target ranges for the assessment of the KFI's is extremely of concerned as
there are often perfectly acceptable reasons for Councils to operate outside of these ranges. For
example, the 0% to 100% Net Financial Liabilities Ratio range means that Council should always have
more liabilities than financial assets. Having more liabilities than financial assets may not be the will
of the Council (particularly small regional Councils) so hence it should not be seen as a poor result if
smaller regional Councils were to have a level of cash reserves, given its limited ability to generate
income outside of its existing ratepayer community.

4.4 Applying the analytical framework
General comments

1 Pages 19-40 of the DFA are academic in nature and will be difficult to implement and
unlikely to achieve the objectives of the ROS.

2 Many hours of Council staff time would be needed to fully understand what is actually
being required of Councils and what the information contained in these pages means.

3 As Council believe the ROS and much of the DFA is outside of the intent of Section 122
it is not intended at this stage to undertake the level of work required to fully outline
our concerns in detail. The LGA will be putting in a submission on behalf of the sector
which this Council fully supports.

4 The answers to Questions 4.3 to 4.9 are the best Council can provide in the timeframes
given the complexity of the DFA, we do however raise some appropriate items for
your consideration.

Section 4.4.1.1: The relevance of historical trends

Question 4.3: Do stakeholders consider it necessary to consider historical trends when applying the
analytical framework? If not, why not? How should it be changed and why?

Historical trends could be used at a strategic level such as KFI level. However, if these KFI's were not
adjusted to remove abnormal and extraordinary items then incorrect assessments could be made.

E.g. If Council were to receive a large grant to fund renewal of assets, the income would be reported
in the statement of comprehensive income whereas the expenses would be capitalised thereby
creating an overstated operating result that could be shielding the reader from an underlying
operating deficit.

Similar issues exist in relation to the prepayments of Financial Assistance Grants.

It is felt that going back in time is counter-productive. The focus should be on moving forward
ensuring that Councils have clearly documented asset renewal and maintenance programs that are
demonstrably funded by the LTFP that is underpinned by a solid financial strategy and clearly
articulated assumptions. The key financial indicators (adjusted for any abnormal items) should be
trending within the KFI target ranges set by Council.
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The level of detail proposed in the FDA amounts to micro-management from incomplete data and
will not achieve the S122 legislative objectives.

Section 4.4.1.2: What historical information is needed from each council?

Question 4.4: Do stakeholders consider this to be an appropriate approach for the collection of
historical information? If not, why not? How should it be changed and why?

Council does not consider this to be an appropriate approach for the collection of historical data.

Should the DFA become a reality in its current format then the information requested is already
available from the Grants commission data base. This data has already been cross checked by Grants
Commission staff with the audited financial statements of every Council. Any additional work
proposed in this area is a double or a triple up of work to obtain data that will be of little use for
assessment purposes anyways.

Section 4.4.1.3: Account for scale

Question 4.5: Do stakeholders agree that, where it is useful to do so, information should be
normalised on a per rateable property basis? If not, why not? How should it be changed and why?

Council does not agree that, where it is useful to do so, information should be normalised on a per
rateable property basis

Such an approach treats rates as a fee for service, rates are a tax. It is not understood as to what the
purpose of undertaking such an activity would be, particularly if not comparing Councils with each
other.

One Council might have a very high level of Industrial & Commercial ratepayers whilst other may
have only primary producers and township rate classes. How would an appropriate yardstick to
assess this be set?

Again, such data is outside of the realm of the LTFP and would need significantly more detailed
information at both a qualitative and quantitative level in order for someone to make a subjective
assessment. This is not the intention of Section 122 of the legislation.

Section 4.4.1.4: Accounting for inflation

Question 4.6: Do stakeholders agree that use of the CPl is an appropriate index to utilise when
considering a council’s operating income and expenditure growth over time? If not, why not? How
should it be changed and why?

If CPl were used as part of a number of pieces of assessment information, CPl may have some
purpose. CPl is part of the quantitative assessment that needs to be considered in conjunction with
qualitative matters. The existing or various versions of the existing financial strategies that underpin
LTFP’s would be of more use.

Any assessment based on CPl would be subjective, simplistic and prone to being made without a full
set of facts.
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Section 4.4.2: The key questions to address

Question 4.7: Do stakeholders consider these to be appropriate questions for implementing the
analytical framework? If not, why not? How should they be changed and why?

In addition to responses already provided in this consultation survey it is felt that these questions
are not appropriate, overly detailed and unlikely to be answered with any degree of reliability.

The conclusions will be subjective and looking backwards.

The questions are not believed to be consistent with the intent of Section 122.

Section 4.4.5: Comparison of historical trends to any revised SMP

Question 4.9: Do stakeholders consider this an appropriate approach to the analytical framework to
assess the key questions in Table 5? If not, why not? How should the approach be amended and
why?

Councils feels that the approach is not appropriate for reasons as mentioned elsewhere in this
response.

Primarily what has been included in the DFA is largely quantitative and without the qualitative side
of the discussion incorrect assessments will be made.

Section 4.5.1: Content of the advice

Question 4.10: Do stakeholders consider this an appropriate approach to developing the content of
the advice that the Commission provides to each council? If not, why not? How should the approach
be amended and why?

Given the concerns raised throughout this response Council does not believe an appropriate
methodology or focus has been established for the Commission to provide reliable advice.

Section 4.5.2: Publication of the advice

Question 4.11: Do stakeholders consider this an appropriate approach to adopt for the publication
of the advice, given the legal framework? If not, why not? How should the approach be amended
and why?

Council is concerned at having to publish any advice provided by the Commission in its Annual
Business Plan [‘ABP’] or any other document. The potential for such advice to be misused, out of
context, by Council agitators is extreme.

The advice may not be perceived accurately as it may well be based on incomplete information or
information taken out of context.

Council may act on the advice in which case there seems to be little point in including the advice in
the next 4 years versions of ABP’s.
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Section 4.6.1: Alignment with the legal framework

Question 4.12: Do stakeholders consider the analytical framework aligned with the legal framework?
If not, why not? How should the approach be amended and why?

Council does not consider the analytical framework aligned with the legal framework for the reasons
previously outlined.

Section 4.6.2: Alignment with the overarching principles for the analytical framework

Question 4.13: Do stakeholders consider the analytical framework to be aligned with the overarching
principles for its development? If not, why not

Council does not consider the analytical framework to be aligned with the overarching principles as
it is overly academic, difficult to understand and will be hard to implement.

Section 5.2: Guidelines and information provision

Question 5.1: Do stakeholders consider publishing the guidelines and proforma Excel template no
later than the start of each the Relevant Financial Year appropriate? If not, why not?

This would depend on how much they change from year to year. The peak time for financial staff is
from July to September/October as this is when the Annual Financial Statements are required to be
prepared. The current timeline clashes with these dates.

How should the approach be amended and why?
End of May with a due date of 31 December may be a feasible option.
Section 5.3: Timing of information provision

Question 5.2: Do stakeholders consider the proposed timing for information provision appropriate?
If not, why not? How should the approach be amended and why?

Could consider as late as May the following year in most cases.
Section 7.2: Reasonable costs

The following extract from the Act addresses reasonable costs.

S$122(1k)The designated authority may recover from a council (as a debt due from the council) the
costs reasonably incurred by the designated authority in performing its functions under this
section in relation to the council.

Question 7.1 to 7.5 are responded to as follows:

If the Commission were to abide by the intention of Section 122 then the significant forecast
expenditure suggested would not be required. Further if a process were developed that focused
on the future and was set at a strategic level instead of the micro/operational level the current
DFA is set at, then costs could be further minimised.

Accordingly, Council does not intend to answer the following questions. Hopefully an affordable
amended process will be established with a commencement date well into the future.
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Question 7.1: Do stakeholders agree with the Commission’s approach to allocating its projected
indicative costs across the first cycle of the scheme? If not, why not? How should the approach be
amended and why?

Question 7.2: Do stakeholders agree with the Commission’s approach to addressing any material
difference between its actual costs and its projected indicative costs? If not, why not?

How should the approach be amended and why?
Section 7.3.1: Should councils be billed directly of via the LGA?

Question 7.3: Do stakeholders agree that the Commission should bill the LGA the total yearly cost
associated with the scheme, noting that any such scheme would require unanimous agreement
between the LGA and member councils covering at least the first four-year cycle? If not, why not?

Section 7.3.2: When should councils be billed and with what frequency?

Question 7.4: Do stakeholders agree with the Commission’s approach to the timing and frequency of
billing? If not, why not? How should the approach be amended and why?

Section 7.3.3: How should costs be allocated between councils?

Question 7.5: If the Commission were to bill each of the 68 councils separately, do stakeholders
agree with its proposed approach to allocating the total yearly cost between councils?

If not, why not? How should the approach be amended and why?

CONCLUSION

In summary, the predominant position of Council is that the scope of the Local Government Rates
Oversight Scheme Draft Framework and Approach goes will beyond the intent of the legislation as
outlined in Section 122 of the Local Government Act 1999. This expanded analysis will not only
increase the required resourcing of Council’s in the provision of information to the Commission but
also add to the costs of the analysis which will be recouped form Council for what is perceived to be
little benefit. In conjunction with the other components of the Local Government Reform process
the impost on Council will be considerable and impact the capacity to deliver services to its
residents and ratepayers in a detrimental way.

Council thanks the Commission for the opportunity to provide this submission and looks forward to
working with the Commission to achieve a more efficient and effective process which is beneficial to
all in achieving the outcomes sought.
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