Local Government Rates Capping Framework

Terms of Reference

I, Robin Scott MP, Minister for Finance, under section 41 of the Essential Services
Commission Act 2001 (the 'ESC Act'), refer to the Essential Services Commission
(ESC) the development of a rates capping framework for local government.

As provided for by section 185b of the Local Government Act 1989, the Minister for
Local Government can cap council general income. The Government has announced
a commitment to cap annual council rate increases' and has also provided additional
guidance on factors to be considered during the implementation of the cap?.

The State Government’s objective is to contain the cost of living in Victoria while
supporting council autonomy and ensuring greater accountability and transparency in
local government budgeting and service delivery. The Government intends to promote
rates and charges that are efficient, stable and reflective of services that the
community needs and demands, and set at a level that ensures the sustainability of
the councils’ financial capacity and council infrastructure, thereby promoting the best
outcomes for all Victorians.

The ESC is asked to inquire into and advise the Ministers for Finance and Local
Government on options and a recommended approach for a rates capping framework
for implementation from the 2016-17 financial year. Advice should include and/or take
into account the following matters:

1) Available evidence on the magnitude and impact of successive above-CPI rate
increases by Victorian councils on ratepayers.

2) Implementation of the Government’s commitment to cap annual council rate
increases at the Consumer Price Index (CPI) with councils to justify any
proposed increases beyond the cap, including advice on the base to which the
cap should apply (e.g. whether to rates or to general income).

3) Any refinements to the nature and application of the cap that could better meet
the Government's objectives.

4) Options for the rate capping framework should be simple to understand and
administer, and be tailored to the needs of the highly diverse local government
sector. The framework should take into account factors that may impact on
local governments’ short and longer term financial outlook, such as:

a) actual and projected population growth and any particular service and
infrastructure needs;

b) any relevant Commonwealth Government cuts to Local Government grants;

c) any additional taxes, levies or increased statutory responsibilities of local
governments as required by the State or Commonwealth Governments;

! Media release by Daniel Andrews, Andrew Announces Fair Go for Ratepayers, 5 May 2014.
2 ALP’s response to MAV’s Local Government Call to Political Parties, p.1, November 2014.
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d) any extraordinary circumstances (such as natural disasters); and

e) other sources of income available to councils (for example, ability to raise
user fees and charges from non-residents).

5) Consider how local governments should continue to manage their overall
finances on a sustainable basis, including any additional ongoing monitoring of
council service and financial performance to ensure that any deterioration in the
level, quality or sustainability of services and infrastructure and councils’
financial position is identified and addressed promptly.

6) The processes and guidance to best give effect to the recommended approach
for the rates capping framework and a practical timetable for implementation,
including:

a) the role of councils, the ESC and the Victorian Government and the
expected time taken by local governments and by the Victorian
Government or its agencies, for each step in the rate capping process;

b) any technical requirements including the information requirements on
councils that request exemptions from the cap;

c) any guidance required to give effect to the rate capping options (including in
relation to consultation with ratepayers) and to improve accountability and
transparency; and

d) any benchmarking or assessment of the effectiveness of the regime,
including options to continuously refine the regime and improve council
incentives for efficiency.

7) Options for ongoing funding to administer the rate capping framework, including
the potential for cost recovery.

In conducting the inquiry and providing its advice, the ESC will have regard to:

¢ the role of local government in the provision of infrastructure and services to
the community and the general efficacy with which they currently perform this
task;

¢ the differences between rural, regional and metropolitan local councils in terms
of costs, revenue sources and assets maintained;

¢ the Revenue and Rating Strategy guide and Local Government Performance
Reporting Framework to be administered by the Department of Environment,
Land, Water and Planning;

e matters regarding rating practices and asset renewal gap raised by the
Victorian Auditor-General's Office (VAGO);

e Department of Treasury and Finance’s Victorian Guide to Regulation and
Victorian Cost Recovery Guidelines; and



e any relevant insights from the experience of rate pegging in New South Wales,
including any reviews or evaluations that can suggest ways to minimise any
unintended consequences.

In conducting this independent inquiry, the ESC will be informed by wide consultation.
This will include, but is not limited to: councillors and officials from local government;
representative bodies such as Municipal Association of Victoria, Victorian Local
Government Association and LGPro; unions; VAGO; and relevant government
agencies and departments. In addition, the ESC will consult regularly throughout the
course of the inquiry with a sector consultative panel established by the Minister for
Local Government. The ESC’s consultation will be guided by its Charter of
Consultation and Regulatory Practice.

The ESC will publish a draft report on the rates capping framework no later than six
months after receipt of these terms of reference. The draft report must be made
publicly available and invite comments from local governments and other interested
parties. A final framework report along with draft guidance material will be provided to
the Minister for Finance and Minister for Local Government no later than 31 October
2015.

ROBIN SCOTT
Minister for Finance
Dated: 19 January 2015



