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Foreword

It is with great concern that | present to you Local Government NSW's latest commissioned research on one

of the most significant problems facing NSW councils today.

Cost Shifting 2023: How State Costs Eat Council Rates, by
independent consultants Morrison Low, reveals the heavy
financial burden carried by NSW councils and communities
forced to assume ever-greater responsibility for state
government services and infrastructure.

That burden is now valued at more than $1.36 billion per
year, up 78 per cent from $820 million per year in just over
five years.

It's fair to say that all levels of government - like families -
are doing it tough.

But the difference is that with cost shifting, the financial
pressure flows downhill - from the federal level to state
governments, onwards to councils.

And of course ultimately to ratepayers, because councils
must divert rate revenue away from existing services and
infrastructure in order to fund the unrecoverable cost of
the services, programs and functions imposed by the State
Government.

This new report calculates that the total amount of cost-
shifting to councils now represents an average of around
S460 per ratepayer, per year.
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Councils are the closest level of government to the
community and we see firsthand the very real impact of
this endless financial squeeze.

We carry the can, as other levels of government wipe costs
from their budgets by eating into ours. And we face the
community to answer for rate increases, reduced services
or degraded local infrastructure.

It is, quite simply, unsustainable and cannot continue.

After decades of advocacy by the local government sector,
| welcomed the Minns' Government acknowledgement

that the current funding system is broken. And | am

mare encouraged than | can say by their commitment to
undertake a review of the financial modelling of councils.

LGNSW looks forward to contributing to this review, and
to ensure that one of its key focuses will be to address
this damaging practice, and drive a more financially
sustainable future for the peaple of NSW.

Cr Darriea Turley AM
LGNSW President

Read the full report on our website at Ignsw.org.au/costshifting



As councils work to rebuild their communities in the
wake of the COVID pandemic and repeated natural
disasters, they also find themselves grappling with the
same economic challenges and headwinds impacting
the State and Federal Governments. The difficult

Cost shifting onto local government remains one of

the most significagnt challenges facing NSW councils
today. The unrelenting growth of cost shifting to
councils is increasingly eroding any passibility of
financially sustainable local government and risking the

economic climate, rising costs and severe skills and
labour shortages are impacting council budgets and
affecting service and infrastructure delivery in local
communities. The continual shifting of the obligations
and costs for State (or Federal) functions and services
onto local government, coupled with a defective rate
peg system, is only making the situation worse.

capacity of councils to both deliver tailored, grassroots
services to their communities and properly maintain
vital local infrastructure.

Alarmingly, the latest research commissioned by
LGNSW shows that the increase in cost shifting has
been accelerated by various NSW Government policies.

Analysis by independent consultants Morrison Low
calculated the total cost shifted onta councils in the 2021/22
financial year at $1.36 billion.

$1.36 Billion

Cost shift to councils per annum

This is a dramatic increase of 78 per cent since the 2015/16
financial year, when the total cost shift was estimated at
$620 million.

In 2021/22, each NSW ratepayer had the equivalent of
$460.67 of their paid rates eaten by state government costs.

$460.67

The proportion of council rates subsumed by cost-shifted Per ratepayer per year
obligations ranged from $420.90 for ratepayers on the

metropolitan fringes to $590.80 for rural ratepayers.

The largest direct cost shift to councils is from emergency service contributions and other emergency service obligations,
totalling $165.4 million. However, the cost of rate exemptions is higher still, representing a total of $273.1 million of potential
rates that are exempted and redistributed to other ratepayers to pay. An additional $288.2 million in waste levies are passed
onto the ratepayers through the waste collection fees in their rates bill.

A further $156.7 million in costs for libraries is also being covered by councils to make up the difference hetween the
committed funding for councils’ libraries and the subsidies received.

Top Five Cost Shifts onto NSW Councils

DAs &
Regulatory

Emergency

Waste Levy I
Services Libraries

- Rate
$288.2 Million Contributions

$165.4 million Funding

Functions

exemptions
$208 million

$273.1 million $156.7 Million
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Cost shift per ratepayer per year by council classification

Metropolitan
Metropolitan Fringe
Regional Town/City
Large Rural

$456.60 $420.90 $434.60 $490.10 $590.80

Total cost shift per year by council classification

03 04
m Metropolitan Fringe ~ $213.0M

L23  Regional Town/City ~ S4i65H
02 m Large Rural $85.8M
) rural $10.3
ﬁ Metropolitan $638.3M

Total Cost Shift $1.36 Billion

Local Government NSW View Full Report
GPO Box 7003 Sydney NSW 2001
L8/ 28 Margaret St. Sydney NSW 2000

@ 029242 4000
© lgnsw.org.au
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& Read the full report on our website at Ignsw.org.au/costshifting
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© Morrison Low

Except for all client data and factual information contained herein, this document is the copyright of Morrison Low. All or any part of
it may only be used, copied or reproduced for the purpose for which it was originally intended, except where the prior permission to
do otherwise has been sought from and granted by Morrison Low. Prospective users are invited to make enquiries of Morrison Low
concerning using all or part of this copyright document for purposes other than that for which it was intended.
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1 Executive Summary

Cost shifting remains one of the most significant challenges facing the NSW local government sector. As the
peak organisation representing the interests of all 128 general purpose councils in NSW, as well as special
purpose councils and related entities, Local Government NSW (LGNSW) regularly monitors the extent of cost
shifting onto local government via its Cost Shifting Survey.

The 2021-22 Cost Shifting Survey has revealed that cost shifting totalled $1.36 billion in 2021-22 (see figure
on the next page), far exceeding historical records and representing an increase of $540 million since the
Cost Shifting Survey was last carried out in 2017-18. Alarmingly, the increase in cost shifting has been
accelerated by various State Government policies, with the most significant examples of cost shifting in
2021-22 being:

+ The waste levy, which remains the largest single contributor to cost shifting in NSW, totalling
$288.2 million, because the NSW Government did not fully reinvest the waste levy, paid by local
councils, back into waste and circular economy infrastructure and programs.

+« The Emergency Services Levy and associated emergency service contributions, which totalled
$165.4 million and represented the largest direct cost shift to local councils. In 2021-22, councils
contributed $142 million through the Emergency Services Levy, $12.7 million through Rural Fire
Service (RFS) obligations, and $10.7 million in depreciation expenses on RFS assets.

e« The NSW Government’s failure to fully reimburse local councils for mandatory pensioner rate
rebates, resulting in councils losing $55.2 million.

* The NSW Government’s failure to cover the originally committed 50 per cent of the cost of libraries
operations, resulting in an additional $156.7 million in costs to councils.

Local councils and their communities are facing unprecedented challenges. As they lead the recovery
efforts from both the COVID pandemic and repeated natural disasters across much of NSW, local councils
are also grappling with the same challenges affecting the State and Federal Governments, such as rising
costs, increased economic uncertainty, and severe skills and labour shortages — all of which are impacting
council budgets and affecting service and infrastructure delivery in local communities. The continual
shifting of the obligations and costs for State and Federal functions and services onto local government
coupled with a defective rate peg system, is only making the situation worse. In 2021-22, each ratepayer
of NSW has approximately $460.67 from councils’ rates eaten by state government costs.

© Morrison Low 1
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Figure 1 2021-22 cost shifting components

Emergency service

contributions and $1_36 billion

Emergency services levy ohligat'ion $165.4M

| VCAs & Community housing
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2 Background

2.1 Whatis cost shifting?

Cost shifting describes a situation where the responsibility for, or merely the costs of, providing a certain
service, concession, asset, or regulatory function is imposed onto local government from a higher level of
government (Commonwealth or State Government) without the provision of corresponding funding or the
conferral of corresponding and adequate revenue raising capacity other than out of general rates.

As the council cannot raise or receive sufficient revenue to fund the imposed service concession asset or
function, cost shifting forces councils to divert funding collected from ratepayers away from planned projects
or services that the council has committed to the community to deliver in its Delivery Program.

In NSW, cost shifting has taken a number of forms including:

+ The Emergency Service contributions: Councils are required to fund 11.7 per cent of the cost of Fire
& Rescue NSW, Rural Fire Service (RFS) NSW and the NSW State Emergency Service (SES) through an
Emergency Service Levy (ESL). 73.7 per cent of emergency services costs is funded through insurance
premiums and the remaining 14.6 per cent from the NSW Government’s treasuries. Councils provide
additional financial contributions to emergency services agencies in addition to the ESL.

s The waste levy: The waste levy is not as much a cost shift to councils as an invisible tax levied on
ratepayers through councils. The waste levy is a levy paid by all waste facilities to the NSW
Government, the cost of this levy is recovered through the waste collection fees levied by councils, in
effect shifting the burden of this tax on to ratepayers.

+ Forced rates exemptions: Councils are required to exempt government and other organisations from
paying rates in the local government area. These organisations utilise local government services and
infrastructure. As they are exempt from paying rates, the burden of the costs they incur is shifted to
the ratepayers to fund. Examples of exempt organisations include government departments, private
schools, and non-government social housing providers.

+ Imposing additional regulatory functions: State and Federal levels of government implement or
increase regulatory requirements through legislation that is then administered by local government.
The costs of this new or increased regulatory function is often not funded by the determining level of
government and councils must fund this through their own revenue sources including rates.

s  Cutting or failing to adequately continue to fund programs for services that need to continue:
Many funding programs announced by State or Federal government are required to be delivered by
local government but are either not fully funded from their initiation or, if an ongoing initiative,
funding is reduced over time leaving councils with the decision to either continue the program and
make up the burden of the cost or cease the program entirely. An example of this in Libraries, where
the original commitment from State Government was to fund 50 per cent of libraries cost, it now
covers approximately 8 per cent of the total costs, leaving councils to fund an additional $156.7
million to make up the difference.

© Morrison Low 3
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+ Pensioner rebates: Councils are required to provide pensioner rebates on rates and other charges,
for which the State government only subsidises 55 per cent of the cost, the remaining 45 per cent is
funded by other ratepayers.

+ Councils absorbing the costs of service and market gaps that should have been provided by State
or Federal governments: This is particularly an issue in rural and regional NSW, where councils often
must step in to provide or support a service that is traditionally delivered either directly or through
subsidised private providers. This can be for a diverse range of services from aged, disability or
childcare through to medical services, education, or public transport services.

2.2 Cost shifting and the rate peg

Cost shifting has been a term used for many years to describe the cost impact on local government of
decisions made at the State and Federal level. It is particularly relevant in NSW where a rate pegging system
is applied to restrict how local government can raise rates revenue.

The issue of State and Federal decisions having a direct financial impact on local government exists in all
States and territories of Australia to some extent. In many cases, local government can be the best and most
efficient partner for State and Federal government to deliver its programs or services.

Challenges arise with respect to how the State and Federal initiatives are, or continue to be, funded. In States
where there is not a rate pegging system in place, local councils are able to better manage the financial
impacts by adjusting rates or levying specific fees and charges to reflect the change in costs of providing the
imposed service, concession, asset, or regulatory function.

The rate peg in NSW sets out the maximum amount that local councils can increase their rates by and is set
by the Independent Pricing and Regulatory Tribunal (IPART) each year. In determining the rate peg, IPART
does not adequately consider the cost shifting impacts on councils. As a result, increases in the costs shifted
to councils identified here are not covered by a commensurate increase in rates revenue. This means that
councils have to divert funding from other commitments agreed with their communities in their Community
Strategic Plan and Delivery Program to fund the cost shift incurred. This has a direct impact on councils’
ability to deliver services to the community and their overall financial sustainability.

2.3 This report
This report provides analysis and insights from the 2021-22 Cost Shifting Survey conducted in May 2023.

Section 3 of this report provides more detail on the findings from the survey, breaking down the findings
into their key cost shifting areas, as identified in section 2.1 above, and Section 4 outlines the approach and
methodology used in the survey and analysis..

© Morrison Low 4
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3 Findings

Our survey found that cost shifting cost NSW councils $1.36 billion in 2021-22, which represents $460.67 for
each ratepayer. In effect, this is the average amount of rates that councils must divert from the services and

infrastructure that council has committed to provide the community in order to fund the unrecoverable cost
services, programs and functions that are imposed from the State or Federal governments.

hecost M e
the cost to r[[JL

NSW é S1.36

Counci!s ?f A S46067
cost shifting billion o per ratepayer

Many services, programs, and functions that the State and Federal governments require local councils to
deliver, in turn provide benefits to the local communities they serve. This repaort does not provide an
assessment on the merit of these costs, only to bring them to light. Due to the nature of how the services,
programs and functions are provided and funded, cost-shifting can be hidden from view. This analysis helps
to quantify and highlight these costs for all tiers of government and the community.

© Morrison Low 5
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Figure 2 2021-22 cost shifting components

Emergency service

contributions and $1-36 bi"ion

Emergency services levy ohligat'ion $165.4M

| VCAs & Community housing

The largest direct cost shift to councils is from emergency service contributions and other emergency service
obligations, totalling $165.4 million.

However, the cost of rate exemptions are higher still, representing a total of $273.1 million of potential rates
that are exempted and redistributed to other ratepayers to pay. An additional $288.2 million in waste levies
are passed onto the ratepayers through the waste collection fees in their rates bill. A further $156.7 million

© Morrison Low 6
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in costs for libraries has been covered by councils to make up the difference between the committed funding
for councils’ libraries and the subsidies received.

While in nominal terms the largest total cost shifts have been seen metropolitan councils, was on a per
ratepayer basis rural and large rural councils have seen a greater impact, as the graphs below indicate.

Figure 3 Total cost shift by council classification

Regional Town/City, $416.5M Metropolitan, $638.3M

Metropolitan Fringe, $213.0M

Figure 4 Cost shift per ratepayer by council classification

Metropolitan Metropolitan Fringe  Regional Town/City Large Rural Rural
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We will explore each component of rate shifting in the following sections.

3.1 Emergency service contributions and obligations

S$142.0 million

through the
Emergency Services Levy

In 2021-22, NSW
councils contributed

$165.4 million

to emergency services:

S12.7 million

through their RFS obligations

© Morrison Low
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$10.7 million

in depreciation expense
on RFS assets
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Figure 5 Emergency services contributions and obligations by council classification

Metropolitan,
$71.8M

Regional Town/City,
$48.1M

Metropolitan Fringe, $26.8M

Figure 6 Respondent councils with the highest emergency services contributions and obligations burden

S$4.8M

MNorthern Beaches Central Coast Council City of Sydney Sutherland Shire City of Canterbury
Council Council Bankstown

© Morrison Low 9
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Figure 7 Respondent councils with the highest emergency services contributions and obligations burden as
a proportion of total operating expenditure

Oberon Council Narromine Shire Lithgow City Council Upper Lachlan Shire  Homsby Shire Coundil
Council Council

NSW councils are required to fund 11.7 per cent of the NSW SES, NSW Fire and Rescue and NSW RFS budgets
through a direct contribution levied each year by the State Revenue Office. This is funded directly from
general revenue, primarily rates, as councils have no ability to raise revenue to fund this in any other way.

Councils also have no influence on the costs or budget setting of these organisations. This contribution of
ratepayers’ funds is in addition to the Emergency Services Insurance Contribution that is extracted through
insurance companies, who cover 73.7 per cent of the agencies’ budgets and results in higher insurance
premiums for policy holders

The emergency service levy is estimated to have cost NSW councils overall $142.0 million in 2021-22. That is
a total of $46.23 per ratepayer, which goes directly to the NSW Government as part of the emergency
services contribution.

© Morrison Low 10
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Figure 8 Respondent metropolitan and fringe councils with the largest ESL bill for 2021-22

54.8M

Northern Beaches  Central Coast Council City of Sydney City of Canterbury Sutherland Shire
Council Bankstown Council

Figure 9 Respondent regional and rural councils with the largest ESL bill for 2021-22

54.1M

Lake Macquarie City Newcastle City Council  Coffs Harbour City Tamworth Regional Wagga Wagga City
Council Council Council Council

© Morrison Low 11
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Upper Lachlan Shire Greater Hume Shire  Homsby Shire Council  City of CanadaBay  Woollahra Municipal
Council Council Council Council

In 2019, the NSW Government subsidised councils for the increase in Emergency Service Contribution costs,
because of a large increase in the ESL resulting from large increase in workers compensation costs followed
by the Black Summer Bushfires and the unfolding COVID pandemic. From the 2023-24 financial year, the
NSW Government increased the budgets and therefore costs for the three relevant agencies and removed
the subsidy at the same time. Councils were not advised of this change until after they had developed and
put their 2023-24 budget on public exhibition as they are required to do. The increase represented a $41.2
million cost increase from the prior 2022-23 financial year.

With the rate peg set at 3.7 per cent for the 2023-24 rating year, the increase in emergency services
contributions has put substantial pressure on the financial sustainability of local government.

Figure 11 Top 10 councils with the highest ESL bill in 2023-24

Northern  Central Coast Canterbury  Sutherland Inner West Lake City of City of Sydney Homsby Shire Blue
Beaches Council Bankstown Shire Council Council Macquarie City Newcastle Council Council Mountains City
Council Council Council

© Morrison Low 12
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Figure 12 Top 10 councils with the highest 2023-24 ESL increase as a percentage of the rate revenue increase

124%
119%
2] 94%
e 87%

Balranald Tenterfield Yass Valley Bourke Shire  Hay Shire SnowyValleys  Hilltops Cityof Ryde Orange City Upper Lachlan
Shire Shire Council ~ Council Council Council Council Council Council  Shire Council

The increases in emergency services contributions from councils have hit both the largest and smallest of
councils.

“Two of the four biggest expense payments that Central Coast Council must make
each year are for State government levies: the emergency services levy and the
waste levy. They are in the millions each and are funded straight out of our rates and
waste revenue.”

David Farmer, CEO, Central Coast Council

“Central Darling Shire is the largest shire in NSW covering an area of 53,000 square kilometres in Far
Western NSW, but it has the smallest (and declining) population of less than 2000. CDS is not a typical
shire as it consists of a series of isolated communities (Menindee, Ivanhoe, Wilcannia and White Cliffs) and
large pastoral holdings. It borders the large unincorporated area of the Far West.

For Council, the Emergency Services Levy has increased by $70,000 for 2023/24, bringing the total Council
contribution to $318,989. The increase is some $70,000 which is more than double the increase in rates
due to rate pegging.

For the 2023/2024 financial year the Council income from rates is budgeted to be $913,000. This includes
the rate peg increase of 3.7 per cent, which looks like being eaten up by the hike in the ESL.

For a Council like Central Darling this level of increase is simply unsustainable and will result in the further
reduction of services to our residents.

There is a clear case for the NSW Government to fully fund this increase as part of its community service
obligation as small rural councils with a limited rate base cannot afford to continue to pay.”

Bob Stewart, Administrator, Central Darling Council’

! Figure 11 does not include Central Darling’s actual result as it was not provided to LGNSW.

© Morrison Low 13
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In addition to the emergency service levy, local councils are required to support the RFS and SES in other
ways. This commitment seems to be different for different Councils. For example, for some councils, when
the RFS annual budget is allocated back to the districts, some of these funds are vested in councils through
the Rural Fire Fighting Fund (RFFF). These funds are then administered by councils to deliver repairs and
maintenance of buildings and a small amount of plant and equipment. In some cases, Councils also fund
other functions such as training and provision of office supplies. If the RFFF is insufficient to provide these in
any one year, some councils will then provide further financial support directly to the districts to meet the
difference. In 2021-22, the cost of this additional support has been estimated at $12.7 million.

Figure 13 Additional RFS contributions by council classification

Metropolitan, $3.0M

Regional Town/City,

Metropolitan Fringe, $3.2M
$4.6M p ge,$

The RFS funding arrangements are the most complex of the all the emergency services and creates
challenges for both councils and the RFS. While councils are aware that their obligations to provide financial
support to the RFS are generally over and above the RFFF, the costs at a district level are extremely volatile
from one year to the next and dependent on whether there is a bushfire in the district (in which instance the
district will fund some aspects of other districts’ costs if they come to support the local bushfire response) or
if the district comes to the aid of another district (in which instance they will receive additional funding which
reduces the pressure on its own budget and therefore the financial support required from the local council).

What results is that councils have to bear the budget risk of the volatility of RFS costs and funding, while RFS
districts don’t have accountability for their own budgets and costs, and are not able to help to provide
certainty because they don’t know where the next emergency will be. Much of these volatility issues are
resolved at a State level, when looking at the RFS services overall.

© Morrison Low 14
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In addition to the direct repair and maintenance costs, councils are also required to recognise RFS red fleet
assets and account for their depreciation expense in council financial reports. In 2021-22, this depreciation
cost is estimated at $10.7 million.

Figure 14 RFS Depreciation Expense by council classification

Large Rural, $2.0M Metropolitan, $1.9M

Regional Metropolitan Fringe,
Town/City, $3.8M $2.9M

This has been a somewhat contentious issue in recent years and ultimately comes down to identifying where
control of these assets lie. In summary, the NSW Government has concluded under the Rural Fire Services Act
1997, which states that these assets are vested to councils and therefore “on balance, councils control this
equipment” under the Australian Accounting Standards?. The NSW Audit Office has accepted this position in
undertaking their audit function of local government.

Many councils, with the support of LGNSW, have refused to accept this position, which has resulted in 43
NSW councils receiving a qualified audit opinion of their 2021-22 financial reports. Their position is that
control of these assets sits with the RFS, and therefore the NSW Government, based on the Australian
Accounting Standards Board Conceptual Framework, which does not necessarily define control as a legal
ownership right, but rather:

... the present ability to direct the use of the economic resource and obtain the economic benefits
that may flow from it. Control includes the present ability to prevent other parties from directing the
use of the economic resource and from obtaining the economic benefits that may flow from it. It
follows that, if one party controls an economic resource, no other party controls that resource.”

2 Audit Office of New South Wales (2023) Regulation and monitoring of local government, NSW Government, 23 May 2023.
3 Australian Accounting Standards Board (2022) Conceptual Framewaork for Financial Reporting, AASB, 7 April 2022.

© Morrison Low 15
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This issue is ongoing, and while depreciation itself is not a cash expense, the accounting for depreciation in
local government has two key financial implications. Firstly, the increase in depreciation expense will reduce
a council’s overall surplus or increase its deficit, which has implication for a council’s measures of financial
sustainability. Secondly, for most local government assets, depreciation is used as the estimate of required
renewal expenditure for councils to maintain assets at their current condition. In other words, councils must
fund depreciation with a similar level of capital cashflow to ensure assets are kept at required standards, this
is not the case for firefighting equipment, which is funded through the State Government’s budget allocation
to the RFS. This remains an ongoing issue at the time of writing this report.

3.2 Waste levy

The waste levy is a tax on landfill facilities and only applies to 42 metropolitan and 19 regional levy areas
shown in Figure 18. Although, not technically a “cost shift” — as the cost of the levy is recovered through
waste charges — it represents a somewhat “invisible tax”.

The purpose of the waste levy is to provide economic incentive to alternative waste management processes,
such as recycling and resource recovery. The funds raised by the waste levy go directly to NSW Government
general revenue. Some funds do come back to communities and councils through grants for a variety of
projects, but this only represents 10 to 15 per cent of the funds raised through the tax.

The metropolitan levy at $147.10 per tonne in 2021-22 is nearly twice the amount per tonne of the regional
levy at $84.70 per tonne in 2021-22. Some councils, such as Central Coast and Newcastle, operate their own
landfill facilities and pay the levy directly to the NSW Government. Not all councils operate landfills directly,
many councils have their waste managed through contracts with private providers. While these providers will
incur the levy directly, councils in the levy areas will collect waste charges that include the waste levy as a
component of the waste fees. Depending on how their waste management contracts are structured, some
councils have been able to provide an estimate of this levy collected in the waste fees while others have not.

Of the 51 councils surveyed who are in the levy area, 36 provided an estimate of the amount paid, which
totalled $287.8 million in 2021-22. Based on this data, we have estimated the total amount of the waste levy
paid through waste collection fees in 2021-22 at $292.9 million.
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Figure 15 Waste levy by council classification

Regional

Town/City, $97.5M Metropolitan,

$138.1M
Metropolitan Fringe, $54.5M
Figure 16 Respondent councils with the highest waste levy
$19.3M
Newcastle City Council Central Coast Council City of Canterbury  Georges River Council Sutherland Shire
Bankstown Council
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Figure 17 Waste levy area map*
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4 https://www.epa.nsw.gov.au/-/media/epa/corporate-site/resources/wasteregulation/levy-area-
map.pdf?la=en&hash=C00135E31055627BB8A41EAEB222864C2655B186.

© Morrison Low 18

Document Set ID: 288290
Version: 7, Version Date: 13/02/2024



il

MorrisonLow

3.3 Rate exemptions

Many government and private property owners in a local government area are exempt from paying rates to
councils. Due to the way rates are calculated, this doesn’t usually affect the total amount of revenue that
councils are able to raise through rates. It does mean that the distribution of the rates burden falls more
heavily on the existing ratepayer base.

For government-owned properties, rate exemptions are a part of a complex set of arrangements for
exemptions of some taxes between the different tiers of government. State Owned Corporations (SOCs and
GTEs) pay tax on lands owned and used for commercial purposes. This is provided for under competitive
neutrality policy/National Competition Policy (a notable exception to this arrangement is the Forestry
Corporation). Councils are exempt from most State and Federal taxes (for example land tax, payroll tax,
stamp duty, and income tax). Councils are also involved in delivering a wide range of services or regulatory
functions under various State and Commonwealth Acts and they receive a large number of different grants
from State and Federal governments, including the untied Financial Assistance Grants that the States
administer and distribute to councils.

Additionally, there are many non-government organisations that are also exempt from paying rates,
including private schools, hospitals and retirement villages, as well as not-for-profit organisations such as
religious organisations. While these organisations are exempt from paying rates; all expect and receive
services and infrastructure from councils, the cost of which is funded by ratepayers.

Community housing was an area that we asked councils about specifically as the NSW government has been
in the process of transitioning the ownership and management of public and social housing to non-
government Community Housing Providers. Under past practice, social and public housing provided by State
Government agencies paid rate equivalents on all their properties. CHPs are exempt from rates and more
and more social and public housing is moving into this category. As a result, the rates exempt status seems to
be moving with the community housing property.

The total amount of rate exemptions represented $273.1 million, shifting approximately $89.04 to each NSW
ratepayer.
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Figure 18 Rate exemptions by category

VCAs, $1.9M

Non-government,
$114.9M

Government,
$151.0M

Figure 19 Rate exemptions by council classification

Regional Town/City,
§72.9M

Metropolitan

Fringe, $41.8M Metropolitan, $142.1M
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Figure 20 Average rate exemption for respondent councils as a proportion of rates revenue by council
classification

Metropolitan Metropolitan Fringe Regional Town/City Large Rural Rural

Figure 21 Respondent councils with the highest rate exemptions as a proportion of rates revenue

Broken Hill City Council City of Sydney Randwick City Council North Sydney Council Carrathool Shire
Council
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Table 1 Cost for rate exemptions

Rate exemption

Number of councils who
responded to this
question in the survey
with a figure

Total amount of
cost shift provided

o\

MorrisonLow

Estimated total cost shift
for all NSW Councils
(based on population)

Government-owned

62 (from which two

put a figure of 0)

. 151
property councils put a figure of 0) 395.5M 3151M
Non-government-owned 61 (from which one council
) S$72M $115M

property put a figure of 0)
Voluntary conservation a7 (frc_om Whlch'ten $1.2M 41.9M
agreements councils put a figure of 0)

53 (f hich 11 il
Community housing (from whic counciis $3.3M $5.2M

3.4 Regulatory functions

In addition to the obligations under the Rural Fire Services Act 1997, Fire and Rescue NSW Act 1989 and the
State Emergency Service Act 1989, councils incur additional costs of increased regulatory responsibilities.
These are additional functions or requirements that are not fully funded by increases in fees and charges.

In 2021-22, the unfunded costs for regulatory functions represented $208.0 million.

Figure 22 Unfunded regulatory costs by category

Onsite sewer

facilities, $5.2M

Development
applications, $127.0M
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Figure 23 Unfunded regulatory costs by council classification

Metropolitan,
Regional $91.1M

Town/City, $62.2M

Metropolitan
Fringe, 534.5M

Figure 24 Respondent councils with the largest regulatory cost as a proportion of total operating
expenditure

Lachlan Shire Council Hornsby Shire Council Oberon Council Lake Macquarie City  The Hills Shire Council
Council

The function and total estimated costs from councils are outlined in the table below.
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Table 2 Cost for increased regulatory functions that cannot be recovered through fees and charges

Number of councils who

responded to this Total amount of
question in the survey cost shift provided
with a figure

Estimated total cost shift
for all NSW Councils
(based on population)

Regulatory function

35(f hich 15 il
Onsite sewer facilities ( ro‘m whie councis $3.4M §5.2M
put a figure of 0)
. . 69 (from which four
Companion animals ] . $19.6M $29.6M
councils put a figure of 0)
Contaminated land 45 (frgm which_nine $7.2M $14.3M
management councils put a figure of 0)
48 (from which four
Proteciflon of environment | councils put a ﬁg_ure of 0 $9.9M $15.3M
operations and one a negative
amount)
64 (f hich eight
Noxious weeds ( r?m whie ,EIg $11.1M $16.6M
councils put a figure of 0)
64 (from which five
o councils put a figure of 0
Development applications - $86.7M $127.0M
and one a negative
amount)

3.5 Funding programs

Councils are occasionally required to fund the continuation of several funding programs that were instigated
by the NSW Government, but for which funding commitments have, over time, either been reduced or
removed entirely. The three main funding programs councils currently continue to fund are:

+ Library subsidies: the original library funding subsidy was 50 per cent of the library services costs,
however this has reduced over time. In 2021-22, councils paid an estimated $156.7 million on library
services that would have been covered by the originally committed 50 per cent State government
subsidy.

« Flood mitigation: the program was originally established with the State and Federal governments
providing 80 per cent of the costs and councils funding 20 per cent, the shortfall of this funding is
estimated to be costing councils $18.2 million in 2021-22.

+ Road safety program: funding for programs and ongoing staff for education, however councils were
not able to reduce the costs with the removal of the funding program. In 2021-22, councils have an
estimated cost burden of $6.4 million as result.

The total cost to council to continue to meet the funding shortfall of these programs was $181.3 million, the
vast majority which was the shortfall in the library subsidy of $156.7 million.
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Figure 25 Funding program costs shifted by category

Flood mitigation, Road safety, $6.5M

$18.2M  —

T~— Libraries, $156.7M

Figure 26 Funding program costs shifted by council classification

Regional Town/City, l2rge Rural, $12.2M _Rura
$56.5M

Metropolitan,
_589.7M

Metropolitan Fringe,—
$21.8M
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Figure 27 Respondent councils with the largest funding program costs shifted as a proportion of total
operating expenditure

Berrigan Shire Council Clarence Valley Council  Inner West Council Lane Cove Council Woollahra Municipal
Council

3.6 Pensioner rebates

Councils are required to provide rates rebates to pensioners, which are partially subsidised by the NSW
Government. This mandatory pensioner rebate is an estimated net cost to councils of $55.2 million. This does
not include the cost of administering the mandatory pensioner rebates, as each pensioner claim needs to be
registered and their details checked by the council.

The level of mandatory rebate has not risen substantially over many years, and therefore has not kept pace
with inflation. As a result, many councils have elected to apply further voluntary rebates to ease the financial
burden on pensioners. NSW councils incur an additional $17.2 million in voluntary pensioner rebates, The
total cost of pensioner rebates is estimated to be $72.4 million.
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3.7 Service gaps

This section captures costs incurred by councils in providing services as a result of insufficient service
provision by another level of government or a market failure of a subsidised or privatised public service. In
2021-22, it is estimated that councils spent $66.6 million on filling these gaps.

Figure 29 Service gap costs by council classification

Metropolitan,
$30.7M

Metropolitan Fringe,
$5.2M

Regional
Town/City, $21.3M

Figure 30 Respondent councils with the highest service gap cost as a proportion of total operating
expenditure

Narromine Shire Lachlan Shire Coundil  Bogan Shire Council Clarence Valley Council North Sydney Council
Council
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The estimated costs are set out in Table 3, below.
Table 3 Cost for services provided by Council as a result of a State or Federal service gap or market failure

e R R hs Estimated total cost shift

GEGRGRA Total t of
Regulatory function respa.n e_ 0 this ota _amoun_ © for all NSW Councils
question in the survey cost shift provided .
. \ (based on population)
with a figure
Immigration and 60 (from which ten
- & . . ( . ) $1.1M $1.6M
citizenship ceremonies councils put a figure of 0)
i i 1 (f ich 11 i
Crlr’nfe prevention and 51¢ ro.m which 11 councils $10.2M $16.2M
policing put a figure of 0)

33 (f hich 15 il
Medical services ( ro.m whic counciis $2.2M $3.2M
put a figure of 0)

i 36 (from which 19 councils
Aged care services . $3.9M $5.6M
put a figure of 0)

28 (fi hich 17 il
Disability care services ( ro‘m whie counciis $1.4M §2.2M
put a figure of 0)

49 (from which 19 councils
Childcare services put a figure of 0 and two $12.0M $17.8M
councils a negative figure)

37 (f hich 20 il
Transport services ( rc:.m whic counciis $14.1M $20.5M
put a figure of 0)

3.8 Other cost shifts
A number of other areas for cost shifting were identified and gathered in the survey and are outlined here.

Figure 31 Other cost shifts by category

Crown land
reserve, $31.0M

Road reclassifications, $66.2M
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Under the Transport for NSW (formerly RMS) road reclassification program in the 1990s, many roads were
reclassified as local or regional road for councils to own and maintain. Of the 68 councils that responded to
the survey, 32 were able to estimate the cost of this reclassification, 12 were not able to reliably estimate,
and 24 stated that it was not applicable. The total estimate of costs provided by councils was $26.7 million in
2021-22.

Under the Crown Lands Act 1989, councils have full responsibility to maintain crown reserves under council
management and are expected to subsidise shortfalls in maintenance cost from general revenue. This is
considered appropriate as the benefits from crown reserves under council management generally accrue to
the local community. However, as a result, councils should also be entitled to any current or potential
revenue from crown reserves that is required to cover maintenance and improvement cost (e.g., revenue
from refreshment facilities, telecommunication facilities). The NSW Government will on occasion take over
allowable revenue raising activities on council managed crown reserve land (not including national parks) or
will require councils to transfer revenue from council managed crown reserve land to the State Government.

Of the 68 councils surveyed, 22 estimated the lost revenue at $14.8 million in 2021-22. A further 27 councils
were not able to reliably estimate the costs and 19 councils advised that this item didn’t apply to them. This
estimate does not represent the total net cost of managing (maintaining) crown lands. Nor does it include in
transfers associated with the caravan park levy. Only any action by the State Government to limit revenue
raising capacity or require the transfer revenue to the State Government has been considered cost shifting.

3.9 Future survey considerations

We asked councils what other areas that should be considered for future surveys. The key areas that
respondents identified as costs to be captured in future surveys included:
« Monopoly services costs:
- NSW Audit Office being the monopoly on local government external audits.
— NSW Electoral Commission holding a near monopoly on council election administration.
+ Cost of Joint Regional Planning Panels (JRPPs) requirement to access councils DAs as per mandated
policy.
e Costs of mandatory On-Line Planning Portal — Implementation and ongoing operational costs.

e The Sydney Regional Development Fund Levy.

» Costs associated with Forestry NSW and impact of logging on council owned infrastructure. Rates
foregone on State Forest land.

e Capturing the additional cost of Emergency Services administration staff.

e Heritage advisor costs, whilst there is some grant funding towards this it still needs to be
administered by council who hand out the grant funds and do general administration.

« Cost involved in Special Variations applications given that councils have to undertake this process to
recover costs shifted. This is a lengthy and resource intensive process, which is particularly
challenging for smaller councils.

e Net cost of Street Lighting (Less subsidy from Transport for NSW).
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¢ Cost of ongoing maintenance associated with the Community Water Bore program from early 2000s
(the program was in conjunction with NSW Office of Water).

¢ Cost of management of overabundant native species doing damage to infrastructure. This is a NSW
government function which is not being undertaken by the State and therefore some councils are
doing it.

e Crown Land right to native title compensation (falling to Councils instead of the State).
e Any costs imposed by Service NSW (e.g., disability parking).

s  Costs of sharing of facilities especially with Department of Education (schools, parks, playgrounds
etc).

+ Costs of maintaining State facilities that are located on Crown land.
*  Provision of stormwater trunk drainage.

These additional items will need to be validated in terms of the details of what is entailed and whether they
are indeed cost shifts before inclusion in any future survey.

We also recommend that some items in the current survey be considered for exclusion in future survey on
the basis that they are onerous for councils to quantify and do not materially contribute to the total
estimated cost shift for councils, nor are they expected to increase over time. The following items should be
reviewed for exclusion:

* Road safety program (Q7) — (0.5% of total cost shift estimate).

s Onsite sewer facilities (Q10) — (0.4% of total cost shift estimate).

+ Immigration and citizenship services (Q16) — (0.1% of total cost shift estimate).

+ Waste management license fee (Q29) — (0.03% of total cost shift estimate).
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4 About the survey

This section outlines the methodology employed to develop and administer the 2021-22 cost shifting survey.

4.1 Development of the survey

The last cost shifting survey of NSW councils was undertaken with 2015-16 financial data. We have used this
last survey as the starting point for the 2021-22 Cost Shifting Survey questions. We undertook a review of
the previous questionnaire guided by the following guiding principles:

+ Ensure that questions are still relevant.

¢ Where possible maintain questions so that there can be direct year on year comparisons if required.

Ensure that interpretation of questions is understood and consistent across all councils.

+ Identify new areas of cost shifting where required.

An initial review of questions was undertaken by the project team, consisting of Morrison Low and LG NSW
staff. We also established a working group that included representatives of senior leaders and financial staff
of a cross section of rural, regional, and metropolitan councils. The working group undertook a review of the
questions and provided their feedback through a facilitated workshop and feedback gathering tool. We also
asked two leading local government academics to provide their feedback through email and one on one
meetings on the questionnaire and our approach to understanding cost shifting in local government.

4.2 Conducting the survey

The final survey was provided in a Microsoft Excel format to councils on 17 April 2023 along with a request of
councils’ 2021-22 Financial Data Return (FDR), which contained council’s audited financial Statement
information. The FDR was used to gather a small amount of cost shifting information, but predominantly for
data validation purposes.

4.3 Responses to the survey

Councils were asked to return their survey responses and FDRs by 8 May 2023. Some councils requested
extensions to this date, which were granted up to 19 May 2023. A total of 75 out of 128 councils provided
completed surveys (a 58.6% response rate), although not all answers were completed by all responding
councils. Only 72 councils provided their FDRs, as three councils were still finalising their 2021-22 financial
Statements at the time of survey completion date.

4.4 Data validation and analysis

Data validation included review of outliers both in total terms as well as a proportion of the council’s
proportion of total operating expenditure. Where possible, we also compared survey responses with councils
FDR data returns to understand if there may have been discrepancies or misinterpretations of questions. This
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required us to seek further information and validation with some councils on their responses to some
questions.

We also utilised State Government financial reports for the Emergency Services agencies to validate to
estimate of the ESL against the contributions that these agencies reported in their financial Statements.

For most questions, we have used population as the basis for estimating the total cost shift to all NSW
councils for the survey data received. For some we were able to directly estimate through published reports.
For example, we used the State Library’s 2021-22 report on local council libraries with included operating
costs and subsidies received. For other questions, such as the waste levy, where it is not relevant to all
councils and there are different levels of the levy between metropolitan and regional councils, we used
populations within the relevant and group councils as a basis for estimating the total cost of the waste levy.
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