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ek 2015

FOR ACTION
COUNCIL 23/02/2015
TO: General Manager (Glenn Wilcox)
Subject: Fit for the Future
Target Date: 8/03/2015
Notes:
File Reference Al4/6487 INT/2015/01083
Moved Cr Beyersdorf Seconded Cr Richardson
{a) That Council make a submission prior to 30 June 2015 under the Council Improvement Proposal

(b)

(c)

AMENDMENT

(Existing Structure) to stand alone;
That Council again extend an invitation to Councils of Guyra, Uralla and Walcha to meet with

" Armidale Dumaresq Council to discuss their directions for Fit for the Future; and

That Council continue to consult with the Councils of Guyra and Uralla to discuss the future direction

of the New England region and to plan together for:

(i) : A potential merging of Councils should the NSW Office of Local Government undertake the
forced merger of Councils;

(i) That an implementation plan be developed to allow any forced merger to be transitioned
smoothly;

(i)  That any forced merger ensure that political representation is adequate for the proposed rural
and residential areas of a new Council area;

{iv)] That the State Government. honours the provision of funding to merged Councils to ensure
that the transition process has adequate finances to meet the costs of merging and assistance
to offset some asset renewal works; )

{v)  That discussions are entered with the Office of Local Government that allows the continuation

- of full funding to a new Council from Federal Assistance Grants and Road to Recovery grants as
if the councils remained separate; and

{vi) That an open due diligence program is available to allow any forced merger to identify all

associated costs, liabilities, and legal action and community impacts.

Moved Cr O’Connor Seconded Cr Gadd
-(a) That Council make a submission prior to 30 June 2015 under the Council Improvement Proposal
(Existing Structure) to stand alone;
- {b) That Council again extend an invitation to Counciis of Guyra, Uralla and Walcha to meet with
‘Armidale Dumaresg Council to discuss their directions for Fit for the Future; and
(c)  That Council continue to consult with the Councils of Guyra and Uralla to discuss the future

direction of the New England region in the case of a forced merger and to plan together for:

(i) A potential merging of Councils should the NSW Office of Local Government undertake the
forced merger of Councils;

(ii)  That an implementation ptan be developed to allow any forced merger to be transitioned
smoothly; '

(iii} That any forced merger ensure that political representation is appropriate for the proposed
rural and residentiat areas of a new Council area;

- Armidale Pumaresq Council Page 1



{iv) That the State Government honours the provision of funding to merged Councils to ensure
that the transition process has adequate finances to meet the costs of merging and
assistance to affset some asset renewal works;

{v} That discussions are entered with the Office of Local Government that allows the

. continuation of full funding to a new Council from Federal Assistance Grants and Road to
Recovery grants as if the councils remained separate; and :

(vi} That an open due diligence program is available to allow any forced merger to identify all

associated costs, liabilities, and legal action and community impacts.
The Amendment on being put to the vote was CARRIED .

The Amendment became the Substantive Motion.

The Motion on being put to the vote was CARRIED.

' This. action sheet -has: been automatically been ‘produced by InfoCouncll to advuse you of the outcome at
“the Council Meeting. A copy of-the resolution has been placed in Trim, T . L

Armidale Dumaresq Council Page 2
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Itermn: 5.4 Ref: INT/2015/01083
Title: Fit for the Future Container: A14/6487
Author: General Manager
Attachments: Nil
RECOMMENDATION:
{a) . That Council make a submission under the Council Improvement Proposal (Existing

Structure) to stand alone prior to 30 June 2015;

- (b}  That Council again extend an invitation to Councils of Guyra, Uralla and Walcha to meet
with Armidale Dumaresq Council to discuss their directions for Fit for the Future; and
{c) .That Council continue to consult with the Councils of Guyra and Uralla to discuss the
. future direction of the New England region and to pan for:
(i) * - :A potential merging of Councils should the NSW Office of Local Government
undertake the forced merger of councils;
(ii) That an implementation plan be developed to allow any forced merger to be
transitioned smoothly;
{iii} - That any forced merger ensure that political representation is adequate for the
; . . proposed rural and residential areas of a new Council area;
-{iv} That the State Government honours the provision of funding to merged Councils
¢ . to ensure that the trarsition process has adequate finances to meet the costs of
merging and assistance to offset some asset renewal works;
-{v): :That discussions are entered with the Office of Local Government that allows the
. continuation of full funding to a new Councii from Federal Assistance Grants and
- Road to Recovery grants as if the councils remained separate; and
(vi} That an open due diligence program is available to allow any forced merger to
- . :identify all associated costs, liabilities, and legal action and community impacts.

Introduction:

The Office of Local Government has determined that unless all the Councils agree to merge, and
that each Council has passed a resolution to that effect, then a Council can only submit a
proposal under the Council Improvement Guidelines.

At the time of writing this report, Armidale Dumaresqg Council does not have any advice from its
neighbouring Councils of Guyra, Uralla and /or Walcha that they believe their Council will
support an option to merge.
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As stated in this report, Armidale Dumaresq Council does have the scale and capacity to stand
alone and if it undertakes a review of its core activities and reviews what and how it is to deliver
goods and services, then it will be able to develop its budgets and programs to meet community
expectations.

Report:

A Brief History

The NSW Government has undertaken a Review into Local Government over the past three
years looking at the future needs of communities, to ensure that Councils have the ability to
meet the expectations and outcomes of communities and that local government remains strong
and sustainable.

To achieve the reviews, the Independent Local Government Review Panel was formulated and
tasked with identifying options for a stronger and more effective system of Local Government
{Local Government Review, 2013)}. The Panel made 65 Recommendations to the Government on
changes that should be made across NSW and the Government has responded to those
recommendations. '

Copies of these documents are available at http://www fitforthefuture.nsw.gov.au/.

Armidale Dumaresq Council was formed due to an amalgamation of the Armidale City Council
and Dumaresq Council and proclaimed to operate from 21 February 2000. The Council became
part of the New England Strategic Alliance of Councils { NESAC) with Guyra, Uralla and Walcha

_which operated between 2004 and 2009 before being disbanded. Since 2009, Armidale
Dumaresq Council has provided corporate shared services to Guyra Shire Council.

During this period a number of reports have been prepared by government including;
e The Vardon Report in 2003

¢ the 2004 Boundary Commission Report, and
+ The Kibble Report in 2009

All reports have recommended amalgamation of the four Councils of Armidale Dumaresq,
Guyra, Uralla and Walcha. _

The NSW Boundaries Commission {November 2010) undertock an examination of an
amalgamation proposal for the creation of a new Local Government Area to be named “New
England Regional” which incorporated the whole of the areas of Armidale, Guyra and Uralla
Councils. Ultimately the Commission’s recommendation to Government did not support the
proposed amalgamation and supported the communities’ view that the Councils’ independence
should be maintained. The Boundaries Commission, 2010 did report “that structural reform is
needed in the New England region, but not in the form of this proposal”.

Since 2010 very little has changed at a regional level, with all Councils remaining in a similar
structure to that which existed at this time.

As part of the Independent Review Panel determination, they identified that Armidale
Dumaresq and Guyra Councils should merge immediately and that consideration should be
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made to include Uralla and Walcha Councils to build a strong regional focus; alternatively Guyra,
Uralla and Walcha should all be converted to Local Board status if they remain separate
{Independent Local Government Review Panel, April 2013).

The NSW Government has made an assessment of all reports and asked Councils across the
State to undertake a review of their individual circumstances and to provide advice to the Office
of Local Government by 30 June 2015 as to the long term direction they believe should be
undertaken to grow and strengthen local government.

Current Theories - Stand alone, Miergers or Rural Councils :

“The people of NSW deserve a great place to live - a strong economy, quality services and a

- bright-and prosperous future. To make this happen, we need everyone to play their part -
government, business, communities and local councils. Local councils have a vital role in shaping
communities and helping them grow. But the system of local government is not working as well

- as it should be. More than one-third of the State’s councils are facing financial problems.

. Many of our growing suburbs are constrained by boundaries that date back to the horse and cart
days, and layers of red tape and regulations are making it hard for people to do business, build
homes and receive the services they need” Office Local Government, September 2014.

The existing structures of the Shire boundaries relates back to the days before modern systems
of transportation and communications. The ability for people to travel long distances in a short
time is more regular today allowing them to come to regional centres such as Armidale to
attend sport, education and social or commercial activities. Communications has moved from
posting a letter to instantly conversing with Council via emails. The distance to attend and
receive information from Councii is as close as the home computer.

The Minister for Local Government, 2014 advised “if we were to design local government today
we would not create 152 Councils. The original boundaries were bosed on the transport and
communications at the time and how the communities socialised and engaged. With the
advancement of transport, communication and infrastructure then the grea that communities
socialise and engage with each other is much bigger than the old boundaries so the old regional
has become the new local”.
The Office of Local Government has identified three proposals available for Local Government in
NSW to consider by the 30 June 2015, these include:

» The Improvement Proposal,

» The Merger (amalgamation) Proposal, or

> The Rural Council Model.

The following diagram identifies the time and consideration options available for Council.
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Do you have the right

Scale & Capacity?
Use the Panel's

recommendations as a
starting point

Expert Panel Review
By Oct 2015

. This diagram is based on the gUideIines in the Fit for the Future program and can be accessed at:

http://www fitforthefuture.nsw.gov.au/for-councils.

Armidale Dumaresq Council is provided with two options only, being to undertake a Council
Improvement Proposal (stand alone) or to enter into talks with Guyra, Uralla and/ or Walcha
and to work towards a merged Council proposal. The rural Council model is not available to
.Armidale Dumaresq Council and may only be an option for Walcha Council subject to further
clarification.

i Levels of Strategic Direction - Stand alone verses Merger Proposal

© Why would Armidale Council not take the stand alone option {Council Improvement Proposal)
. and continue to-make structural and financial improvements, rather than enter into a Merger
that opens up opportunity for criticism, disharmony.and public backlash?

The NSW Office of Local Government and the reports by the Independent Review Panel into
.Local Government, along with TCorp and IPART, have all identified that the Councils of Armidale
* Dumaresq, Guyra, Uralla and Walcha need to enter into discussions about the future financial

and social sustainability of the New England Area.

Although Armidale Dumaresq Council can demonsirate that it has the scale and capacity to
. stand alone, it is also in a position that its surrounding Council areas may not be able to meet
the scale and capacity targets and will need to discuss with Armidale Dumaresq Council the
options around a merger or amaigamation.

The assessment undertaken for this report identified that the residents of Armidale Dumaresq
- Council may be worse off in the short term {up to 10 years) however if the co-ordination of
service delivery, legislative change and community backing occurs, the merger of Councils across
the New England could result in a strong administrative and regional group.
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To achieve a strong economy and to grow and develop this region, the Councils either have to
merge and/or enter into a Regional Joint Organisation that undertakes the provision of services,
governance and produces regional outcomes. The four Councils attempted to do this previously
under the NESAC arrangements which failed due to structural, governance and political issues. If
the New England Region is to grow then mergers of Councils to form a single entity would be
required.

This report is based on the two scenarios that Armidale Dumaresq Council either undertakes the
Council Improvement Process or that it enters into a proposed merger with the Councils of
Guyra and Uralla initially and with Walcha as either a merger or as a Rural Council having its
governance, finance and staffing provided through the merger of the other three Councils.

At the time of writing this report, Armidale Dumaresq Council can only consider the stand alone
option, but it shouid remain open minded to the potential forced merger of other councils
adjoining its boundaries.

Are Proposals Different in the City to Rural Areas?
The NSW Office of Local Government has required all Councils in NSW to undertake a review
process and to identify their scale and capacity by the 30 June 2014.

The Independent Review Panel identified that Councils in Sydney, Newcastle and Wollongong
. regions are subject to mergers and that many of these Councils are similar to rural Councils as
not having an ability to meet the long term asset, financial or social sustainability needs of their
communities.

Analysing the Stand Alone proposal

What constitutes a good strategic direction?

The NSW Government has advised that it wishes to drive change in the Local Government
sector. Further.that, the NSW government has developed a long term strategic plan for the State
to make it number one. In order to achieve this it recognised that it needs to have strong local
and regional government.

For this to occur in the New England region then the strategic direction needs to;

“have a-high medium to long term impact on the activities of the organisation, including the
analysis leading to resourcing and implementation of those decisions, to create value for
customers and key stakeholders and to outperform competitors” (Hubard,G.,2011).

It is generaily argued that Councils fit into the not for profit sector and as such do not have
competitors. The NSW Office of Local Government, 2014 has stated in its Scale and Capacity
documents that Councils will be required to achieve a 60% self funding capability. This along
with changes to the National Disability scheme funding, and that Councils operate businesses in
the areas of water supply, sewerage servicing, airports, waste management and building
inspections against those of the private and other not for profit sectors; places local Councils in
a competitive marketplace.

The Council therefore needs to prepare a business strategy that takes into account the
environment, the organisations capabilities, its competitors and its key stakeholders being its
residents and competitors.
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If Council takes either the Stand Alone option or the Merger option being proposed by
government, it will need to address its strategic direction with its community to establish goals
for the longer term. The Council will need to go back to the community under the State
Governments Integrated Planning and Reporting Guidelines (Office Local Government, 2013)
and deveiop a new strategic direction that focuses on the key service delivery areas that a
. Council can be reasonably expected to deliver without the inclusion of undeliverable objectives
that can not be afforded by the rate payers and users of services.

A good business strategy will deliver what the community needs most of the time and plan to
. deliver an increasing level of CORE and desired services over the longer term.

Core services are defined as: the services required by the majority of the community that meet
the standards and fevels of service delivery expected for the rates and charges being poid.

Development of a business strategy
The development of a good business strategy that is affordable by the community will need to
look at;

setting a clear vision,

identify a strategic intent,

identify the core purpose of the organisation

determine its business strategy (Business unit areas e.g. water, sewer, airport, waste,
building inspection and approval, etc.)

determine the corporate strategy ( all other areas of service delivery)

identify the organisational aims, objectives and goals,

determine an appropriate organisational structure to efficiently deliver agreed services,
and

. » review the capacity that the Council has as to resources {natural, people and financial)

YV VY

YV V ¥

to deliver the strategic outcomes required.

The IP&R process if used correctly by both the Council and the community can assist to drive
.these strategic directions and set targets for delivery to meet community expectations and the
required funding under the Fit for the Future objectives.

Council must therefore:-take a long term view of where it believes it is going. Let’s start by
looking at a ten year time frame and answer these guestions.

Question 1: What amount of growth and profitability does the organization want to achieve?
The Office of Local Government has decided that a 60% self funding requirement is to be
achieved in the future and that this will effectively reduce funding from grants to a maximum of
40%. Armidale Dumaresq Council already has a 62% self funding capability, so currently meeting
this direction. In ten years time, this will require the community to continue to raise rates to
meet the required level of asset renewal or replacements {upgrades to existing roads, bridges,
footpaths, buildings, etc.) as grants reduce. Council will need to look at its business strategies to
ensure that self funding continues to be achieved in the commerciat areas and does not require
support from the corporate strategy side of the organization (general fund). The general fund
which is made up from rates and ancillary charges will need to fund the asset renewal side of
the organization along with specific grant funding when and if available.
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A look at the merger proposals with the adjoining Council areas of Guyra, Uralla and/or Walcha,
will need to ensure that any business unit areas can be self funding and that the costs associated
with the general fund items are not beyond the means of the community to reasonably fund.

The merger proposal today looks very bleak, but the development of a strategic direction to
meet long term funding needs and the careful use of intergenerational loans may deliver service
levels beyond those of the smaller Counclils’ current capacity.

This has been recognized by TCorp and iPART in their reports into local government and a
reason behind the recommendation of the Independent Review into Local Governments
recommendations.

Question 2: What services or products does it want to produce?

Regardless of whether Armidale Dumaresqg Council stands alone or enters into a merger with its
neighbours, the Council will need to look at its Core Service areas and to reflect on what the
community it serves can logically afford.

The Local Government Act 1993, clause 8 states;
The Councif’s charter
{1) A Council has the following charter:
. to provide directly or on behalf of other levels of government, after due
.consuftation, adequate, equitable and appropriate services and facifities for the
community and to ensure that those services and facilities are managed efficiently

and effectively

. to exercise community leadership

. to exercise its functions in a manner that is consistent with and actively promotes
the multicultural principles

. to promote and to provide and plan for the needs of children

. to properfy manage, develop, protect, restore, enhance and conserve the

environment of the area for which it is responsible, in a manner that is consistent
with and promotes the principles of ecologically sustainable development

. to have regard to the long term and cumulotive effects of its decisions
. to bear in mind that it is the custodian and trustee of public assets and to effectively

.plan for, account for and manage the assets for which it is responsible

» . toengage in long-term strategic planning on behalf of the local community

. to exercise its functions in a manner that is consistent with and promotes social
justice principles of equity, access, participation and rights

e . to facilitate the involvement of councillors, members of the public, users of facilities
and services and Council staff in the development, improvement and co-ordination
of local government

. to raise funds for local purposes by the fair imposition of rates, charges and fees, by
income earned from investments and, when appropriate, by borrowings and grants

. to keep the focal community and the State government {and through it, the wider
community) informed about its activities

. to ensure that, in the exercise of its regufatory functions, it acts consistently and
without bias, particularly where an activity of the Council is affected

. to be a responsible employer.
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The NSW Department of Local Government, Counciller Guide section 1.5 identifies the Services
and functions that Councils provide.
Councils provide a very wide range of services and functions. Broadly, these may be
grouped into five categories, us shown below.

1. Providing and maintaining infrastructure
Providing an appropriate and affordable level of infrastructure is one important
contribution o Council makes to its community. For example, councils provide and
maintain focal roads, bridges, public car parks, airports, footpaths, sporting fields,
parks and art galleries. Councils are also responsible for connections to water and
sewerage. Councils must consult with their local community about providing and
maintaining these public assets.

2. Planning for sustainable development

- Councils have a major role in providing long term strategic planning for a local
government area as well as town planning, zoning and sub-divisions. In addition,
councils are responsible for processing development applications, for building site
and compliance inspections, and for ensuring compliance with building regulations.

3. Protecting the environment
Councils also have @ major role in helping to protect the environment. They have
responsibilities under the Protection of the Environment Operations Act 1997 and
can issue various protection of the environment notices including clean up,
prevention, compliance cost, provision of records and information and noise control
notices.

Councils regularly assess the state of their local environment, provide environmental
programs and use their regulatory powers to prevent pollution, or restore degraded
environments.

.- Councils also have environmental protection responsibilities under other legisiation.
For example, councils are responsible for noxious weed control under the Noxious
Weeds Act 1993, They also carry out activities to preserve access and amenity to the
environment, such as recycling, management of vegetation including bush fand
reserves, street cleaning, regulating parking, and controlling dogs and cats (or
companion animals). Supporting community development

4. Councils regularly consult with and assess the needs of their community with a view

to supporting community development. They provide a range of services, including

.. some aimed at groups in the community with special needs. Community services

. include libraries, sport and recreation facilities, home care services such as ‘meals

on wheels’, swimming pools, playground facilities and child care centres.
Safeguarding public heaith

5. Councils help maintain high standards of public health and reduce the risk of
exposure to o wide range of diseases through activities such as food shop
inspections, waste disposal, pest and vermin control and hazardous material
containment.
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Why does local service provision vary between councils?
While in theory councils can choose the range and quality of services they provide, in
practice services may be limited depending on focal factors including:

. avaifobility of finance to fund certain services

. size, location and demographics of a local government area
. commitment to maintaining existing services

. the views, wishes and needs of the community.

The Act also alfows the community to influence decisions of Council,

Question 3: What is the customer or geographic makeup of the area to be serviced?

This question needs to be looked at from a regional perspective and not just a local issue.
Armidale Dumaresq Council is a regional city and provides services to the region in the form of
sporting fields, business and industrial areas, social service areas and is a hub for State and
Federal services, health, education and project delivery.

The current community of Armidale Dumaresq Council is paying the full cost of service delivery
within the City area, although within a 10 minute drive other Councils have established
residential areas that use and do not pay for services provided. The Independent Panel (2013)
have identified these issues of spoke and hub type services and identified this is a reason that
Guyra and Uralta should be merged with Armidale Dumaresg Council. The Office of Local
Government, Counci!l Improvement Proposal, 2014, question on scale and capacity asks;

Does your Council have the scale and capacity broadfy consistent with the recommendations of
the Independent Local Government Review Panel? (fie, the Panel did not recommend your
Council needed to merge or become a Rural Council).

Armidale Dumaresq Council is recommended to merge with Guyra, Uralla and/or Walcha in the
broadest context. This decision has effectively established the geographic boundary and
customer base required for a new Council entity.

'+ The serviceable geographic boundaries should also be considered as to the ability of the staff to
-drive to an area within a reasonable time to undertake works. It is estimated that the average

- distance a truck crew can drive in an hour is 80 kilometres. It is noted that Armidale Dumaresq
‘Councils area extends outside the 80 kilometre boundary to the east and. is presently serviced
from a depot at Armidale.

It must be noted at this stage that should the community and government progress further
down the merger pathway, that the geographical area needs to be assessed as many rural
residents in areas such as Tingha, Bundarra, east of Ebor and North to Glen Innes (Ben Lomond)
may not be supportive of the decision as their direct communities of interest lie in other Council
areas.

Question 4: What strategy is to be employed to address competition or do we wish to
compete?

This is a key question that needs to be asked again regardless of any merger, as it comes back to
what is Council's Core business and do we need to compete against private or not for profit
organisations. The areas that Council will need to review will include:
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Waste services (recycling, composting etc.);

Sewerage services and farm process;

Community Services {aged care, youth services, support service areas); and
> Building and development service areas.

These areas are directly competing against private operators or other not for profit sectors and
will require resources to be competitive in the market place and to meet the legislative needs of
government.

YV VY

Waste Services and Sewerage Service areas have a competitive role and efficiencies or lease
arrangements should be investigated to ensure that resources and time produce an efficient and
effective outcome.

In a merged Council, the Guyra and Uralla Shires have large community services sectors and
provide a valuable service to their respective communities. The Council in determining its long
term position and cost structures for its community, will need to consider if these areas are
provided to a higher level by the private sector and if not how they will fund the large on going
costs if an alternative plan can not be developed. Councils cannot be fully competitive in these
markets due to legislation, award requirements and lack of flexibility in staffing.

The areas of building and development are currently directly competing with private industry.
Councils, due to legislation, must maintain a service when requested however this can be
provided under contract. The community will again need to consider the vaiue of an in house
service compared to a contracted service and the profit generation required to break even.

Taking a view of the next ten years, it is suggested that a stand alone or merged Council will
need to retract its community service areas but will retain the building and development areas
which will need to operate on a cost neutral basis.

Question 5: What are the long term positional outcomes?

Assuming that the State Government is prepared to go forward with the proposed merger
option for Armidale Dumaresq, Guyra, Uralla and/or Walcha Councils then realistic future goals
must he considered.

Armidale Council will need to take the lead in establishing a direction that is fully inclusive of the

- councils it adjoins and to discuss and plan openly to ensure that the next ten years supports the

- growth of the local government areas, the towns and villages and that within its own community
ensures that funds are not transferred out to the benefit of other interest groups.

Armidale Council should develop.-a reporting structure that highlights the income generated
from the existing shire areas and to show the expenditure within each shire area. The new
Council cannot continue the debate which is regularly raised in Armidale Dumaresq community,
being that prior to amalgamation in 2000 the Dumaresq Shire had more money and better
services than the Armidale City Council.
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This is neither a fact nor current reality. It is a destructive debate that as a true business can be
overcome by transparent reporting of facts, and good participation by people who want to
accept and make changes for the future growth and development of the community.

The long term position should be to encourage economic and population growth, improve Core
service delivery, improve efficiency, be transparent in reporting, and establish a strong
governance framework and to communicate positive and negative influences.

Question 6: What is the available resource capacity to achieve the outcomes?

Council has both a natural resource capacity in the land it owns, the materials it can extract, the
people it employs and the ability to raise money. The capacity to undertake any of the strategic
outcomes identified in-the first five areas will be dependant on being able to turn resources into
the goods and services desired by the community.

It is important in developing the strategic direction that the resource capacity is available to
meet the outcomes required. This may include the divestment of resource areas that
traditionally have been required by the community, but can be provided by competitors to the
organisation at a cheaper or more community orientated delivery system or it may require
changes to staff in areas who are not in core or desired areas of community need. It may require
the organisation to invest in resources to deliver higher levels of return in areas of road
construction or maintenance or in many other areas that the community desires the strategic
direction that Council should develop towards.

Creating value for residents and others

As shown in the prior section, local government is here to create iong term value for its
residents and to discuss with them the long term direction that they would like to see and do
this in a cost effective way.

A madern Council understands that the residents pay the cost of a product or service and
receive a product or service in return. In a Council we offer different products, some are tangible
{water, sewer, waste) where others are based around advice and assistance. The price paid by
‘the ratepayer or resident is spread across many areas of Council and may assist business or
industry due to tourism or commercial opportunities, whiist other funding assist the resident
-such as providing roads and footpaths. Not all ratepayers receive equal service levels and
recognition of this is generally not well understood in the community.

In context we ask the questions,'would you stop paying taxes because you do not believe in war
requiring Australia to not have an Army, or that you never go to hospital so we do not pay for
that service or | live out of town so | never use a sporting field or go to a park.

Many services are provided for the social good and we all pay the cost of these to ensure
availability of the service. The value of a service to a member of the community reflects their
current situation and can be based on age, social need, education, employment activity or
financial situation. As shown by recent debate about GP co payments, some services that are
- available free of charge are moving to a user charge to meet the delivery costs of services (The
Conversation, April, 2014).

In creating value for the customer, the Council needs to ensure that under a stand alone or
merged Council scenario that its focus is not directed too heavily towards projects that have
minimal overall community benefit and work towards the sustainable Core service delivery
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areas that are recognised by the majority of the community. Projects that support social
development, sustainability and environmental protection need to be identified, supported and
developed with the community so that a social understanding and benefit is recognised.

tn general, the cost of a service should be exceeded by the value created.

if Armidale, Guyra, Uralla and/or Walcha Councils are to merge as proposed by the Review
Panels recommendations, then the new organisation will be required to perform to a higher
level than that of the combined structures. Empirical evidence suggests that this is not the case
as amalgamations.of Councils arcund Grafton {Clarence Valley Council rated as weak by TCorp)
~ and Tamworth (currently reviewing staff structures and finance to meet long term costs, ABC,
December 2014} have shown that these organisations are not in a better position after the
amalgamations than the Councils of the New England region.

Appropriate business structures and resultant efficiencies will need to be realised to ensure
performance to a higher level than at present.

Creating Value for Key Stakeholders

Like many businesses, Councils tend to look at what they do now and the services they supply

rather than to look at what the key stakeholder or their residents would like going forward. This
. was meant to change with the implementation of the Integrated Planning and Reporting {IP&R)

direction under the Local Government Act 1993 however, many Councils took the information

and applied it to the business as usual philosophy.

. In many respects, the IP&R process missed the bulk of people that are meant to benefit from
the direction and allowed the more vocal minority to gain a greater influence on the
deliverables. This has resulted in high end projects gaining weight whilst other areas such as
asset backlogs continue to diminish.

To make an assessment of the value that is created for the key stakeholder {our residents} then
community consultation and community surveys need to be undertaken that ask the residents
about the value they receive from Council, from Councillors, from the staff and from the services
being delivered. These survey results should assist in driving changes through the Council works
‘program, its social service areas such as tourism or event management and in the performance
of all persons representing council. This should reflect the real delivery of Core services that the
less vocal majority may require from a stand alone or merged council.
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Sustainahility Strategy

Sustainability is defined as “development that meets the needs of stakeholders without
compromising their ability to meet their needs in the future”, or alternatively, “balancing the
needs of the different groups of stakeholders affected by the corporations actions”.

TCorp, 2013 identifies sustainability as “A local government will be financially sustainable over
the long term when it is able to generate sufficient funds to provide the levels of service and
infrastructure agreed with its community”.

IPART, 2014 advise that the Office of Local Government considers that Councils should provide
evidence that:

» resources are prioritised and allocated based on an understanding of strategic
requirements and community needs through the Integrated Planning and Reporting
process

» high priority operating and capital expenditure programs are managed and
. delivered with stability and predictability in the overall revenue burden

» resource allocation for service and infrastructure investment is based on an
equitable distribution of the revenue burden (rates, user fees, charges and other
income) for current and future generations (of ratepayers)

» They can achieve an operating surplus.

TCorp or NSW Treasury has identified that many Councils across NSW are under pressure from a
* financial sustainability view. This includes the Councils of the New England region (Revitalising
Local Government, 2013, pp28/22} with the exception of Armidale Dumaresq Council.

It was noted in the Boundaries Commission, 2010 review that the amalgamation of Councils at
that time was not considered appropriate as Armidale Dumaresq Council did not have the
financial capacity to fund the costs around the merging of the four councils and that Armidale
Dumaresq Council should review its financial ability to meet long term costs especially around
assets.

Changes where made following this review and Council successfully applied for a Special Rates
Variation (SRV) to assist in meeting the asset backlog identified at that time.

Council is still working to undertake further changes to its budget process and this will require it
to look at its internal processes, project based budgets, and to determine the Core service levels
that its community requires, and a need to review functional areas of the organisation to ensure
that it is both competitive and able to maintain the required 60% self funding options.

Armidale Dumaresg Council over the past ten years has been investing in areas such as
community services, environmental projects and social development areas such as art galleries.
These areas, although of great social advancement, take Councils away from the Core service
areas that support the community. Council’'s 2013/2014 audit report identified that Council
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cannot afford to borrow any more in general fund and needs to undertake a review to bring the
general fund back to a sustainable position.

In @ merged Council situation, the available funding to meet these kinds of activities of a Council
will require public consideration as they will rapidly drag the new Council into an unsustainable
position. The appendix at the end of this report (comparative data} highlights the known or
public financial capacity of the Councils around Armidale Dumaresq and the potential impacts
that maybe experienced if merged.

The combining of two or more unsustainable Councils will only create one larger unsustainable
Council.

Armidale Dumaresq Council and its community, being the regional population centre, will be
required to support.-and assist in paying for the sustainability of the rural based Councils and

. needs to plan for this impact by addressing its own future sustainability through a return to Core
business or service delivery.

Meeting stand alone requirements

- The Office of Local Government has determined that uniess all the Councils agree to merge, and
- that each Council has passed a resolution to that effect, then a Council can only submit a
proposal under the Council Improvernent guidelines.

At the time of writing this report, Armidale Dumaresq Council does not have any advice from its
neighbouring Councils of Guyra, Uralla and /or Walcha that they believe their Council will
support an option to merge.

As stated in this report, Armidale Dumaresq Council does have the scale and capacity to stand
alone and if it undertakes a review: of its core activities and reviews what and how it is to deliver

- goods and services, then it wili be able to develop its budgets and programs to meet community
expectations.

- The: Council Improvement Proposal (template 2) will require Council to develop a future
financial, and community direction that is affordable and takes into account the limitations of
residents to meet long term costs.



Aod 2015

- : FOR ACTION
COUNCIL 27/04/2015
TO: General Manager {Glenn Wilcox)
Subject: Fit for the Future
Target Date: 11/05/2015
Notes:
File Reference A14/6487 INT/2015/03536
Moved Cr Beyersdorf Seconded Cr Richardson

{a) That Councit reaffirm its Option A decision of 23 February 2015 (resolution 23/15) as set out within
the attachment); and
(b) That Council submits an attachment to Option A which includes merging with Guyra and Uralla Shire
Councils, subject to agreement of the boundary adjustments proposed by Glen Innes and Inverell
‘Councils and that Walcha Council be supported in an application as a Rural Council; and
(c) That Council work with Glien Innes Severn, inverell and other adjoining Councils to establish future
. . Council boundaries subject to communities of interest and to support the communities in
transitioning to the enlarged Council areas; and
(d) That if Armidale Dumaresqg, Guyra, Uralla and Walcha councils (or any combination of these Codncils)
are merged that the new Council be named “New England Regional Council”; and
. {e) That should the State government not allow Walcha to be a Rural Council, then Council enter into
negotiations with the Office of Local Government to determine long term funding arrangements for
the Walcha Council area to meet asset maintenance and renewal requirements that wilt bring the
community up to the regional asset standards; and
(f) That the Office of Local Government guarantee the initial funding of $11 to 13.5million is allocated to
allow the preparation and submission of an implementation and integration plan for consideration
based on three or more Councils; and
(g) That the Office of Local Government provide grant funding opportunities to meet asset replacements
and renewals that are unfunded in the Council areas and that this grant funding is provided through
. NSW-:Treasury annually to meet the -ability of the regional Council to undertake such works or
alternatively, that continuous funding of $2million dollars is provided annually for a ten year period
linked. to road, and footpath asset renewal and repair to allow improvements and that additional
funding: be provided for bridge replacements or renewals based on an assessment between the
Roads and Maritime Services and Council as a rolling program over twenty years; and
. {h) That Roads to Recovery (R2R} and Federal Assistance Grants (FAGs) are reviewed to ensure that the
New England Regional Council is not disadvantaged by the merger of up to four Council areas and
that. additionat direct funding is provided to meet long term asset improvements across the newly
formed areas; and
. {i} That the Office of Local Government transfers the New England Weeds Authority to the Joint
Organisation and .removes its roles and functions from the merged Council entity and from the Local
Government Act proclamations; and
. {j) That Council consuit with the community on Fit for the Future.
The Motion on being put to the vote was CARRIED.

Armidale Dumaresq Council Page 1
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Item: 5.3 Ref: INT/2015/03536
Title: Fit for the Future Container: A14/6487
Author: General Manager
Attachments: 1. Action Sheet 5.4 Fit for the Future (Council - 23 February 2015)

RECOMMENDATION:

. -{a) That Council reaffirm its Option A decision of 23 February 2015 {resolution 23/15} as set
out within the attachment); and

-+ {b) That Council submit an Option B submission to merge with Guyra and Uralla Shire Councils

subject to agreement of the boundary adjustments proposed by Glen Innes and Inverell
Councils and that Walcha Council be supported in an application as a Rural Councii; and

+ {c) That Council work with Glen Innes Severn, Inverell and other adjoining Councils to
-establish future Council boundaries subject to communities of interest and to support the
- communities in transitioning to the enlarged Council areas; and

{d) That if Armidale Dumaresqg, Guyra, Uralla and Walcha councils {or any combination of
these Councils) are merged that the new Council be named “New England Regional

Council”; and

. (e) That should the State government not allow Walcha to be a Rural Council, then Council
-enter into negotiations with the Office of Local Government to determine long term

: funding arrangements for the Walcha Council area to meet asset maintenance and
renewal requirements that will bring the community up to the regional asset standards;
and

- {f) That the Office of Local Government guarantee the initial funding of $11 to 13.5million is
' allocated to allow the preparation and submission of an implementation and integration
plan for consideration based on three or more Councils; and

(g} That the Office of Local Government provide grant funding opportunities to meet asset
- replacements and renewals that are unfunded in the Council areas and that this grant
funding is provided through NSW Treasury annually to meet the ability of the regional
Council to:undertake such works or alternatively, that continuous annual funding of
‘$2million dollars is provided annually for a ten year period linked to road, and footpath

. asset renewal and repair:to allow improvements and that additional funding be provided
. for bridge replacements or renewals based on an assessment between the Roads and
Maritime Services and Council as a rolling program over twenty years; and

(h) That Roads to Recovery {R2R) and Federal Assistance Grants {FAGs) are reviewed to

- ensure that the New England Regional Council is not disadvantaged by the merger of up to
four Council areas and that additional direct funding is provided to meet long term asset
improvements across the newly formed areas; and
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(i) That the Office of Local Government transfers the New England Weeds Authority to the
Joint Organisation and removes its roles and functions from the merged Council entity and
from the Local Government Act proclamations.

Introduction:

In February 2015 the NSW Office of Local Government amended its decision to permit only one
submission by each Council as to the Fit for the Future directions to allow Councils the right to
submit more than one submission where it was considered that a merger of Councils should be
considered but the Councils had not formally resolved to do this. The Independent Review
Panels suggested option was for Armidale Dumaresq Council (ADC) and Guyra Shire Council
(GSC) to merge immediately and that Uralla Shire Council (USC) and Walcha Council {WC)
consider merging. It was also proposed in the final report that a New England JO {joint
organisation) be formed over the four Councils. The Ipart review (September 2014} identified
that Armidale Dumaresq, Guyra, Uralia and Walcha combine to form one Council with a
population as at 2031 of 46,700 persons. At the time of writing this report, Guyra Shire has not
advised Council of its decision for Fit for the Future, however the Councils of Uralla, Glen innes
. Severn and Inverell have proposed to stand alone with Glen Innes Severn and Inverell proposing
major boundary adjustments to acquire areas of Guyra Shire. Walcha Council has not formally
advised of its intentions under Fit for the Future however they have indicated that they will look
at a Rural Council modei.

Report:

Council over the last few months has undertaken a review of the Fit for the Future Guidance
material and internal staff reports to discuss the options placed before it from the NSW Office of
Local ~Government and the Independent Review Panel recommendations. Council has
considered a regional approach to mergers and considered the individual merger of Councils
- from a community of interest and a financial view. At the time of Councils last decision at its
February 2015 meeting, advice had subseguently become available that allowed the Council to
make two submissions on the Fit for the Future structures by the 30th June 2015. At that time
Council resolved to submit a report based on the Council Improvement Program or stand alone
option as the Councils adjoining Armidale Dumaresq had not resolved any direction therefore
only ‘allowing Council the stand alone option. Uralla Councit in February resolved to also stand
alone whilst Guyra had not resolved any action at the time of writing this report and Walcha has
" asked the public to complete a survey on the future of the shire by mid April. Uralla Shire
Council has also submitted a survey on future directions and rating for public comment.

It is considered that from a regional perspective that the “Council Improvement Proposal
(Existing Structure)” or the stand alone proposal is a retrograde step to be taking if the regional
community is to develop and grow in population, business, industrial developments and social
welfare.

It must also be noted that the stand alone recommendation as adopted does not support the
fact that Armidale Dumaresq Council currently provides shared services to Guyra Council in the
form of general governance, IT, financial areas, human resources and other advice. Armidale
Dumaresg and Guyra Councils are one Council, in all but name, and operate as a regional
Council. It would take very little change to bring staff and political structures together to form a
cohesive intermediate regional Council entity. The resolutions of Glen Innes and Inverell
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Councils to boundary adjust a large section of Guyra Shire Council out of the present area, to
support their communities of interest, will ensure that Guyra Shire Council is even less
sustainable into the future than its present situation. The merger of the remaining southern
areas of Guyra Shire to Armidale Dumaresq Council and to support the communities of interest
is a better long term outcome.

A second option being proposed by this report is to formally merge with Guyra, Uralla and
Walicha, excluding the New England Weeds Authority (County Council) which may be formed
under a Joint Organisation. It is important for the Council and the community to recognise its
. role as a regional centre, and to look towards the long term future of the region and not be
reluctant to consider and discuss a long term merger across the region.

The option to also merge Uralla Council into a regional structure is not a clear cut as that of
Guyra Council as Uralla is relatively more independent of shared services than that of Guyra.
Uralla Council has recently asked its residents to complete a survey on Fit for the Future and
asked questions about special rate variations (SRV) to meet the State Governments stand alone
objectives. As shown in the attached comparative data tables, the three Council areas being
considered to amalgamate will require large special rate variations to meet the long term asset
needs and to stand alone. Armidale Dumaresq Council currently has a SRV in place.

The inclusion of Uralla in a second submission is based around the area of regional influence, the
communities of interest and that residential areas of Uralla are being positioned around the
Armidale Dumaresq boundaries but are not contributors to the rates, parks and gardens or the
other economic hurdles that Armidale Dumaresq residents contribute towards. Although Uralla
Shire has stated they can stand alone and possibly could work towards that outcome with an
SRV, the long term outcome may see Uralla merging with Armidale into the future.

In considering Walcha as part of this report and that of workshops held with Council, it has been
- determined that unless the State Government undertakes boundary adjustments to break up
Walcha .and allocate the Walcha township to a merged Armidale Dumaresq, Guyra and Uralla
Council area, that it would be a better outcome to support Walcha as a rural Council and to
allow the merged areas of Armidale Dumaresq, Guyra and Uralla Council to support the rural
Council by shared services, administration support and general assistance. The comparative
information tables identify that a large expenditure of capital is required when the four Councils
are merged and this will be beyond the capacity of the rate payers of this region to meet the
increased service level needs and expectations. .

The Office of Local Government has advised that the rural council model will no- longer be

- legislated as it is difficult to fit all requirements of a rura!l council into a single piece of legislation.
Councils such as Walcha can still submit proposal 3 however there is no information on how this
will be assessed by the Independent panel locking at the submissions.

As this enfarged area is centred on the New England Region it would be consistent to identify it
-as New England Regional Council being similar to the Councils created around Grafton / Maclean
{Clarence Valley Regional Council} and Mudgee (Mid Western Regional Council), that recognises
the importance of the regional and social economy.

Many changes will occur across all Council areas and the community will need information to
advise them of the implementation plans, the revision of community strategic planning, new
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budget and financial outcomes and how the New England Regional Council will deliver a service
to the standards currently experienced.

- The option two proposals to merge for Armidale Dumaresq residents does run the risk that the
new Council will need to reduce service delivery below that currently being discussed and re
allocate funding to meet the asset and social renewal areas of the rural Councils. The new
Council would require time and funding to work with TCorp to develop a plan and funding
outcome to offset the cost to be incurred by the merger with Councils such as Walcha and Guyra
- that are in a poor and declining financial posifion. If accepted, then annual funding would need
to be continued by the state government to allow current service levels in Armidale Dumaresq
Council area to remain at a high level and support the Council areas that need greater asset
expenditure. By adopting this recommendation, there is no guarantee that current or future
state governments will honour this request. It is considered at this stage that Council make a
second submission only on the merging of Guyra and Uralla Shire Councils and support Walcha
in any application to form a rural Council.

If the New England Region is to grow and develop then local government is required to change
-to meet our changing social, technologic and business needs. If Councils remain as they are
today, then Armidale Dumaresq residents will continue to subsidise the growing urban areas
around the Council boundaries and the demands for services that are escalating and reducing
the Council’s ability to fund the goods and service areas that the Council community require.
Change will be unsettling for some; however the majority of residents across the New England
Region will be able to adjust to this change.

Financial Implications:

The attached tables highlight the publically available comparative data as reported to the Office

of Local Government. The tables have been developed to reflect the reported costs and full
- research as to true and accurate reporting of asset depreciation, asset plans and other long term

financial indicators has not been undertaken.

A due diligence review of financial statements is required to be undertaken to determine real
costs, debts and asset backlogs.

- The following data is based on the final audited accounts as at the 30 June 2014,

Net operating result
L Armidale - Guyra-Shlre Uralla Shire = Walch:':\_
_pree 21, _I_nc_o_r_ne R Dumaresq Counc_ll | councit 2014 Council
Statement By Fund - | Council 2014 | 2014 . o} 2014 .
oo T's000 $°000. | $'000 157000
Water .1,937 303 68 -130 |
Sewer 1,842 41 -43 77 |
General -5,320 -1,309 582 41 |
Total: -1,541 -965 607 -12 |7 -1,91;
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Income, including capital grants
Note 21: Income . Armidale .| uralla Shire | Walcha |-

. - | Guyra Shire . N
Statement By Fund--,- _Dumaresq 1 council 2014 Council . Council |
‘General - Continuing | Council2014 | =7 777" 12014 | 2014
Operations (General) .~ oo . | $'000 | $'000 . |$'000
Income from Continuing 32,882 9,551 16,978 | 9,896 |
Operations (General) g

Income including grants {(per ratepayer)

| per Rateable | o eable

Rk ol propertes

1 Walcha Council 1,914.74 1,818
2 Uralla Shire Council 1,467.40 2,914
3 Armidale Dumaresq Council 1,466.24 10,250

4 Guyra Shire Council 1,151.59 2,427

Revenue streams
T T SR “Armidalé | Guyra | Uralla - o
‘Note 21. income Statement By Fund - General --|. b, aracq | Shire | Shire ,W3|¢h:'='
_.Contmulng Operatlons (General)-lncome from Cotincil | Council .‘COIUn'cil _ ,COUF_'C'.l
Continuing Operations (General)-lncome from 2014 '2014 2018 2014 -
Contmumg Operatlons (General) ' R - : : i

1'$000 .s.;.q_c;o.-"_ $'000 - |$'000

Rates & Annual charges ' | 15029 | 2,892 | 4,276 | 3,481
User Charges & Fees - ' 8,580 661 4,714 | 2,241
Interest & Investment Revenue 1,102 55| 204 95
Other Revenues 1,538 828 716 233
Grants & Contrlbutlons provided for Operatmg 5,132 2,647 -5"403 2.766
Purposes - _ ST

Grants & Contrlbutlons provided for Capital 1552 1511 1588 1015
Purposes _

Total: 32,933 8,594 | 16,901 9,831

*As a percentage of the total income, USC, GSC, and WC rely heavily on recurrent grants for ordinary operations.

As part of the Fit for the Future a Council must achieve a long term sustainable position where it
is meeting the required level of maintenance and renewals. Currently GSC and WC are well
short of this position and do not have enough capacity in the remaining organisation to meet
this target. In any merged organisation USC and ADC ratepayer will need to pick up this funding
short fall.
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Asset maintenance ratio
Spe'ci'aI'Schedule No.7 - Report Armidale Gu_yra. R A ;- | Walcha -
R R . Dumaresq | Shire -~ | Uralla-Shire - \

on Infrastructure Assets - Ratios | |~ | Ce S .| Council.
- fisset Maintenanca Ratio ‘| Council | Council - | Council 2014 - 2014
TSR e e | 2014 2014 | . .

R " [Ratio:l | Ratiod | Ratiol | Ratio:l
Asset Maintenance Ratio 1.17 0.36 1| 0.69
Actual Asset Mointenance 10,508.00 999 2,503.00 | . 2,379.00

' intenanc | ,441.0

RankAsset | . . . | Absolute | Variance
- | Council - o oo 7
Maintenance | . — : ,
_ . R o _ Ratio:l1 | Ratio:l
1 Armidale Dumaresq Council 1.17 Q
2 Uralla Shire Council 1 -0.17
3 Walcha Council 0.69 -0.48
4 Guyra Shire Council 0.36 -0.81
Asset Maintenance as a percentage of road length
S . o o _p_er.KM - | variance | Local Roads |
- Council | Road " R e
Uralla Shire Council 1.22 0.07 817
Armidale Dumaresq Council 1.15 0 1,019
Walicha Council 0.86 -0.29 806
Guyra Shire Council 0.43 -0.72 842

In each Council there is an asset back log which will need a period of plus 100% renewal ratio.
Roads makes up the majority of the asset back log in general fund. The following table

represents the current roads assets.
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Current road assets

Special

7 - Reporton

Values -
Roads

“Schedule No. i

Infrastructure .

Assets - Asset

Surface

Sealed Roads

Sealed Roads
Structure

Unsealed
Roads .

Bridges

Footpaths

Cycle ways |

Kerb and
Gutter

Other

Road
Furniture

Total:

Road Length

The ratepayer burden associated with the above situation is shown in the table below.

Ratepayer burden
- . Per Rateable . | :
g . - -~ | 'Rateable
Rank L __Cguncﬂ - | :’9”@ . { Properties
1 "Walcha Council 333,158.97 | 1,818
2 Guyra Shire Council 120,320.56 2,427
3 Uralla Shire Council 104,289.98 2,914
4 Armidale Dumaresq Council 71,313.85 10,250

Environmental Implications:

It is considered that these areas.require review to assess water, sewerage, drainage and
. environmental indicators, costs and long term expenditure needs. No assessment is able to be

undertaken as access to individual financial, asset and strategic information is not available.

Policy Issues:

All policies and procedures will require review as required under the Acts and Regulations.
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Social Implications:

- As indicated in the body of the report a social impact will occur but to many people they will see
very little change in deliverable services. A general service level reduction will be required at all
Ceuncils regardless of a potential merger to bring the Councils budgets back to core service
levels and to meet asset backlogs. The merging of Armidale Dumaresqg, Guyra and Uralla Council
areas will see a slight offset in costs attributed to social and cultural service areas by a larger
rate base. The merging of Councils will also support some retention of service areas regionally in
the areas of community services, aged services and youth service areas. It is considered that
rationalisation will be required in this sector due to competition for service delivery but a strong
Council community services area could develop for the region.

A general risk exists in that over time social, employment and influential changes will occur in
the villages as a reduced local government presence will reduce direct income support and
change the commercial environment of the villages. This is evident in other areas that have
amalgamated. As the villages of Uralla and Guyra are located very close to Armidale, the new
Council should ensure that master planning is undertaken to encourage residential growth,
‘business development and tourism opportunities to help offset the reduced local government
presence. This will be a key challenge to induce local support for a new Council over a long
period of time.

As stated a risk to Armidale Dumaresq ratepayers exists as they will see service level reductions
in areas as additional funding will be allocated to the shire Council areas to help offset asset
renewal and repair: costs. This will be above that currently being considered by Armidale
Dumaresq Councillors to bring its budget back towards cne that funds asset depreciation and
core services.

Integrated Planning and Reporting Issues:

. The Integrated Planning and Reporting documents will require rewriting with the community
and will need to address service level needs and ensuring that the communities develop and
grow within the funding available.

Risk Management Issues:

The NSW State Government has taken a position that reform of local government is required.
The stand alone or merged options come with risk and these risks will be addressed based on
the governments final decision.

Legal Issues:

The main legal issue in a merger is to establish the implementation process and to ensure that
the company structure is supportive of the policies, the finances and the service delivery needs
of the merged community. To commence this process a new name has been proposed to allow
the corporate side of the Councils to establish tax and financial needs.
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Executive Summary

The Premier requested the Independent Pricing and Regulatory Tribunal
(IPART), under Section 9 of the Independent Pricing and Regulatory Tribunal Act
1992 (IPART Act), to review the assessment criteria for ‘fit for the future’
councils.

In 2013, the Independent Local Government Review Panel {Review Panel) made
a number of recommendations to reform the local government system in NSW.
The Review Panel found that there are an unsustainably high number of councils
in NSW and that many are financially unsustainable.!

The NSW Government has decided to reform local govermment by creating
councils that are strategic and ‘fit for the future’.

Under the proposed reforms councils are to submit a ‘fit for the future’ proposal
by 30 June 2015 to the Office of Local Government (OLG), for assessment by an
expert panel. The expert panel would assess the proposals against sufficiently
flexible assessment criteria consistent with the definition of a strategic, ‘fit for the
future’ council.

OLG developed draft criteria and provided them to us on 22 August 2014. We
were asked to assess the criteria and report to the Minister for Local Government
and the Premier by Wednesday 3 September 2014.

This report presents our assessment of the criteria.

1.4  What have we been asked to do?

The NSW Government has asked us to review the criteria that OLG has
developed. The Terms of Reference for the review are presented in Appendix A.

In canducting this review, we are to:

v review the ‘fit for the future’ criteria and assess whether the criteria will
contribute to meeting the NSW Government's stated objectives of local
government reform

1 NSW Independent Local Government Review Panel, Revitalising Local Govermment, Final Report,
October 2013, p 72.
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I 1 Executive Summary

¥ identify the likely outcomes of each of the criterion

¥ recommend amendments to the criteria to better meet the NSW Government's
stated objectives of local government reform.

OLG provided us with the Government’s objective of local government reform
and draft criteria (see Appendix B). The objective of local government reform is
to:

Create strategic and Fit for the Future councils - Councils that are financially
sustainable; efficient; with the capacity to effectively manage infrastructure and
deliver services; the scale, resources and “strategic capacity’ to govern effectively and
partner with the State; and has the capacity to reduce red tape and bureaucracy for
business and of a scale and structure that is broadly in line with the Pamel’s
recommendations,2

The four draft criteria are:

¥ Financial sustainability.

v Effective infrastructure and service management.
v Efficiency.

¥ Scale and capacity.

The proposed reforms, including reducing the number of local governments, are
aimed at building a stronger, more effective and financially sustainable local
government sector. Once achieved, the Review Panel expects local government
in NSW will be able to meet the needs of the local community and will have
greater capacity to govern effectively and pariner with government and business.

1.2 What have we found?

In our view, scale and capacity is a threshold issue. OLG's proposed Scale and
Capacity criterion is based on the Review Panel's framework for restructuring
the local government sector. OLG has not further developed this criterion. We
support the Review Panel's framework for mergers, rural councils and the
formation of regional organisations. We agree that, over time, the resulting
larger, stronger councils will be able to better and more efficiently deliver
services to their ratepayers.

Therefore, we recommend that councils should consider whether they have
enough scale and strategic capacity before considering whether they meet the
other 3 criteria namely, are financially sustainable, have effective infrastructure
and service management and are efficient. We discuss this issue further in
section 3.2,

Practically, we recommend that the criteria be assessed as follows:

2 See Appendix B.
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1 Exscutive Summary

v Councils which are expected to change structures should provide their plan
for change by June 2015. These councils would not have to show how they
will meet the other criteria until after they have merged.

¥ Councils for which the Review Panel recommended no change (ie, they are
not expected to merge or form a Joint Organisation) should provide their plan
to show how they will meet the other criteria by June 2015.

In relation to the remaining criteria:

¥ For OLG's proposed Financial Sustainability and Effective Infrastructure and
Service Management measures we are generally satisfied that they will
contribute to meeting the Government’s objective of reform. However, we
have proposed a number of amendments to the benchmarks and have
proposed an additional measure for Effective Infrastructure and Service
Delivery - the Debt Service Ratio.

v Efficiency is a measure of the ability of an organisation to effectively use its
inputs to produce outputs. In the strict sense, measuring efficiency requires
data on the number and price of inputs and outputs. For a service industry
such as local government, it is difficult to measure the price of outputs as
many are not traded. The measures typically used, including the one
proposed by OLG, are measures of cost effectiveness not efficiency.

We note that the four criteria reflect what the Review Panel considered to be the
essential elements of an effective system of local government. We consider that if
councils meet these four criteria they would be able to govern effectively, and
have the capacity to both partner with the State and reduce red tape and
bureaucracy for business.

Table 1.1 summarises cur assessment of the four criteria that OLG has developed.
Our detailed assessment is provided in chapter 4 of this report.

Review of criteria for fit for the future IPART
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1 Executive Summary

1.3 Recommendations

Our recomumendations are listed below in the order in which they are discussed
in this report.

Recommendations

1 That the Government refer the assessment of councils’ against the fit for the
future criteria to an independent body. 13

2 That councils be assessed as being fit for the future if they meet the majority
of the benchmarks for the measures in each of the four criteria. 13

3 IPART recommends that the criterion Scale and Capacity be a threshold
criterion that should be assessed before the other criteria. 15

4 IPART recommends: 15

— That councils for which the Review Panel recommended neither merging
nor forming a rural council should submit their plan addressing the other
criteria by 30 June 2015. 15

~ That councils for which the Review Panel recommended either merging or
forming a rural council should provide their plan for change by 30 June
2015. The newly formed organisation would then submit their plan
addressing the other criteria.. . 15

5 IPART recommends that the Government conduct state-wide community
satisfaction surveys annually as an additional measure of effectiveness of
service delivery. The results be published and available for each council in
NSW. 16

6 IPART recommends that the NSW Government adopt the benchmark for the
Scale and Capacity criterion that councils have the scale and capacity
consistent with the recommendations of the Review Panel. 21

7  IPART recommends adoption of the measure Operating Performance Ratio
with the benchmark being amended to a range between an operating deficit
of 3% and an operating surplus of 10% of operating revenues. This measure
should be averaged over 3 years. 25

8 IPART recommends that the definition of the Own Source Revenue Ratic be
amended to rates and annual charges plus user fees and charges divided by
total operating revenue, including capital grants and contributions. 27

9 IPART recommends that the benchmark for the Assets Renewal Ratio be
revised to a renewal ratio of greater than 100%, averaged over three years. 29

IPART Review of criteria for fit for the future
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11

12

13

14

1 Executive Summary

IPART recommends that: 33

— The Infrastructure Backlog Ratio should be subject to adoption of a clear
reporting standard for Special Schedule 7 is established and that this data
is audited as part of councils’ accounts. 33

— Councils should demonstrate an Infrastructure Backlog Ratio of iess than
2%, averaged over three years or improving trends for this ratio. 33

IPART recommends that the Government adopts the proposed measure of
Asset Maintenance Ratio. 33

IPART recommends that the Debt Service Ratio: 36

— Be included for the criterion Effecti\)e Infrastructure and Service
Management. 36

— Have a benchmark of greater than 0% and equal or less than 20% of
operating revenue excluding capital grants and contributions, but the
decision for a council to take on debi would depend on the council's
individual circumstances. 36

That the benchmark for the criterion Efficiency be a downward trend in ‘real
operational expenditure per capita’, based on a decrease in the rolling
average over the last three years, unless: 41

— The council can demonstrate the impact on operational expenses resuliing
from a need for an increase in service levels in line with community
priorities through the Integrated Reporting and Planning process. 41

That to calculate ‘real operafional expenditure per capita’, operational
expenditure be deflated by the Local Government Cost Index. 41

What does the rest of this report cover?

The rest of this report sets out our analysis of the criteria and the implementation
of the framework

v

Section 2 discusses the Government's stated objectives of local government
reform and the context within which we have made our assessment

Section 3 discusses implementation arrangements

Section 4 assesses each of the criteria, identifies likely outcomes and
recommends amendments to the criteria.

Review of criteria for fit for the future IPART
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Policy objective of local government reform

In response to the Review Panel’'s recommendations,® the NSW Government is
undertaking a significant local government reform agenda. OLG advised us that
the Government’s objective for reform is to:

Create strategic and Fit for the Future councils - Councils that are financially
sustainable; efficient; with the capacity to effectively manage infrastructure and
deliver services; the scale, resources and ‘strategic capacity’ to govern effectively and
partner with the State; and has the capacity to reduce red tape and bureaucracy for
business and of a scale and structure that is broadly in line with the Panel's
recommendations.

The Government has requested that IPART undertake a review of the “fit for the
future’ criteria developed by OLG. As stated above, our terms of reference
require us to assess whether each criterion will contribute to meeting the
Government’s stated objectives of local government reform, identify the likely
outcomes of each criterion and recommend amendments to better meet the stated
objectives.5

The Government’s approach to local government reform is based on the findings
and recommendations of the Review Panel. We have therefore developed the
context of our assessment from the Panel’s final report.6 We have drawn the
meaning of key terms and the discussion of ‘fit for the future’ from the Review
Panel findings, but also relied on our own experience with, and current role in
regulating, local government.

The Review Panel noted that its recommendations were based on 12 key themes
related to local government. Box 2.1 lists those themes or objectives we consider
most relevant to our review. In assessing the ‘fit for the future’ criteria we
considered how well the criteria meet these objectives.

3 In April 2012, the Independent Local Government Review Panel was appointed by the NSW
Government to formulate options for a stronger and more effective system of local government.
The Review Panel’s recommendations are contained in its report: Revitalising Local Government,
Final Report, October 2013.

4 See Appendix B.

5 See Appendix A for the full Terms of Reference,

6 NSW Independent Local Government Review Panel, Revitelising Local Government, Final Report,
October 2013.

IPART Review of criteria for fit for the future



2 Policy abjective of local government reform

Box 2.1 Selected key themes from the Review Panel Report
v The overarching imperative to ensure the long-term sustainability and effectiveness of
NSW local government.

¥ The policy focus on strengthening ‘strategic capacity'- ensuring the right structures,
governance models, skills and resources to discharge its responsibilities and realise
its potential.

¥ Tackling the underlying problems of financial weakness and infrastructure backlogs.

v Measures to promote greater ‘fiscal responsibility’ and make associated improvements
to local government's efficiency, accountability and political governance.

v Sironger regional organisations are vital to ensure increased resource sharing and
jolnt planning, and to support vulnerable rural-remote councils.

¥ Structural reform — including council amalgamations — is another component of reform,
notably In metropolitan Sydney.

Source: NSW Independent Local Government Review Panel, Revitalising Local Government, Final Report,
October 2013, p 15.

2.1  Strategic capacity

The Review Panel observed that building a sustainable system of local
government requires ‘strategic capacity’~ both within individual councils and
collectively.

It noted that the concept of strategic capacity highlighted:?

...the need for councils to shift their focus towards a more strategic view of their
operations; to have the ability to respond to the diverse and changing needs of
different communities; and to take on new functions or deliver improved services in
order to meet those needs. This implies a move to larger, more robust organisations
that can generate increased resources through economies of scale and scope, and then
‘plough back’ efficiency gains into infrastructure, sexvices and other benefils for their
communities.

The key elements of strategic capacity, as identified by the Review Panel, are
outlined in Box 2.2,

OLG expects that sustained improvement against each of its proposed criteria,
discussed in Chapter 3, will underpin the strategic capacity of councils over the
long term. This capacity, along with a willingness and commitment to
collaborate with government, communities and industry stakeholders, will create
“fit for the future’ councils.$

7 Ibid, p32.
8  Office of Local Government, Draft Criteria, See Appendix B.

Review of criteria for fit for the future IPART
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2 Policy objective of local government reform

Box 2.2 Key Elements of Strategic Capacity

¥ More robust revenue base.

¥ Scope to undertake new functions and major projects.

¥ Ability to employ wider range of skilled staff.

¥ Knowledge, creativity and innovation.

¥ Advanced skills in strategic planning and policy development.
v Effective regional collabaration.

¥ Credibility for more effective advocacy.

¥ Capable partner for State and Federal agencies.

¥ Resources to cope with complex and unexpected change.

¥ High quality political and managerial leadership.

Source: NSW Independent Local Government Review Panel, Revitalising Local Government, Final Report,
Qctober 2013, p 32.

2.2 Structural reform of local government

The Review Panel considered the research undertaken by the Australian Centre
of Excellence for Local Government? and observed that strategic capacity can be
increased by creating larger units of local government and through regional
collaboration and resource sharing. Any move to larger organisations implies
structural change. The Review Panel considered two central issues related to
structural reform in local government:10

v The need for increased scale and capacity to enable councils to remain
sustainable, provide adequate services, and be valued partners in the system
of government.

v ‘Keeping the local’ in local government so that community identity and local
democracy are maintained.

The Review Panel recommended additional options for local government
structures to accommodate the different needs of communities and regions. It
concluded that amalgamations and boundary changes would be an essential
element of structural reform, but did not advocate a ‘one-size-fits-all” policy. The
expanded set of local government structures are shown in Box 2.3.

The Review Panel has indicated that the recommended changes will lead to a
reduction in the number of local government areas. It observed that the number
of councils in NSW has halved during the past century and expects this trend
will continue. Tt notes:

9 Australian Centre of Excellence, Consolidation in Local Government: A Fresh Look, May 2011,
10 Tbid, p71

IPART Review of criteria for fit for the future



2 Policy objective of local government reform

NSW simply cannot sustain 152 councils; many are highly dependent on grant
support; fiscal imperatives demand efficiencies in government across the board; and
there are shortages of highly-skilled personnel. The shortage of engineers, for
example, is a significant factor limiting the capacity of councils to deal with
infrastructure backlogs.

Taxpayers should not be expected to increase grant funding indefinitely to support
councils that are unnecessarily small, lack capacity and build excessive costs into the
system. Mergers should be pursued where they can make a substantial contribution
to addressing financial problems, reducing fragmentation of resources and
duplication of effort, and building strategic capacity for the long term. Capacity
should be further enhanced through regional collaboration via the new Joint
Organisations.11

Under the Government’s proposed reforms councils will be required to submit a
proposal to demonstrate how they will meet the ‘fit for the future’ criteria by
June 2015.

Box 2.3 Expanded set of local government structures

v

Regional ‘Joint Organisations’ — statutory groupings of local councils established
under the LGA that undertake a range of ‘high-level’ functions on behalf of their
members (the mix of functions can vary from region to region)

L.ocal councils operating along very similar lines to the current provision of the Act,
except for the referral of some regional functions to the new Joint Qrganisations

‘Rural Councils' — a somewhat different type of locat councit, working as part of a Joint
Organisation, and with reduced legislative and compliance responsibilities and a lower
cost base more appropriate to rural-remote areas with small populations

‘Community Boards' ~ elected or appointed sub-council organisations that can carry
out a range of representational, planning and service delivery functions delegated by
the council.

Source; NSW Independent Local Government Review Panel, Revitalising Local Government, Final Report,
Qctober 2013, p 71.

1 Ibid, pp 7 and 72.

Review of criteria for fit for the future IPART
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Implementing the framework

The proposed reforms, including reducing the number of local governments, are
aimed at building a stronger, more effective and financially sustainable local
government sector. Once achieved, the Review Panel expects local government
in NSW will be able to meet the needs of the local community and will have
greater capacity to govern effectively and partner with government and business.

Having determined the need for, and nature of the reform, the government needs
to put in place a framework that will provide incentives for councils to comply.
Although not part of our terms of reference, IPART has considered how this
could be achieved.

This section discusses the framework for reform: including how councils will
meet the criteria; establishing incentives to reform; and the timeframe for reform,

3.1 Framework for reform

The Government's framework for strategic reform aims to ensure that all councils
are ‘fit for the future’. This framework, once implemented, is likely to result in
fewer, but larger, metropolitan councils and new structures (eg, more formal
regional organisations) in regional areas.

We suggest that progress towards the new framework should be undertaken in
two stages. '

Firstly, councils need to determine whether they are of a scale sufficient to enable
them to meet the needs of the local community and have the strategic capacity to
partner with the State to deliver strategic priorities. In determining this, councils
should have regard to the Review Panel’s guidance on which councils within the
metropolitan area should mergel? and other structural recommendations for
councils across the state.13

12 NSW Independent Local Government Review Panel, Revitalising Loeal Government, Final Report,
October 2013, Table 8§ Merger and boundary change options for Sydney metropolitan councils,
pp 104-107 (Reproduced at Appendix C) and Table 6 Options for amalgamating around
regional centres, pp 91-92. (Reproduced at Appendix D)

13 [Ibid, Table 11 Options for non-metropolitan councils, pp 114-116. (Reproduced at Appendix D)

IPART Review of criteria for fit for the future



3 implementing the framework

IPART recommends that councils make this assessment before considering the
other criteria. This will allow councils to develop their plans for becoming ‘fit for
the future” under their new organisational arrangements, rather than developing
financial plans and delivery programs that are superseded by organisational
change.

Secondly, they would need to assess whether the council, or merged councils,
could satisfy the remaining criteria, either independently or as part of a merged
or joint organisation. That is, they would need to demonstrate that the council
could be financially sustainable, manage infrastructure and services effectively
and be efficient in accordance with the criteria discussed in Section 4 of this
report.

The assessment of council (or joint organisation) proposals should be undertaken
by an independent body and should allow for discretion around whether the
proposal meets the criteria as discussed in the next section. IPART considers that
it is well placed to assess each council's proposals against the criteria.

Recommendation

1 That the Government refer the assessment of councils’ against the fit for the
future criteria to an independent body.

3.2 Meeting the criteria

OLG defines a ‘fit for the future’ council as one that meets all of the criteria
benchmarks. This implies that if a council fails on any individual benchmark it
would fail the entire test.

IPART considers that the assessment of whether councils are ‘fit for the future’
should not be so rigid that failing one of many benchmarks would mean an
automatic fail of the whole test. This is because a council may meet the objectives
of the Government to be strategic and ‘fit for the future’ even though it does not
meet all of the benchmarks.

TPART suggests an approach whereby a council can demonstrate that it is “fit for
the future’ if it is able to show that it meets the majority of the benchmarks in all
of the criteria. This would be a simple analysis of each criterion and if the council
achieves the benchmark on the majority of the measures, they pass that criterion.
We recognise that the criteria are mandatory.

Recommendation

2 That councils be assessed as being fit for the future if they meet the majority of
the benchmarks for the measures in each of the four criteria.

Review of criteria for fit for the future IPART
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3 Implementing the framework

3.3 Establishing incentives for reform

Amalgamating two or more local councils is a difficult undertaking which takes
time. From an operational perspective, the key to successful local government
reform will be to develop and apply a robust, simple and effective framework
that encourages councils to embrace the reform.

However, many councils may resist the need for reform. It should be made clear
to councils that change is necessary and that ‘no change” is not an option.
Therefore, the government may wish to contemplate incentives for councils to
reform and sanctions in the event councils choose to take no action.

As well, throughout the process, councils need strong guidance and support to
meet the challenges of reform,

3.4 Timeframe for reform

The terms of reference state that councils will be required to submit a ‘fit for the
future’ proposal to OLG by 30 June 2015. This implies that the Government
expects councils to be able to demonstrate that they will be “fit for the future’ by
then.

We consider that being of the right scale and having strategic capacity are
threshold issues for councils to be ‘fit for the future’. Councils should establish
their new organisational structures before addressing the other criteria of being
financially sustainable, having effective infrastructure and service management
and being efficient. Therefore, what a council has to provide by 30 June 2015
should depend on whether or not they are expected to change its organisational
structure:

¥ Councils, for which the Review Panel recommended that they change
structures (ie merge or form a rural council), should provide their plan for
change by that date. These councils would not have to show how they will
address the other criteria until after they have formed the new organisation.

v Councils, for which the Review Panel recommended no change (ie, they are
not expected to merge or form a rural council), should provide their plan to
show how they will address the other criteria by that date.

TPART considers that this process should not be rushed. IPART is mindful that
councils should have sufficient time to develop their plans and to be in a position
to become ‘fit for the future’.

We note that councils, whether they are to merge or not, will not be able to
achieve the benchmarks for each criteria immediately. To account for this, the
criteria need to allow some flexibility and a transition period. This enables,
merging councils to consolidate their infrastructure and agree on a future path
for reducing infrastructure backlogs consistent with the objectives of the new

IPART Review of criteria for fit for the future



3 Implementing the framework ]

expanded council. The combined resources of the larger area support the ability
of the council to raise a larger amount of council funds and larger amount of debt
in order to fulfil these objectives. The ‘fit for the future’ framework should be
consistent with allowing councils to increase capacity whilst at the same time
moving towards these benchmarks.

Recommendation

3 IPART recommends that the criterion Scale and Capacity be a threshold
criterion that should be assessed before the other criteria.

4 |PART recommends:

— That councils for which the Review Panel recommended neither merging nor
forming a rural council should submit their plan addressing the other criteria
by 30 June 2015.

— That councils for which the Review Panel recommended either merging or
forming a rural council should provide their plan for change by 30 June 2015.
The newly formed organisation would then submit their plan addressing the
other criteria..

3.5 Assessing effective service delivery

The current list of measures does not assess effective service delivery. Given the
role of councils in providing agreed levels of services to their community, a
regular community satisfaction survey concerning infrastructure and service
delivery would provide an ongoing measure of the council’s success in terms of
the Government's stated objectives.

Surveys which cover the qualitative assessment of councils” infrastructure and
service delivery to their communities are important for measuring councils’ track
record in meeting the agreed levels of service identified through their IP&R
process. Without such a measure, the criteria lack a consistent measure with
which to gauge the effectiveness of service delivery. Community satisfaction
surveys have been utilised amongst several NSW councils as well as across
Victorian local government. We propose that a similar model could be
implemented in NSW.

Review of criteria for fit for the future IPART
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3 implementing the framework

A community satisfaction survey would be able to measure the following
elements of the criteria which are not addressed by the proposed measures, ie
whether:

v service delivery unit costs represent value for money to the community

v infrastructure and service delivery meet the needs of communities as
identified in the Integrated Planning & Reporting process

¥ the council has a successful track record in prioritizing resources, delivering
infrastructure and operational programs and projects on time and to budget.

As is currently the case in Victoria, the survey should be administered by the
State Government to ensure consistency across the State.

Community feedback is difficult to quantify, however the model used by the
Victorian Department of Infrastructure and Services applies satisfaction ratings
to each segment of local government services and generates an overall index for
each council and council area.

Through this process, councils are able to assess their strengths and weaknesses
in relation to their service delivery for their community. This ensures councils
are able to work towards improving and maintaining their strength in key areas,
based on thé community response. This ensures a mote robust democratic
process and an important level of transparency in community consultation.

This implies that a “fit for the future’ council is one which is actively engaged in
measuring its service effectiveness for its community. The public reporting
process of results for councils across the State may act as a strong incentive for
councils to continue improving their satisfaction ratings.

Recommendation

5 IPART recommends that the Govemment conduct state-wide community
satisfaction surveys annually as an additional measure of effectiveness of
service delivery. The results be published and available for each council in
NSW.

IPART Review of ¢riteria for fit for the future



Assessment of criteria

OLG provided us with four draft criteria to review:
¥ scale and capacity

v financial sustainability

4

effective infrastructure and service management

v efficiency.

We have assessed these criteria and the measures for assessing them against the
stated objective of reform discussed in the previous section.

We have identified the likely outcomes of each criterion and, where appropriate,
recommended amendments to the criteria.

41 IPART approach

As noted in Section 1.2, in our view, Scale and Capacity is a threshold issue and
therefore the first criterion that council proposals should address. We have
recommended a 2-stage approach to the ‘fit for the future’ agenda.

The Review Panel has explicitly recommended a number of mergers and better
collaboration amongst rural councils, through the establishment of Joint
Organisations, to address the issues of scale and strategic capacity 4

Councils should identify as a first step, how they can implement the changes
consistent with the Review Panel's recommended mergers and restructures,
where applicable. Following this, councils should assess if they are ‘fit for the
future” against the other criteria.

In the following sections we provide further detail on our assessment of each
criterion, its definition, measures and benchmarks and our suggested 2-stage
implementation approach to the ‘fit for the future’ reform agenda.

U NSW Independent Local Government Review Panel, Revitalising Local Government, Final Report,
October 2013, pp 104-109, 114-122.

Review of criteria for fit for the future IPART
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4 Assessment of criteria

4.2 Criterion - Scale and Capacity

Ensuring that councils have the right scale, resources and strategic capacity will
enable them to govern effectively and parimer with the State to provide better
services and reduce red tape and bureaucracy for business.

4.21 OLG criteria

OLG has proposed that the criterion Scale and Capacity should be measured by
councils having the scale and capacity broadly in line with the recommendations
of the Review Panel. This means that councils would need to adopt the
recommendations of the Review Panel to merge or enter into other arrangements
with surrounding councils.

4.2.2 IPART comments on the criterion

We agree with this approach. We note that the Review Panel concluded that
“creating a sustainable system that can cope with the challenges of a changing
world must involve some reduction in the number of local government areas.”15
The Review panel concluded that 34 councils in Greater Sydney (including
Gosford / Wyong), Newcastle and lllawarra did not have sufficient scale. Further,
the Review Panel concluded that 50 rural and regional councils did not have
sufficient scale.

We recognise that the success of the approach depends on the extent to which
councils voluntarily merge or enter into arrangements with their neighbours.

The Review Panel’s approach recognises that one size does not fit all situations.
Therefore, the Review Panel developed the following hierarchy:

¥ Sydney Metro councils - merge or stand alone. The Review Panel
recommended council mergers to create 18 councils in metropolitan Sydney
and the merger of Gosford and Wyong Councils, and of Newcastle and Lake
Macquarie Councils.

¥ Regional centres - establish larger regional centres beyond Greater Sydney by
merging some councils that are around a regional centre. This would
establish a network of regional centres with the scale and capacity to drive
growth in regional NSW, facilitate the exchange of information and strengthen
liaison with key State and Federal agencies.

¥ Rural councils - retain local councils. Councils would refer select regional
functions to Joint Organisations. The core functions of Joint Organisations are
listed in Box 4.1.

15 Ibid, p72

IPART Review of criteria for fit for the future
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Box 4.1 Proposed core functions of joint organisatibns

Strategic regional and sub-regional planning.

Inter-government relations and regional advocacy.

Information and technical exchanges between member councils.

Activities of existing County Councils.

Regional alliances of local government water utilities.

Road network planning and major projects (through Regional Roads Groups).
Collaboration with State and federal agencies in infrastructure and service provision.

Strategic procurement (which can also include accessing state-wide contracts and
arrangements).

Other joint activities specified in the proclamation, such as major infrastructure
projects, regional wast and environmental management (including weeds and
floodplain management), regional economic development, regional library services
and ‘high level' corporate services or 'back office’ functions.

Source: NSW Independent Local Government Review Panel, Revitalising Local Government, Final Report,
October 2013, p 83.

IPART notes that the Review Panel did extensive research into the approach for

. establishing the councils with the right scale and strategic capacity before

preparing its final report. Using a number of criteria {see Box 4.2) the Review
Panel proposed strategies for each council to ensure that it is able to have the
correct scale and strategic capacity.

The Review Panel emphasised that focusing on scale would ensure:

v

Greater capacity to leverage operational and administrative efficiencies,
thereby improving service delivery and the potential {o sustainably fund
infrastructure renewal.

Improved execution of projects and initiatives that span across councils,

Greater capacity to mobilise resources to engage with stakeholders, including
communities, across councils, across government and with industry.

However, merging a number of financially unsustainable councils will do little
more than produce a larger financially unsustainable council. This new larger
council will need to take additional action fo become financially sustainable.
IPART acknowledges that this will take time.

Review of criteria for fit for the future IPART
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4 Assessment of criteria

Box 4.2 Criteria for determining future local government boundaries

v

Sustainability and Strategic Capacity

Councils need a strong base to ensure their long-term sustainability; to achieve
economies of scale and scope; to deliver quality services; to provide a pool of talented
councillor candidates; to attract skilled staff, and to develop strategic capacity in
governance, advocacy, planning, and management.

Efficiency and Effectiveness

Councils should be able to operate efficiently and effectively within the limits imposed
by their locafion, geography and the characteristics of the communities they serve.
They should be able to provide ‘value for money' to their ratepayers and external
funding agencies.

Integrated Planning

Local government area (LGA) boundaries should not unnecessarily divide areas with
strong economic and social inter-relationships; they should facilitate integrated
planning, coordinated service delivery, and regional development.

Local Identity and Sense of Place

Consistent with the need for integrated planning, boundaries should reflect a sense of
identity and place, including important historical and traditional values. (Mowever,
other mechanisms available to maintain local identity should be taken into account.}

Population Growth

The boundaries of a LGA should be able to accommodate projected population growth
generated by the LGA over at least the next 25 years.

Accessibility

As a general rule, it should be possible to drive to the boundaries of a LGA from a
main administration centre within 60-20 minutes in country areas, and within 30 to 45
minutes in metropolitan areas.

Strong Centre

Each LGA should have a substantial population cenfre that can provide higher order
commercial, administrative, education, health and cther services.

Key Infrastructure

As far as possible, key transport infrastructure such as airports and ports, and those
nearby urban and regional centres that are principal destination points, should be
within the same LGA.

Combining Existing Municipalities

Wherever practicable, amalgamations should combine the whole of two or more
existing LGAs without the additional cost and disruption of associated boundary
adjustments.

Source: NSW Independent Local Government Review Panel, Revitalising Local Governmant, p 76,
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4.2.3 IPART Recommendations

IPART considers that being of the right scale and having strategic capacity are
threshold issues for councils to be ‘fit for the future’. Being of the right scale is a
key component to having strategic capacity as it will enable councils to benefit
from economies of scale and scope and be better able to provide infrastructure
and services to their communities.

Therefore, councils need to address the scale criterion before considering how to
address the other criteria:

v Councils which are expected to merge should provide their plan for merging,
These councils would not have to show how they will meet the other criteria
until after they have merged.

¥ Council for which the Review Panel recommended no change (ie, they are not
expected to merge or form a Joint Organisation) should provide their plan to
show how they will meet the other criteria.

Appendices C and D reproduce the Review Panel's recommendations for
addressing scale for the NSW councils.

Recommendation

6 IPART recommends that the NSW Government adopt the benchmark for the
Scale and Capacity criterion that councils have the scaie and capacity consistent
with the recommendations of the Review Panel.

4,3 Criterion - Financial sustainability

OLG has proposed measures for local government financial sustainability based
on a definition developed by TCorp. This assesses councils to be financially
sustainable when they can generate sufficient funds over the long term to
provide the planned level and scope of services and infrastructure for
communities as identified through the Integrated Planning and Reporting
process.

To demonstrate financial sustainability, OLG considers that councils should
provide evidence that:

v resources are prioritised and allocated based on an understanding of strategic
requirements and community needs through the Integrated Planning and
Reporting process

¥ high priority operating and capital expenditure programs are managed and
delivered with stability and predictability in the overall revenue burden
v resource allocation for service and infrastructure investment is based on an

equitable distribution of the revenue burden (rates, user fees, charges and
other income) for current and future generations (of ratepayers)

Review of criteria for fit for the future 1PART
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4 Assessment of criteria

v they can achieve an operating surplus.

4.3.1 WMeasurement of financial sustainability

OLG identified three measures to ensure that the criteria were relevant, robust
and applicable to local government.

¥ Operating Performance ratio
¥ Own-source ‘Operating’ Revenue ratio

¥ Building and Infrastructure Asset Renewal ratio.
Importantly, two key considerations were adopted in this process.

Firstly, OLG sought to develop a simple set of measures that are defendable and
provide insights inte councils” performance. Secondly, the benchmarks and
comparisons were required to be fair and a reasonable basis to underpin
assessments of councils’ performance for the ‘fit for the future’ framework.

This report reviews the three measures of financial sustainability referred to
above.

In assessing OLG's proposed measures to assess councils’ financial sustainability
we have assumed:

v The benchmarks are intended to measure performance on a common basis
across all councils and all classifications of councils. This implies assessing
and monitoring the performance of councils’ General Fund and not their
Consolidated Fund which, for some councils, includes other activities such as
water and sewcrage,

v Alternatively, if councils’ water and sewerage activities are to be included
within the ‘fit for the future’ framework, it is assumed that the measures will
be applied separately to councils’ Water and Sewerage Fund and to the
General Fund, respectively. These measures and benchmarks are not to be
applied to councils’ Consolidated Fund {combined General, Water and
Sewerage Funds), as this performance would not be assessed on a consistent
basis across councils.

4.3.2 The Operating Performance Ratio

The operating performance ratio is sometimes referred to as the operating
balance ratio.

The operating performance ratio is calculated by dividing operating revenue,
excluding capital grants and contributions less operating expenses, by operating
revenue, excluding capital grants and contributions. The result is usually
expressed as a percentage.

IPART Review of criteria for fit for the future



4 Assessment of criteria

The benchmark proposed by OLG for the cperating performance ratio is that
“councils should have an operating surplus or better, to maintain financial
sustainability” .16

We consider that operating performance ratio is a key measure of financial
sustainability and is fundamental for councils to be ‘fit for the future’. This is
because the operating performance ratio:

¥ Broadly supports the Government's objective that financially sustainable
councils are generally able to generate sufficient funds to meet expenditure
requirements for the delivery of services and infrastructure.

v Provides a clear focus on councils’ capacity to meet on-going expenditures
through operating (non-capital) revenues.

v Is an important measure of operating cost recovery. It reflects the extent to
which the costs of current works and services are being funded by current
ratepayers.

IPART Comment on OLG's measure

An operating deficit may be appropriate in the short-term but not in the longer
term. Sustained operating deficits indicate that a council may be funding some
of its current operations through capital grants and contributions and/or
additional debt, possibly at the expense of future generations of ratepayers.

A break-even operating performance ratio indicates that a council can fund asset
maintenance and renewals required by the consumption of assets ie, as measured
by depreciation. This enables capital grants and contributions to remain
available to fund infrastructure renewals and/or asset upgrades as these are
tequired. However, a surplus operating result would be required to reduce
infrastructure backlogs.

A council with a positive operating balance ie, operating surplus, will be able to
fund required maintenance as well as depreciation (renewal) expenses. Capital
revenues (ie, capital grants and contributions) will be able to be retained to fund
capex. This would include funding for asset renewals to reduce infrastructure
backlogs or upgrade or purchase new assets, as required.

We note that this measure is highly sensitive to how councils estimate
depreciation expenses as this is often a high proportion of total expenses.
Assumptions that underpin estimates of depreciation may vary significantly over
time and across similar councils. Depreciation is an accounting estimate of the
consumption of the asset during its useful life. However, it does not always
accurately reflect the actual degradation pattern of the asset and therefore can be
inaccurate.

1% OLG, p13.

Review of criteria for fit for the future IPART
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We also note that changes in performance assessed through this measure are
likely to be affected by the following factors:

v Expansion in a council’s role, either by its own policy choices democratically
determined or by devolution from another level of government.

v Increases in significant costs (for example, construction) that are non-
controllable by a council. In some cases, special or unique cost pressures are
faced by councils located in relatively remote areas.

v Changes in the community’s demographic profile, such as an ageing
population, which may induce significant increases in council expenditures in
terms of services and/ or staffing,

¥ The relative socio-economic disadvantage of the LGA. Often these councils
experience a combination of a greater reliance by communities upon council
(and other government) services and low average household incomes. The
former may impact significantly upon the level of a council’s expenditures
while the latter will often flow through to a higher proportion of outstanding
rates, This reduces the recovery of rates revenues. Combined, these factors
contribute to higher operating deficits.

v Unforeseeable events, such as natural disasters. Depending upon their
frequency and severity, these events may seriously impact upon a council’s
financial performance over several years.

Likely outcomes of this measure for OLG's stated objectives
Data provided by OLG on the sector’s current performance indicates that over

the 2010-13 period:

v NSW councils averaged a negative operating performance ratio ie, operating
deficits of approximately 6% of operating revenue

¥ metropolitan councils averaged deficits of about 2.5% of operating revenues

v regional and rural councils averaged operating deficits of approximately 7%
and 7.5%, respectively.

We note that:

¥ neither metropolitan, regional nor rural councils have achieved the desired
operating surplus benchmark for this measure

v the reported performance varies quite markedly between metropolitan and
regional/rural councils

¥ metropolitan councils” operating deficits are typically small and operating
surpluses are likely to be relatively commonplace.

IPART Review of criteria for fit for the future
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Other observations and recommendations

The current benchmark (‘an operating surplus or better’) does not provide
flexibility for small deficits (within 3% of operating revenues), or a break-even
operating result. Further, the benchmark requires councils” operating revenues
to exceed operating expenses in every year.

In contrast, TCorp’s approach provided the flexibility for councils to achieve the
benchmark over the short term ie, 3 years. This is more achievable in practice. It
would also demonstrate whether a council has the capacity to absorb most
financial shocks.1?

We consider that operating surpluses, as with operating deficits, need to be kept
within a target range e, an upper limit not exceeding 10% of operating revenues.
This approach is similar to that used in some other states and avoids rates being
increased above that absolutely necessary to maintain financial health.18 Very
high operating surpluses accompanied by high and growing cash balances may
indicate the capacity for a council to reduce revenues from current ratepayers.

Recommendation

7 IPART recommends adoption of the measure Qperating Performance Ratio with
the benchmark being amended to a range betwesn an operating deficit of 3%
and an operating surplus of 10% of operating revenues. This measure should
be averaged over 3 years.

4.3.3 The Own-Source Operating Revenue Ratio
COLG proposes own-source revenue ratio be calculated as “rates, utilities and
charges divided by operating revenue, including capital grants and

contributions.

The proposed measure is similar to the often used ‘rates coverage ratio’,

17 NSW Treasury Corporation (FCorp) - Financiel Sustainability of the NSW Local Government Secfor,
Appendix 1, Ratings and Definitions, April 2013, TCerp found that a council could be accorded a
‘strong’ financial sustainability rating where “It generally has a record of operating surpluses
and may occasionally report minor operating deficits... (and)...is able to address its operating
deficits.....and any adverse changes in its business with minor revenue and/or expense
adjustments.”

18 The South Australian Local Government Association considers that should a council wish to
target a very large operating surplus it needs to be equally clear about, and articulate, its
reasons for doing so. This course of action would mean that the council is setting rates and/or
other fees and charges at levels well in excess of recorded costs and this has negative
implications for its community in terms of intergenerational equity. There may nevertheless be
compelling reasons for such a strategy. For example the council may have run significant
operating deficits in the past and have impending major asset replacement needs in excess of a
prudent borrowing level. The Council may wish to build up financial assets or reduce existing
liabilities to help it, in the future, fund this impending need. Refer to Targets for Local
Government Financial Indicators, Local Government Association, South Australia, March 2007,

p3.
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We consider that the own-source revenue ratio measures the degree of reliance
that a council has on external funding sources such as grants and {developer)
contributions. Councils’ financial flexibility for funding services and capital
works rises as their reliance upon external funding sources is reduced.

OLG has adopted a benchmark for own-source revenue to be greater than 60% of
operating revenue averaged over a three-year period.

IPART Comment cn OLG's measure

This benchmark is similar to that developed by TCorp. However, TCorp also
considers many rural councils are unlikely to achieve the same level of own
source revenue as an urban council due to their limited rate base. Further, urban
councils should have a much higher own source revenue ratio as these councils
not only have access to a larger rate base, but also (have greater) ability to raise
income from other services such as car parking,19

The measure reflects fiscal flexibility and robustness as it measures the
percentage of ordinary income that is directly controlled by the council,

We consider that own-source revenues, including user fees and charges:

¥ Provide a council with the financial stability to adjust its operating and capital
spending (and not just the former), to meet planned expenditure requirements
and respond to unexpected events.

v Are associated with strong financial sustainability in cases where rates
revenues are equivalent to 50% or more of total revenue (ie, equivalent to
own-source revermes of about 65%). Low and/or falling financial
sustainability is often associated with councils with an own-source revenue
ratio of less than 33% of total revenue.20

¥ Have historically been more reliable and less volatile than revenue from other
sources such as government grants and contributions from developers.

Likely outcomes of this measure for OLG's stated objectives

Data provided on the sector’s current performance indicates that over 2010-13:

¥ NSW councils averaged an own-source revenue ratio of just under 60% ie,
marginally below the benchmark

¥ metropolitan councils averaged own-source revenue of about 70% of revenues
ie, well above the benchmark of 60%

19 NSW Treasury Corporation (TCorp) - Financial Sustainability of the NSW Local Government Seclor,
April 2013, p 22. On this basis, metropolitan councils should have own-source revenue in excess
of 80% of operating revenues although, for simplicity, a uniform benchmark of 60% is used
{across all councils).

20 IPART, Review Framework for Local Government - Final Report, December 2009, p 100.

IPART Review of criteria for fit for the future



4 Assessment of criteria

¥ regional councils averaged own-source revenue of more than 60%

¥ rural councils averaged own-source revenue of about 50%.

Based on data provided by OLG we note that rural councils, as a group, have not
achieved the benchmark for the own-source revenue ratio. However,
metropalitan and regional councils have generally met the benchmark for this
measure,

Other observations and recommendations

While a high own-source revenue ratic of more than 60% may be desirable in
terms of financial flexibility, it is uncertain if it is generally necessary to achieve
financial sustainability. This will also depend upon the level and reliability of
other revenue sources, eg, operating grants, as well as expenditure levels over
time,

We note that the results of using this measure, as proposed by TCorp, are highly
sensitive to trends in councils’ capital grants and contributions, These are
notoriously lumpy and variable over time. This is likely to mean that the results
produced by this measure will not entirely be consistent across councils and
across time.

We also recommend that this measure be referred to as the ‘Own-source Revenue
ratio (and not own-source ‘operating’ revenue). This would provide a clearer
statement that the own-source revenue ratio is intended to embrace financial
flexibility with regards to capital expenses as well as operating expenses, and not
solely the latter. This is also why the calculation method includes capital grants
and contributions in the denominator.

Also, some additional clarity needs to be provided to support the use of the term
‘utilities” within the proposed calculation method. We assume that this excludes
water and sewerage revenues, as discussed above within section 4.3.1,

Finally, it is not clear whether the calculation method for this measure includes
user fees and charges. User fees and charges eg, parking fees, conceptually form
part of own-source revenues. Exclusion of these fees and charges would have the
effect of not recognising a significant contributor to the existing financial
flexibility of councils and councils” deciston making autonomy.

Recommendation

8 IPART recommends that the definition of the Own Source Revenue Ratio be
amended to rates and annual charges plus user fees and charges divided by
total operating revenue, including capital grants and contributions.

Review of criteria for fit for the future IPART
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4.3.4 The Building and Infrastructure Asset Renewal Ratio

OLG proposes that the building and infrastructure asset renewal ratioc be
calculated by dividing a council’s renewals expenditure on building and
infrastructure assets by depreciation expenses.t

The depreciation expense is generally seen as a measure of asset deterioration or
consumption.

A renewal ratio benchmark of greater than 100% is proposed by the OLG. A
ratio of 100% indicates that expenditure on asset renewals matches the cost of

.asset deterioration for the year. A ratio of below 100% indicates an increasing

infrastructure backlog as existing assets are deteriorating faster than they are
being renewed. A renewals ratio above 100% indicates a diminishing backlog.

We consider the renewal ratio:

¥ represents the replacement or refurbishment of existing assets to an equivalent
capacity or performance, as opposed to the acquisition of new assets or the
refurbishment of old assets that increase capacity or performance2

v measures the rate of capital renewal against the rate of asset consumption or
deterioration ie, as measured by depreciation expense

v is a consistent measure that can be applied across councils of different size and
location

v is a well-established measure of performance within the sector and is already
reported within council’s published financial statements.

21 Renewal or extension of the economic {or operating} life of infrastructure assets (such as a local
road network with an operating life of 50 years), includes in some cases expenditure of a
relatively short term in nature (for example, road re-sealing treatments every 7 to 12 years). At
other times, refurbishment of the asset may involve longer term expenditure (such as road re-
consiruction every 20 to 25 years). Overall, a council’s renewals expenditure program will
include a mix of short and long term expenditures.

22 The renewals ratio measures the extent to which councils renewal spending refreshes an
existing asset’s economic life to what it was originally. The renewal of assets does not include
the refurbishment of existing assets where this enhances the capacity or quality of performance
of those assets above their ‘as new’ levels. Nor does it include the acquisition of new assets
where these deliver an enhanced level of service.

IPART Review of criteria for fit for the future
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Likely cutcomes of this measure for OLG's stated objectives

Data provided on the sector’s current performance indicates that over 2010-13:

v NSW councils averaged an renewals ratio of approximately 70% ie, well below
the benchmark of 100%

v metropolitan councils also averaged an renewals ratio of about 70%
* regional councils averaged an renewals ratio of just less than 70%

v rural councils averaged an renewals ratio of just over 70%.

Other observations and recommendations

We note that the use of the renewals ratio is reliant upon accurate cost estimates
and management of renewals capital expenditure, ie highly developed asset
management planning systems. These plans need to define the service levels
provided by each asset and be supported by update budgeted schedules of asset
maintenance, tenewal and replacement.

The results of using this measure are highly sensitive to how councils estimate
depreciation expenses. Assumptions that underpin estimates of depreciation
may vary significantly over time and across similar councils. Depreciation is an
accounting estimate of the consumption of the asset during its useful life.
However, it does not always accurately reflect the actual degradation pattern of
the asset and therefore can be inaccurate.

OLG proposes that councils’” renewals expenditure exceed depreciation expenses
in every year. We propose that the benchmark for this measure be amended so
that assessment is based on performance of the renewals ratio averaged over
three years. As capital expenditures are bulky and often lagged, a three-year
period for the asset renewals ratio is more practically feasible. It also contributes
to performance assessment being less reactive and volatile than would be the
case with a benchmark that is limited to snapshots of single year performance.

Performance averaged over three years is more responsive in reflecting emerging
renewals expenditure trends than performance averaged over a longer period,
say five years,

Recommendation

9 |PART recommends that the benchmark for the Assets Renewal Ratlo be
revised to a renewal ratio of greater than 100%, averaged aver three years.

Review of criteria for fit for the future IPART
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4.4  Criterion - Effective infrastructure and service provision

OLG proposes that an effective council plans, designs, manages and delivers
infrastructure and services in ways that optimize use of financial, human and
natural resources to meet current and future needs. OLG also proposes that
council decisions regarding current and planned infrastructure and services
should be undertaken in a transparent fashion.

We consider that to demonstrate effective infrastructure and service
management, councils should provide evidence that:

¥ a strategy is in place that identifies infrastructure requirements based on
analysis of existing provision and future need

v development, maintenance and renewal of infrastructure assets appropriately
leverages operation and capital resources, funded by a combination of council
finances and borrowing to reduce any backlog

¥ it has a track record of success in working strategically with partners to
deliver cost effective services that leverage opportunities of scale and scope

v service delivery unit costs represent value for money to the community

v infrastructure and service delivery meets the needs of communities as
identified in the Integrated Planning & Reporting process

v it has a successful track record in prioritizing resources, delivering
infrastructure and operational programs and projects on time and to budget.

4.4.1 Measurement of effective infrastructure and service management

OLG has suggested two measures to assess this criterion:
v Infrastructure backlog ratio.

v Asset maintenance ratio.

We have made the following observations regarding this criterion:

v it is essential that councils prepare Asset Management Plans and Delivery
Programs to ensure good infrastructure management

¥ a measure is required that will combine the use of council finances and
borrowings to reduce backlogs

¥ the criterion refers to service management but the selected measures do not
assess service management.

IPART Review of criteria for fit for the future
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This report reviews the two suggested ratios for effective infrastructure and
service management. These both measure infrastructure delivery. Effective
service delivery would also be supported by use of a community survey along
the lines of that discussed in section 3.5.

IPART proposes adding a new measure for infrastructure financing, ie, the debt
service ratio. This would ensure that councils consider whether they leverage
their finances with borrowings to reduce infrastructure backlogs.

4.4.2 Infrastructure Backlog Ratio

The infrastructure backlog ratio measures the estimated cost to bring assets to a
satisfactory condition divided by total infrastructure, building, other structure
and depreciable land improvement assets.

The draft benchmark for the infrastructure backlog ratio is less than 2% on
average over three years.

We consider this measure:

v identifies whether councils are able to reduce their infrastructure backlogs and
maintain them within acceptable levels

v can be applied across councils of different size and location.

IPART commenits on this measure

OLG considers that the infrastructure backlog ratio is a consistent measure that
can be applied across councils of different sizes and locations. However, the data
source for this measure is Special Schedule 7 in council’s accounts, which is not
an audited item and is therefore not consistent across councils. This is because
there is a significant degree of variability between councils regarding how items
in Special Schedule 7 are measured. However, it remains the best available
source of data for this measure to ensure coverage of all councils.

As Special Schedule 7 is current unaudited, we propose that this measure should
only be included if accompanied by a mandate for councils to audit this data.
This ensures consistency across councils.

The TCorp benchmark of less than 2% is an ambitious target for councils, which
may be difficult for many councils to meet over the long term without significant
revisions to their asset base or revenue. We propose that this measure is assessed
in a discretionary manner, which allows councils that do not meet the
benchmark, to demonstrate they are moving towards it.

The reliability of data for this measure varies significantly between councils. As
a result, use of this measure should be accompanied by guidance for councils on
how to estimate infrastructure backlogs and link these through its IP&R process.

Review of criteria for fit for the future IPART
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Likely outcomes of this measure for OLG’s stated objectives

OLG data for the period 2010-2013 indicates that:
¥ 6% of councils meet or exceed the benchmark of 2%
¥ 94% of councils do not meet the benchmark,

This indicates a significant increase in capacity is needed for councils to reduce
backlogs to less than 2%

Future amalgamations of councils may in fact deteriorate council measures of
backlogs in the short term, whilst also increasing capacity to undertake capital
works using debt. For example, a council with relatively small backlogs merging
with a council which has a large backlog, may create a new council with a large
backlog.

To account for this, the criteria need to allow some flexibility and a transition
period. This enables merging councils to consolidate their infrastructure and
agree on a future path for reducing infrastructure backlogs consistent with the
objectives of the new council area. The combined resources of the larger area
support the ability of the council to raise a larger amount of council funds and
larger amount of debt in order to fulfil these objectives. The ‘fit for the future’
framework should be consistent with allowing councils to increase capacity
whilst at the same time moving towards these benchmarks.

However, without a consistent measure of backlogs, the level of the proposed
benchmark is not a robust figure. The significant reliability issues with data on
backlogs may provide councils with an incentive to revise or reduce
infrastructure standards to meet the benchmark., Without clear guidance, some
councils may also misclassify capital works as operational costs.

To avoid these issues, there needs to be a corresponding shift towards consistent
measurement across councils, which includes introducing auditing standards for
Special Schedule 7. The criteria should also include measures of both operational
and capital sustainability which should be considered along with infrastructure
backlog, to determine whether councils meet an overall assessment, as opposed
to focusing on specific measures.

Other observations and recommendations

We propose the benchmark should only be adopted if a clear reporting standard
for Special Schedule 7 is adopted and that this data is audited as part of council’s
accounts.

We also propose this benchmark should be applied in a discretionary manner,
which allows councils to demonstrate they are moving towards the benchmark.

IPART Review of criteria for fit for the future
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This allows time for councils to adjust to the new measures and deal with the
increased costs of reform in the short term.

Recommendation
10 IPART recommends that:

— The Infrastructure Backlog Ratio should be subject to adoption of a clear
reporting standard for Special Schedule 7 is established and that this data is
audited as part of councils’ accounts.

— Councils should demonstrate an Infrastructure Backlog Ratio of less than 2%
averaged over three years or improving trends for this ratio.

4.4.3 Asset Maintenance Ratio

The Asset Maintenance ratio reflects the actual asset maintenance expenditure
relative to the required asset maintenance. The ratio provides a measure of the
rate of asset degradation (or renewal) as it shows whether a council is fulfilling
all maintenance requirements, or allowing some assets to degrade. This measure
was also used by TCorp in its analysis.

TCorp adopted a benchmark of greater than 1, which implies that asset
maintenance expenditure meets or exceeds the requirements (and therefore the
council is maintaining or reducing its infrastructure backlog).

IPART Comment on OLG's measure

We agree with the benchmark. The benchmark of greater than 1 is a good
indication of whether a council is maintaining or reducing its infrastructure
backlogs. A ratio below 1 indicates a potentially increasing infrastructure
backlog,

Likely outcomes of this measure for OLG’s stated objectives

According to OLG data for the period 2010-2013, only 19% of councils meet or
exceed the benchmark. These are mostly metropolitan councils, which suggests
that there is little need for change amongst this group of councils,

Regional and rural councils generally do not meet this benchmark. This suggests
that these councils require significant sector-wide reform or planning in order to
meet maintenance commitments,

Recommendation

11 IPART recommends that the Government adopts the proposed measure of
Asset Maintenance Ratio.

Review of criteria for fit for the future IPART
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4.4.4 Debt service ratio

We propose the inclusion of an additional measure which assesses the
appropriate and affordable level of debt servicing by councils.

The current list of measures for this criterion does not include a measure aimed
at addressing whether councils use a combination of council finances and
borrowings to reduce any backlog.

Appropriately used, debt enables the benefits and costs of long-life assets to be
shared equitably between current and future generations of ratepayers. In
contrast, continuation of low debt levels within the sector will likely mean that
councils will need to increase the revenue (ie, rates and user charges) burden on
current ratepayers, if they are to partner the State Government in infrastructure
investments. As these investments will also benefit future ratepayers, the cost of
these projects should be shared across the generations.

We consider the take up of loan borrowings will be integral to “fit for the future’

councils possessing sufficient strategic capacity to partner the State Government.
Therefore, a measure to guide sustainable debt servicing should be included.

IPART's proposed measure

The debt service ratio equals:

debt service expense

operating revenue
(excluding capital grants and contributions)

Debt service expenses include interest expenses and principal repayments.

We prefer the debt service ratio to the interest cover and debt to equity ratios.
These ratios are not widely used within the sector and are more familiar to
market sector organisations, including state owned corporations. It is also
difficult to establish an appropriate benchmark for the debt to equity ratio within
general government entities, such as councils.

[PART’s Proposed Benchmark

The benchmark for this measure is greater than zero and less than 20% of
operating revenue, averaged over a three-year period,

Assessment of this ratio would depend upon, firstly, whether a council has a
capital investment program. Small or irregular capital expenditures or those for
relatively short lived assets (less than 10 years), are not likely to provide
significant benefits to future generations of ratepayers to justify additional
borrowings.
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Secondly, assessment of the debt service ratio needs to occur within the context
of other elements of a council’s financial performance, such as its operating
balance. Councils with sustained large operating deficits (say, greater than 5% of
operating revenues), are not likely to be in the situation to finance significant
additional loan borrowings. Similarly, for a well resourced council, a debt
service ratio above 20% does not necessarily mean it is over committing its
operating revenue to loan repayments.

IPART Comment on this measure

Achieving capital sustainability in an inter-generationally equitable manner
generally involves the use of some debt. A very low or zero debt service ratio is
generally not appropriate for a council undertaking new capital expenditure for
long life infrastructure assets. This is because the funding burden for long life
assets is placed on current ratepayers and not shared with future ratepayers who
will also benefit from these assets, Current and future generations of ratepayers
should equitably share in both the costs and benefits of such long-life
infrastructure. This is achieved by the use of debt.

If a council is using debt to partly fund new, renewed or upgraded long life
infrastructure assets, this is likely to be prudent, sustainable and contribute
significantly to its strategic capacity to fund major investment projects, provided
the council has the financial capacity to service the debt i.e. has an operating
performance ratio within the benchmark range.

Councils that do not have the capacity to make such borrowings are usually
unlikely to be financially sustainable. For example, a council with a very small
rates base and large operating deficits will not have the capacity to undertake
debt. Under the ‘fit for the future’ framework, we anticipate that financially
unsustainable councils will be encouraged to merge or reform to achieve strategic

capacity.
Likely cutcomes of this measure for OLG'’s stated objectives

Many NSW councils, including metropolitan councils, do not currently meet the
benchmark and have zero debt. Generally, many councils in both urban and
regional NSW have avoided debt to minimise interest expenses in the short term.
In doing so, ratepayers have often incurred higher rates than necessary to fund
long-life capital investment and/or councils have delayed required asset
renewals. This has contributed to increasing infrastructure backlogs. The
courcils that have made balanced use of debt are often urban-fringe councils
with rapidly growing communities that have made necessary major investments
in new and upgraded infrastructure.

Based on our research to date, the outcome of applying this measure and
benchmark would show most NSW councils do not use appropriate levels of
debt to fund long lived infrastructure. This is due to a combination of some

Review of criteria for fit for the future IPART
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councils being financially unsustainable (and therefore lacking the capacity to
take on debt} and a general avoidance of debt as described above. This supports
the view that reform of NSW councils is required in order to guide councils
towards responsible funding of long lived assets. Using the debt service ratio
benchmark in assessing whether councils are “fit for the future’ will ensure that
councils that are planning to merge or reform are encouraged to employ best
practice when forming plans to reduce infrastructure backlogs and achieve
strategic capacity.

Other ohservations and recommendations

We recommend the debt service ratio measure and benchmark be included
within the “fit for the future’ framework as an additional measure of effectiveness
of infrastructure management.

We note that some councils ie, those with sustained large operating deficits (say,
greater than 5% of operating revenues), or with a very small rates base are not in
likely to be in the situation where they can afford significant loan borrowings.

However, we consider that reasonable levels of debt will be an important
contributor to the strategic capacity of councils and will be fundamentally
necessary if councils are to partner the State and industry in providing major
investments in infrastructure.  Debt financing is important to enable
infrastructure investment to be delivered in a way that equitably distributes the
costs and benefits between current and future ratepayers.

Recommendation
12 IPART recommends that the Debt Service Ratio:

~ Be included for the criterion Effective Infrastructure and Service Management.

- Have a benchmark of greater than 0% and equal or less than 20% of
operating revenue excluding capital grants and contributions, but the decision
for a council to take on debt would depend on the council's individual
circumstances.

4.5 Criterion - Efficiency
OLG considers that improvements in efficiency will be fundamental to “fit for the
tuture” councils and will contribute to:

¥ minimising unnecessary burden on business and the community that may
arise through service delivery pathways, and

v maximising the focus on the customer, thereby improving front-line presence
and contributing to more effective service delivery over time.

IPART Review of criteria for fit for the future
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OLG also acknowledges that many factors affect efficiency and that it is difficult
to measure, However, it proposes that councils have the capacity to achieve
economies of scale and scope within their operations so that they can achieve
operational efficiency without compromising the level of service provision they
provide.

OLG uses a single measure for the efficiency criterion ie, trends in a council’s
‘real operational expenditure per capita’. Although not explicit, the benchmark
appears to be a downward trend in a council’s real operational expenditure per
capita (real opex per capita) over a particular period of time,

OLG noted that operational expenditure could be measured against a range of
factors such as population, assets or financial turnover. It determined that, in the
context of improving service delivery and customer focus within Local
Government, measuring efficiency relative to population is suitable and an
acceptable approach for local government reform.

IPART Comment on OLG's measure

We support a criterion for efficiency as part of the ‘Fit for the Future’ criteria to
ensure that councils seek cost savings which can be invested into infrastructure
and ultimately, passed on to ratepayers and other community users of council
services,

We acknowledge the difficulties attached to finding a suitable measure of
efficiency. Efficiency requires measures of output relative to inputs. For a
service industry such as local government, it is difficult to measure the price of
many outputs as many are not traded. Those typically used, including the one
proposed by OLG, are measures of cost effectiveness not efficiency.

However, a target of efficiency in a more general sense can still be used to drive
efficiencies in the local government sector. The efficiency dividend mechanism is
commonly applied by Commonwealth, state and territory govermments to
provide for an annual reduction in funding for the overall running costs of an
agency. Although it is considered a blunt instrument, it has proven to be a
simple and predictable way to create an incentive for budget constraint in the
public sector.

OLG’s proposed benchmark for cost efficiency targets a downward trend in ‘real
opex per capita’ over time, which is similar to an efficiency dividend. However,
it provides for additional flexibility because:

v the ‘trend’ targets can be set over time (rather than requiring reduced total
expenditure every year), and

v it is a function of the number of residents, which allows some growth in
expenditure in line with an increasing population and the growing service
needs within the community.

Review of criteria for fit for the future IPART
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lt also compares a council’'s performance to itself over time rather than to a set
target of opex growth or other councils’ performance. Therefore, it is not affected
by differences across councils in scale, service focus or cost composition.

The measure ‘trends in real opex per capita’ reflects how the value of inflation-
adjusted inputs per person has grown over time. While this measure directly
adjusts for changes in population, in order to measure cost efficiency in the
strictest sense, a council’s service levels must also remain constant.

However, in practice, a council’s service levels are likely to change for a variety
of reasons. If a council seeks to provide a new service without reducing any
other service levels, opex would increase, all else being equal. Conversely, a
reduction in service levels would suggest reduced opex and an apparent increase
in efficiency under this criterion,

This underlines the importance of this measure of efficiency being interpreted in
the context of the council’s performance against other criteria {including effective
infrastructure and service management). It also suggests that councils would
benefit from some flexibility in the downward trend target to allow some time to
restructure or refocus their service priorities when operating expenditure has
increased.

It further highlights how councils must prioritise their services, in consultation
with their communities under the Integrated Reporting and Planning
Framewaork, to mitigate increased expenditure not linked fo community growth.

There will also be circumstances where councils will need to increase their
operational expenditure to meet community demands for increased service
levels. Accordingly, we suggest that there should be some flexibility in the ‘fit
for the future’ framework to allow such increases.

We considered whether there were any suitable alternative measures of
efficiency in local government. Based on available data, we could not find any
measure of the ratio of outputs to inputs which more accurately reflects efficiency
or productivity across a council’s operations,

Specific measures focused on particular services such as library or
planning /development services could be derived to measure efficiency in these
areas only. However, there would need to be multiple measures to sufficiently
gauge efficiency across various council operations. At this stage of the reform
agenda, this could be too complex and place an additional burden of reporting
requirements on councils,

We also considered other options which link operating expenditure or average
costs to labour variables. Overall, while we consider that these measures can also
contribute to an assessment of the efficdency of a council’'s operations,
employment expenses, on average, account for around 40% of opex in the local
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government sector. Therefore, there is limited value in including an additional
labour-focused measure under this criterion.

Likely outcomes of this measure for OLG's stated objectives

OLG data showed that over the period 2004/05 to 2012/13, just 9% of
metropolitan councils, 2% of rural councils and no regional council achieved a
downward trend in its operational expenditure per capita.

This suggests that most councils would unable to meet a benchmark based on a
downward trend over a three-year period. Councils may also be able to explain
why ‘real opex per person’ is rising irrespective of efficiency performance eg,
IPART may have approved a special variation for the coundil to increase its
general income above the rate peg to increase service levels in line with
community priorities.

However, in general, the measure will ensure that councils more consistently
focus on how they may reduce their expenditure by achieving efficiencies in their
operations.

Over time, we expect there to be considerable improvement in the performance
of councils against this criterion, especially with the planned increases in scale
and capacity of councils.

Other chservations and recommendations

Economies of scale and scope refer to the reductions in average costs that may be
associated with higher output of a many-product organisation, including a local
council. To measure the size of any economies of scale or scope, higher outputs
must result in lower average costs. Figure 4.1 suggests that around 30% of the
variation in opex per head amongst the councils of Greater Sydney is inversely
associated with their population and that opex per head is lower the larger the
population of the LGA.

Review of criteria for fit for the future IPART
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Figure 4.1 Operating costs per head and papulation in Sydney LGAs
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We endorse the recommendation for the efficiency criterion measure proposed
by OLG with some refinement to specify that it is a downward trend that is
targeted, and the time period over which this trend should be measured.

We recommend that councils should demonstrate a downward trend in average
‘real opex per capita,” based on a three-year rolling average.

To allow for circumstances where councils need to increase their operational
expenditure to meet increasing service levels by the community, we consider that
councils should be given the opportunity to make a case to be exempt from the
benchmark when required.

We also agree that councils should deflate their operational expenses in order to
determine the real average annual change in ‘opex per capita’.

Councils’ costs that are paid for from their general funds will rise, on average, by
the Local Government Cost Index (LGCI) published by IPART each year.
Therefore, any measure of ‘opex per capita” should be deflated by the LGCI to
derive the ‘real’ rate of growth in “opex per capita’.

Councils which also provide water and sewer services will experience cost
growth more in line with changes in utility prices rather than the LGCI, which
represents the change in a weighted basket of council costs. However, for
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consistency, we recommend that the deflator should be the same for all councils’
operations.

Recommendations

13 That the benchmark for the criterion Efficiency be a downward trend in ‘real
operatlonal expenditure per capita’, based on a decrease in the rolling average
over the last three years, unless:

— The council can demonstrate the impact on operational expenses resulting
from a need for an increase in service levels in line with community priorities
through the Integrated Reporting and Planning process.

14 That to calculate ‘real operational expenditure per capita’, operational
expenditure be deflated by the Local Government Cast index.
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Terms of Reference

NSW Premier of New South Wales
INSNY  Minister for Western Sydney
Minister for Infrastructure

e ] Refageica” 2014-253640
% 15 AUG 200 |2
AN rems Y
Dr Peter J Boxall AO o s, 13 AUG 201
Chalrman 475
indapendant Pricing and Regulatory Tribunat
PO Box Q290 b e e e e e
QVB POST OFFICE NSW 1230 iPART B
Ll Wi
e

Dear Dr féxal ) B

1 write to request IPART undartake a review of the assessment crileria for "Mt for the fulure’
councils In accordance with the attached Terms of Reference.

Should you require further informalion please caritact David Tow, Executive Director, Urban

Produclivity Branch, Depariment of Premler and Cabinel on {02y 9228 4353 or
avid lowidpe ngw.qev.au.

Yoirs sinc ex
13

WMIKE BAIRD MP
remier
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A Terms of Reference

Dratt Terms of Referance for a review by Independent Pricing and Raguiatory Tribunal on
Local Governmont Bonchmarking In NSW

I, Mike Haird, Premier of New Soulh Wales, pursaant t Seetlon 9 of the fndependent Pricing
el Regubtory Teibimat Aet 1992, tequest that the lidependent Pricing and Regulatory
Fribunal (IPART} condiucl an investigation in accordance with fhese “terms of reference’.

Task

in widertaking this investigation IPART is to review the “fil for the fuluny criteria to be
develeped by the Office of Local Government.

Procedure

The Office of Loca] Government will issue IPART with o draft document oullining the “fit
for the futune’ crdteria. IPART will:

1. Review the ‘At for the future’ erlteria and assess whether the eriteria will contribute 1o
meeting the NSW Govermment's stated abjectives of Jocal goveniment reform

2. Prepare a repatl for the NSW Government that:
a) identifies the likely outcomes of each of the criterion

L) recommends amendments (o the criteria (0 beller nieet the NSW Government's
stated objectives of local government reform

3. Provides liv report, to the Minister for Loml Governmont and the Premier, by
Wednesdny 3 September 2014, To enable this, the Office of Local Govermment will
provide IPART with deaft criteria by Tuesday 19 August 2014, and work with IPART in
developing the drafl criteria,

Background

The Independent Local Government  Review  Panel (Panel). made o sumber of
recommedations regarding general reform of the local government systens in NSW. The
Panel found that there are too many counclls and many are linancially unsustainable.

The NSW Government has agreed lo an approach to local govertinent reform that secks o
create cotmcils that are strategic and “fit far the future’ Urough incentives do voluntarily
create bigger, stronger councils, particularly in Greater Sydney, and new regional structures
outside of Sydouy,

Councils will be catled upon 1o submit a *fit for the future’ praposal by 3 June 2015 1o the
Office of Loval Govenvment, for axsessment by an expert panel.

The NSW Government has agreed to the Minister for Local Government, developing
sufficiently Mexible assessment criteria consistent with the definition of & strategic, “fit for
the future’ conneil. A conneil that is strategle and (it for te fotuare’ is defined as bring
Tinancially sustainable; efficient; with the capacity o effuctively manage Infrastructwre and
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daliver services; the seale, resources and ‘strategic capacity’ {0 govern effectively amd
partner with the State; and has the capacity o reduce red tape amd bureaucracy for business.
Howas agreed that IPART would peview this criteria,

e Hon Mike Baird MP

Prmicr
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Review Panel recommendations on council
mergers for metropolitan Sydney
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CHAPTER 1 INTRODUCTION

The NSW Local Government Boundaries Commission (the Boundaries
Commission) is a statutory authority constituted under section 263 of the Loca/
Government Act 1993.

it has the function of examining and reporting on any matter referred to it by the
Minister for Local Government regarding the boundaries of Iocal government
areas and the areas of operation of county councils.

The Boundaries Commission is appointed by the Governor, and has four
members.

The Chair is nominated by the Minister for Local Government, one Commissioner
is nominated by the Director General of the Department of Premier and Cabinet
or his delegate, and two Commissioners are appointed from a panel of
councillors nominated by the Local Government and Shires Associations of NSW
representing the Local Government industry across New South Wales.

The Boundaries Commission therefore consists of equal representation from
State Government and Local Government and is well constituted to
independently fulfil its functions.

In 2003, Mr Chris Vardon was appointed by the then Minister for Local
Government to undertake a review of the structure of local government in the
Peel Region (the Peel Regional Review). He recommended amalgamations and
boundary alterations affecting a number of councils in the Peel Region. The then
Minister for Local Government put forward a proposal for a New England
Regional local government area incorporating the local government areas of
Armidale Dumaresq, Walcha, Guyra Shire {part) and Uralla Shire (part), and
involving boundary alterations with Inverell Shire. The Councils made
submissions suggesting a strategic alliance between four councils as an
alternative to amalgamation.

In March 2004, the Local Government Boundaries Commission recommended to
the then Minister that Armidale Dumaresq, Guyra Shire, Uralla Shire and Walcha
local government areas be amalgamated stating:

“Significant benefits of the proposal noted by the Commission are:

1. The proposal represents a significant step in a wider local government
reform process articulated by the NSW Government Local Government
Reform Program. It is likely to achieve meaningful reform.

2.  The proposal should mean that the proposed new council has the financial
capacity to continue fo maintain its assets and provide adequate, efficient
and effective services in the medium to long term.

Local Government Boundaries Commission
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3 The proposal should enable the residents to maintain the lifestyle of their
choice.

4. The proposal should enable the proposed new council to meet its
obligations under the Charter outfined in section 8 of the Local Government
Act 1993. ‘

In the event that this proposal does not proceed to implementation immediately,
the Commission recommends that the Minister review consideration of the
proposal within twelve (12) months, particularly with regard to the success or
otherwise of the Strategic Alliance as referred to by the four councils primarily
affected by this proposal. The Commission has a number of concerns regarding
the Strategic Alliance and does not support it as a means of achieving reform.”

[Ref: Examination of a Proposal for a New England Regional Local Government
Area, Local Government Boundaries Commission, March 2004]

The New England Strategic Alliance of Councils (NESAC) was formed in 2004.
The NESAC Shared Services Charter under which it operated was due to be
renewed or terminated within 12 months of the local government elections
conducted on 13 September 2008. Walcha Council unilaterally resolved to
withdraw from NESAC on 25 February 2009. Uralla Shire Council resolved to
withdraw on 24 August 2009. While Guyra Shire Council and Armidale Dumaresq
Council continue to work together, NESAC has ceased to operate as originally
contemplated.

The Division of Local Government (the Division) wrote to the Councils when it
became apparent that NESAC was likely to collapse. The Councils were
encouraged to work with each other to address the issues that had prevented
NESAC from realising its potential. The Councils were also asked to make
submissions on how they intended achieving reform post NESAC. All of the
Councils responded and a preliminary analysis of the Councils' submissions
identified a number of significant concerns. NESAC subsequently collapsed.

The Division then undertook a review of NESAC to determine the reasons for the
failure of NESAC. It concluded that they were complex and interrelated, and
included a flawed structure; the lack of a sound governance framework; the
failure to make ongoing use of project management methodologies;, and
“ultimately, a loss of common will to make the Alliance a success.” (DLG Review
of New England Strategic Alliance of Councils — December 2009, p.3)

Following the review, the Division also recommended that the Minister for Local
Government appoint an independent person to facilitate a review of the delivery
of local government services in the area.

Local Government Boundaries Commission
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In January 2010, the Minister for Local Government, the Hon Barbara Perry MP
announced a review of the delivery of local government services in the New
England area, following the collapse of the New England Strategic Alliance of
Councils (NESAC). The Minister appointed an independent facilitator,
Ms Gabrielle Kibble AQO, to examine the current and possible arrangements for
improving local government service delivery in the area.

On the completion of Ms Kibble's review, a proposal that the existing local
government areas of Armidale Dumaresq, Guyra Shire and Uralla Shire Council
be amalgamated to create a new local government area to be referred to as New
England Regional Council was developed.

In accordance with the provisions of sections 218E(1) and 218F(1) of the Local
Government Act 1993 (“the Act™), on 10 June 2010 the Minister referred the
proposal to the NSW Local Government Boundaries Commission (the
Boundaries Commission) for examination and report, with regard to the factors
listed in section 263(3) of the Act.

To assist the Boundaries Commission in its examination, the Division of Local
Government, Department of Premier and Cabinet, provided administrative
support to the Boundaries Commission and specialist advice to aid the
Boundaries Commission in reaching its determinations regarding the financial
impacts of the proposal.

This Report has been prepared by the Boundaries Commission and contains
conclusions the Boundaries Commission has reached relating to each factor it
has been required to have regard to under section 263(3) of the Act with respect
to a proposed New England Regional local government area.

The section 263(3) factors are:
{a) the financial advantages or disadvantages (including the economies
or diseconomies of scale) of any relevant proposal fo the residents

and ratepayers of the areas concerned,

(b) the community of interest and geographic cohesion in the existing
areas and in any proposed new area,

(c} the existing historical and traditional values in the existing areas and
the impact of change on them,

(d)} the attitude of the residents and ratepayers of the areas concerned,
(e} the requirements of the area concerned in relation to elected

representation for residents and ratepayers af the local level, the
desirable and appropriate  relationship  between  elected

Local Government Boundaries Commission
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representatives and ratepayers and residents and such other
matters as it considers relevant in relation to the past and future
patterns of elected representation for that area,

(e1) the impact of any relevant proposal on the ability of the councils of
the areas concerned to provide adequate, equitable and appropriate
services and facilities,

(e2) the impact of any relevant proposal on the employment of the staff
by the councils of the areas concerned,

(e3) the impact of any relevant proposal on rural communities in the
areas concerned,

(ed) in the case of a proposal for the amalgamation of two or more areas,
the desirability (or otherwise) of dividing the resulting area or areas
info wards,

(e5) in the case of a proposal for the amalgamation of two or more areas,
the need to ensure that the opinions of each of the diverse
communities of the resulting area or areas are effectively
represented, '

() such other factors as it considers relevant to the provision of efficient
and effective local government in the existing and proposed new
areas.

This report also contains recommendations arising out of the Boundaries
Commission's examination of the proposal referred to it.

1.1 BACKGROUND

On 10 June 2010, the Minister referred the proposal for the creation of a New
England Regional local government area to the Boundaries Commission for
examination and report.

The Boundaries Commission wrote to all affected Councils advising of the
proposal on 13 July 2010. This letter advised that, in accordance with section
263(2A) of the Act, the Boundaries Commission resolved to hold an inquiry for
the purpose of exercising its functions in relation to the proposal.

The Boundaries Commission placed a public notice announcing its examination
of the proposal in the following newspapers: the Tamworth Northern Daily
Leader on 17 July 2010; the Armidale Express on 19 July 2010; the Armidale
Independent on 21 July 2010; and the Guyra Argus on 22 July 2010.

Local Government Boundaries Commission
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The notice invited interested persons to lodge written submissions with the
Boundaries Commission by 14 August 2010 and to indicate whether they wished
to make a presentation to the Boundaries Commission at the public hearings into
the proposal.

The Boundaries Commission placed a further public notice regarding details of
public hearings in the following newspapers: the Tamworth Northern Daily Leader
on 29 July 2010; the Armidale Express on 30 July 2010; the Armidale
Independent on 4 August 2010; and the Guyra Argus on 5 August 2010.

The notice provided details of the public hearings and advised that people who
had indicated their interest in speaking at the public hearings would be contacted
regarding the allocation of presentation times.

The proposal, map, public notices and inquiry information have also been made
available to the public on the Boundaries Commission web page on the internet,
and the Boundaries Commission has accepted written submissions lodged via
email, fax andfor post.

The Boundaries Commission continued to receive written submissions up until
Wednesday 18 August 2010. The Boundaries Commission received a totat of
197 written submissions.

The inquiry hearings fook place over two days in Armidale, commencing on 23
August 2010 and concluding on 24 August 2010. Representatives from all of the
affected councils addressed the Boundaries Commission. A further 39 individuals
and representatives from the NSW Farmers Association, Inverell Shire Council
and the United Services Union, also made presentations to the Boundaries
Commission.

At the conclusion of the hearings, the Boundaries Commission duly considered
all the evidence and materials before it, including the submissions received from
the affected councils and other interested individuals and groups, before coming
to its conclusions in respect of the proposal.

Local Government Boundaries Commission
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CHAPTER 2 THE NATURE OF THE PROPOSAL

The proposal examined by the Boundaries Commission recommends the
formation of a new local government area to be named New England Regional,
to be comprised of the existing areas of Armidale Dumaresq, Guyra Shire and
Uralla Shire.

The proposal recommends that these three existing local government areas are
amalgamated along the current external boundaries of the three areas.

A detailed technical description of the proposed boundary is contained in Chapter
5 of this Report, and a map of the existing and proposed local government area
boundaries is contained in Chapter 7 of this Report.

The Boundaries Commission has examined the proposal and had regard to.the
factors listed in section 263(3) of the Act. In exercising its functions in respect of
the proposal the Boundaries Commission held an inquiry, as required by section
263(2A) of the Act. In the course of the inquiry the Boundaries Commission held
public hearings and invited written submissions on the proposai.

Local Government Boundaries Commission
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CHAPTER 3 SUBMISSIONS

In its public notice advertising the referral of the proposal to the Boundaries
Commission, the Boundaries Commission invited written submissions from
persons with an interest in putting forward points of view relating to the proposal
with reference to the factors detailed in Section 263(3) of the Local Government
Act, 1993. It was advised that such submissions should be forwarded to the
Boundaries Commission by 14 August 2010. The Boundaries Commission
continued to accept and consider submissions received by Wednesday 18
August 2010.

The Boundaries Commission received 197 submissions from interested persons
for the purposes of its processes in respect of the proposal.

The public notice aiso indicated that persons making submissions should give
written indication by 14 August 2010 whether they wished to speak at public
hearings to be conducted by the Boundaries Commission commencing on 23
August 2010.

Some 45 persons (including representatives of the three affected Councils; the
United Services Union; the NSW Farmers Association; and Inverell Shire
Council) sought such an opportunity and all were allocated speaking times.

All written and oral submissions made to the Boundaries Commission were
carefully considered in the course of the Boundaries Commission’s deliberations.

Representatives of the affected Councils accepted the Boundaries Commission's
invitations to make oral presentations at the inquiry hearing in Armidale
commencing on 23 August 2010.

The preparation of this report has been aided by the analysis of material provided
to the Boundaries Commission by the affected Councils and other relevant
material.

Local Government Boundaries Commission
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CHAPTER 4 EXAMINATION OF THE PROPOSAL

The Boundaries Commission is required by section 263(3) of the Act to examine
and report on the proposal with regard to a number of specific factors or criteria.

The Boundaries Commission’s considerations relating to each factor listed in
section 263(3) of the Act are now set out.

4.1 FINANCIAL ADVANTAGES AND DISADVANTAGES

4.1.1 INTRODUCTION

Section 263(3)a) of the Act requires the Boundaries Commission to have regard
to “the financial advantages and disadvantages (including the economies and
diseconomies of scale) of any relevant proposal to the residents and ratepayers
of the areas concerned”.

The income and expenditure of the three existing councils involved in the
proposal have been examined and compared against industry standards and
other relevant information to assist in determining the financial advantages and
disadvantages of the proposal. The Division of Local Government, Department of
Premier and Cabinet has provided relevant data and analysis to the Boundaries
Commission to assist it in this regard.

The Division of Local Government's category system of NSW councils for
comparative purposes places the proposed new council into group 4 that is an
Urban Regional Medium {(URM) group of councils.

At the time of preparation of this report, the Division’s latest available audited
financial information was for the 2008/09 year. Audited financial information for
Guyra Shire and Armidale Dumaresq Councils and unaudited financial
information for Uralla Shire Council for 2009/10 was alsc examined. Comparative
information on NSW Local Government Councils is only available for 2008/09.

The latest available figures have been reviewed. While direct comparisons
between the figures should be treated with a degree of caution, they can be used
as a guide in comparing the projected performance of the proposed new iocal
government area to be known as the New England Regional against the industry
average for councils of a similar size and nature.

Local Government Boundaries Cormmission
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4.1.2 REVENUE FROM ORDINARY OPERATIONS

The proposed new council is estimated to have:

¢ Total revenue of about $66.65 million
34% of its income from rates and annual charges, less than the average of
similar councils (42.11%)

e Similar levels of revenue from user fees and charges of similar sized
councils (19.5% compared to the average 20.16%), and

« Higher grants and contributions (31.8% compared to 22.75%) than other
similar councils

Revenues from Ordinary Operations for 2008/09 ($°000)

|

Rates & Annual 16,877 3,041 3,743 22,661 34.0 42.11
Charges

User Charges & 10,274 769 1,944 12,987 19.5 20.16
Fees

Investment Nil 15 197 212 0.3 1.03
Revenue

Grants & 10,059 2,929 8,230 21,218 31.8 22.75

Contributions -
Operating

Grants and 1,632 2,080 1,256 4,868 7.3

Contributions —
Capital

Other Operating 2,521 518 276 3,315 5.0
Revenues

Profit from Disposal 512 422 457 1,391 2.1
of Assets

Total 40,775 9,774 16,103 66,652 100

Per capita income for the proposed council is estimated to be about $1,828.34pa,
higher than the average figure for councils in the same category which is
estimated to be $1,129.91pa.

Local Government Boundaries Commission
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4.1.3 EXPENDITURE FROM ORDINARY ACTIVITIES

The proposed new council is likely to have:

¢ Total expenditure of $63.84 million
Employee costs (40.4%) higher than the group average (33.76%)

« 428 full time equivalent (fte) staff, 119 more than the group 4 average of
309 fte staff

o Borrowing costs (2.6%) slightly less than the group average (2.88%)})

e Materials and contracts (26.4%) slightly less than the group average
(28.43%)

« Expenditure per capita of $1,751.25 pa compared to the group average of
about $1,272.27 pa.

Expenditure from Ordinary Activities for 2008/09 ($'000)

mployee costs 3,205 6,219 25,809 40.4 33.76
Materials & 10,291 2,606 3,979 16,876 26.4 28.43
Contracts
Borrowing Cosis 1,442 51 153 1,646 2.6 2.88
Depreciation 6,213 1,739 1,505 9,457 14.9 22.88
Other Expenses 5,083 1,168 1,219 7,470 11.7
Interest and 2,584 0 0 2,584 4.0 12.02
Investment
Losses
Total 41,998 8,769 13,075 63,842 100.00
Surplus/(Deficit) -1,223 1,005 3,028 2,810
on Ordinary
Activities

In relation to expenditure the new council would be expected to have higher
expenditure on employee costs than similar councils but comparable expenditure
on materials and contract costs. There is no indication that the proposed new
council would be able to achieve a reduction in staff and consequently in
employee costs within a reasonable period under the current conditions.

Over the past three years the percentage of expenditure for material and
contracts has reduced slightly, this could possibly be as a result of the NESAC
activities.

Local Government Boundaries Commission
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4.1.4 FINANCIAL RATIOS

Debt Service Ratio

The debt service ratio is used to assess the degree to which revenues from
ordinary activities are committed to repaying debts. The ratio assesses the
impact of loan principal and interest repayments on the discretionary revenue of
councils. The Division of Local Government's accepted benchmark for debt
service ratio is <10% satisfactory, 10% to 20% is fair, and >20% is of concern.

The debt service ratio for Armidale Dumaresq Council showed improvement over
three years with a downwards trend, with a 2008/09 figure of 8.20%, which is at
the higher end of the acceptable benchmark. Continued action by the Council
would seem desirable to the Boundaries Commission. The ratios for Guyra Shire
and Uralla Shire Councils of 3.41% and 2.90% respectively show that they can
comfortably meet their existing debt obligations.

Debt Service Ratios

Armidale 1039 988 | 820 T 710

Dumaresq
Guyra Shire 4.35 8.53 3.4 3.09
Uralla Shire 6.74 6.19 2.90 2.30

As can be seen from the above table the debt service ratios for all three Councils
are slightly higher than that for similar sized councils but would appear to be
sustainable without amalgamation.

The proposed new council is estimated to have a debt service ratio of about
3.4%, which is lower than the average for councils in group 4 for 2008/09 and
well below the benchmark of 10%.

Unrestricted Current Ratio

This indicator measures a council’s ability to meet its financial obligations as they
fall due.

A ratio of 1:1 indicates that sufficient assets are on hand to meet current
liabilities. Ratios of less than 1:1 are unsatisfactory. Ratios between 1:1 and 2:1
are satisfactory. Ratios greater than 2:1 are generally viewed as good.

Local Government Boundaries Commission
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Unrestricted Current Ratios

Armidale 2.49 2.48 2.18 2.25
Dumaresq

Guyra Shire 2.78 2.31 3.39 3.78
Uralla Shire 0.64 1.24 3.62 3.62

The unrestricted current ratio for Armidale Dumaresq Council, while satisfactory,
has gradually declined over three years reflecting its increasing exposure to debt
servicing costs. The Boundaries Commission, by majority, is of the view that
attention needs to be given to this aspect before amalgamation could be
considered.

The unrestricted current ratio for Guyra Shire Council has improved slightly, while
the unrestricted current ratio for Uralla Shire Council has improved markedly over
three years. :

The proposed new council’s ratio is likely to be approximately 2.6, which would
be satisfactory.

4,15 CASH AND INVESTMENTS

The current unrestricted cash reserves for Armidale Dumaresq (12% of total
reserves), Guyra (19%) and Uralla (21%) are adequate to meet normal
operational investments.

Cash and Investments ($°000) 2008/9

: _ Shi
Externally 7.890 3,501 3,814
Restricted

Internally 5174 1,888 1,604
Restricted

Unrestricted 1,774 1,328 1,448
Total 14,838 6,717 6,866

The Boundaries Commission notes that ail three Councils had exposure to losses
on investments related to collateralized debt obligations (CDOs). Armidale
Dumaresq Council experienced the largest unrealised loss ($7.1 million in
2007/08 and $3.1 million in 2008/09). This resulted in all three councils having to
write down their investments in recent financial years and accounted for most of

Local Government Boundaries Cornmission .
November 2010 Page 15 of 66



Examination of a Proposal for a new local government area to be named “New England Regional”

the deficit experienced by Armidale Dumaresq Council in the last two financial
years, and resulted in the qualifications of the 2008/2009 financial statements of
all three Councils.

The Boundaries Commission is of the majority view that amalgamation would not

result in a material improvement to the availability of current unrestricted cash
reserves to meet normal operational needs of the council.

4.1.6 RATES

Rates and Annual Charges Outstanding

Qutstanding rates ratio is a measure of the impact of uncollected rates and

charges on liquidity and the adequacy of recovery efforts. The industry
benchmark is 10% or less.

Rates and Annual Charges Outstanding

Armidale 11.43 6.0
Dumaresq

Guyra Shire 10.52 7.41 7.84 8.9
Uralla Shire 6.39 11.19 9.33 7.71

The ratio for all three councils is reasonably high, with only Guyra showing
steady improvement over three years. Similarly only Guyra has a ratio lower than
the group average for councils of a similar size.

The ratios for both Uralla Shire Council and Guyra Shire Council are below the
benchmark of 10% and are regarded as satisfactory, notwithstanding that they
are above the average for councils of a similar size.

Armidale Dumaresq’'s 2008/09 ratio of 11.71% is over the benchmark of 10%
which is regarded as unsatisfactory. This may indicate that the area is suffering a
degree of hardship perhaps due to a natural disaster or climatic conditions, or it
may indicate that Council is not actively pursuing cutstanding rates. Pursuant to
section 564 of the Local Government Act, councils may accept payment of rates
and charges due and payable by a person in accordance with an agreement
made with the person.

The Boundaries Commission, by majority, is of the view that attention needs to
be given to debt recovery by each council.
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It is predicted that the outstanding rates ratio for the proposed council would be

approximately 10.8%, just over the benchmark of 10%.

Rating Issues

Each council has its own rating structure. The proposed merger would require a
revision of the rating systems. In order to overcome any potential hardship
caused if the new council were to be established the Commission would
recommend that changes in rate levels should be introduced over a number of

years.

Average Rates Levied (2008/09)

Armidale Dum.

Residential Armidale City 7,643 642,061,780
Business Armidale City 531 154,041,779
Farmland Armidale City 12 4,591,700
Residential Non Urban 1,053 184,839,950
Business Non Urban 24 4,420,930
Farmland Non Urban 878 562,867,360
Mining Non Urban 10 1,861,120
Guyra

Farmland 804 601,777,540
Residential Guyra 834 39,511,000
Residential Tingha 281 700,790
Residential Village 122 3,130,960
Residential Guyra Rural 22 2,855,100
Residential Tingha Rural 5 47,870
Residential Other Rural 45 3,649,320
Residential Rural 94 9,207,810
Business Guyra 105 4,869,560
Business Tingha 31 85,510
Business Village 9 331,200
Business Other 12 385,510
Mining 6 146,080
Uralla

Residential 1,359 73,252,100
Residential Rural Residential 748 95,099,900
Farmland 585 454,585,550
Business 156 10,396,640
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It should be noted that the above table does not include water, sewerage, and
waste disposal charges, which are derived from user pays charges and fees from
funds which are restricted solely for the purpose of delivery of these services.

Special Rate Variation History

All NSW councils are entitled to raise additional rates revenue if given approval
for a "special variation to general income” by the Minister for Local Government.

There are two sections in the Local Government Act pursuant to which councils
can request approval to increase income above the rate peg amount: section
508(2) and section 508A.

The appropriate type of special variation depends on the council’s needs and
purpose for the funds.

= Section 508(2) allows for a one off percentage increase above the rate
peg for a specified year. This percentage increase can either remain
permanently in the council’s rate base or it can be for a fixed period.
Where it is for a fixed period the additional increase above the rate peg
(indexed by the rate peg for the second and subsequent years of the
period) is removed from the council's revenue base at the end of the
period for which the special variation has been granted.

= Section 508A allows a council to increase its general income by an
amount greater than the rate peg each year, up to a maximum of 7 years,
following which (in the absence of another approved special rate variation)
the council is only permitted to increase its rates by the rate peg amount.

The following graph provides an example of how the different types of special
rate variations could affect a council’s rates:
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Special Variation Options
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All three Councils the subject of the proposal being examined by the Boundaries
Commission have received approval for special rate variations. These are shown
in the table below.

Special Rate Variation History

nted
Armidale
Dumaresq
2005/06 5.508(2) 5.78 7 Infrastructure
maintenance & renewal
Guyra
Shire
2008/09 s.508(2) 16.02 1 Renewal of rural roads
2009/10 $.508(2) 8.43 Ongoing Infrastructure
maintenance & renewal
Uralla
Shire
2003/04 5.508(2) 4.06 Ongoing Infrastructure
maintenance & renewal
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The “ongoing” special rate variations for both Guyra and Uralla means that the
Councils do not have to reduce their rated income by a specified amount in future
years. .

Armidale Dumaresq Council received a special rate variation for 7 years only,
expiring in 2011/12. This means that the Council will need to reduce its rates
revenue by the amount of the extra income they would have received, indexed by
each years rate peg, at the beginning of 2012/13. Any application to continue this
variation would need to be made to the Independent Pricing and Regulatory
Tribunal (IPART) and would need to demonstrate community support. Shouid
Armidale Dumaresq not apply for the continuation of this variation or an
unsuccessful application is made, the income for this council from rates may fall
slightly in the year the variation approval expires. The effect of the special Rate
variation in financial year 09/10 was approximately $259,000.
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41.7 ASSETS/CAPITAL EXPENDITURE

Expenditure on Assets

The table below shows a comparison between the estimated expenditure needed
to maintain assets to their current standard and the actual programmed
maintenance expenditure.

Condition of Public Works (All Assets)

Armidale 4,689 4,165 524
Durmaresq

Guyra Shire 1,655 1,385 -270
Uralla Shire 2,354 2,463 109
Totals 8,698 8,013 -685

For both Armidale Dumaresq and Guyra Shire Councils the actual maintenance
program is less than the estimated expenditure required to mainfain assets at
their current standard. Armidaie Dumaresq Council has recorded a shortfall in
asset maintenance spending over 5 financial years.

By conirast Uralla Shire Council reported spending more than required on asset
maintenance over 4 financial years.

It should be noted that the amount of estimated expenditure needed to maintain
assets at their current standards is not subject to audit, but is an assessment
made by councils.

In the event of amalgamation, income from the sale of surplus assets maybe
available to reduce debt and/or replace or renew existing assets. The
Boundaries Commission, by majority, is of the view that decisions about asset
management would fall within the asset management policy and plans which are
required under Integrated Planning and Reporting.

4.1.8 BUSINESS ACTIVITIES

Armidale Dumaresq Council operates water supply and sewerage services.
Both of these business activities recorded deficits in the 2008/09 financial year of
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$1.675 million and $1.161 million respectively. These deficits would clearly have
an adverse impact on the financial health of this Council.

Guyra Shire Council also operates a water supply service and a sewerage
service. Both activities reported surpluses in the 2008/09 financial year of
$99,000 and $42,000 respectively.

Uralla Shire Council, like Armidale Dumaresq Council and Guyra Shire Council,
operates a water supply service and a sewerage service. The water supply
service reported a deficit in the 2008/09 financial year of $120,000. The
sewerage service recorded a surplus of $70,000. Uralla Shire Council also
identifies private works and an aged care centre (McMaugh Gardens) as
business activities. The private works reported a deficit of $70,000 and the aged
care facility a surplus of $126,000.

These deficits seem to indicate that these councils have failed to maintain proper
pricing principles for maintenance and renewal of these assets.

Overall for each council these activities have minimal impact on finances as they
are restricted funds.

The Boundaries Commission is advised that if the councils were amalgamated all
three water supply and sewerage services would need to continue.

4.1.9 ESTIMATED SAVINGS IN RELATION TO THE PROPOSAL

Assumptions

» The proposed New England Regional Council consists of 12 elected
representatives with the same allowances paid as Armidale Dumaresg
Council .

e The only senior officer would be the new general manager and the two
senior officers currenily engaged by Armidale Dumaresg Council

¢ There are no other savings in employee costs in the short term

o Possibie one-off savings from consolidation of plant and equipment

Operational Savings

$
Mayor/Councillors 200,000
General Manager 253,500
Total 453,500
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While the Boundaries Commission recognises that savings may be achieved in
overhead costs such as insurances, fees and in natural attrition of staff no
evidence has been presented to the Boundaries Commission that this has
occurred following other amalgamations.

4.1.10 FINANCIAL ASSISTANCE GRANTS

Financial Assistance Grants (FAGs) are provided by the Commonwealth
Government to local government under the provisions of the Local Government
(Financial Assistance) Act 1995. Fedsral funding can be project-specific or part of
the annual fiscal equalisation and is distributed through the NSW Local
Government Grants Commission. In 2009-2010 the estimated grant entitlement
for NSW councils amounts to $611 million.

There are two components to the grant:

s a general purpose component of $441 million, which is determined
according to a fiscal equalisation model that attempts to equalise the
financial capacity of councils by assessing their relative cost and revenue
needs; and

e a local roads component of $171 million, which is determined on the
basis of population, local read and bridge length.

Both components are paid to councils as untied grants, which can be used by
local authorities according to their own local priorities. A minimum grant “safety
net” applies to the general-purpose component.

The NSW Local Government Grants Commission's recommendations require
endorsement by the NSW Minister for Local Government prior to approval by the
Commonwealth Minister for Regional Australia, Regional Development and Local
Government.

Financial Assistance Grants Allocated 2010-2011 (preliminary)

Armidale 2,760,148 1,188,166 | 3,948,264
Dumaresq

Guyra Shire 4,621 1,127,535 249.40 778,645 | 1,906,180
Uralla Shire 6,238 1,187,789 109.41 810,527 | 1,998,316
Total 36,455 5,075,472 139.23 | 2,777,288 | 7,852,760
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The NSW Local Government Grants Commission is sensitive to the need for
grant stability during periods of structural reform. Accordingly, the Grants
Commission has in place a distribution principle, which states that:

“where two or more local governing bodies are amalgamated into a single body,
the general purpose grant provided fo the new body for each of the four years
following amalgamation should be the total of the amounts that would have been
provided to the former bodies in each of those years if they had remained
separate entities.”

Therefore, if the amalgamation proposal were implemented and subject to there
being no significant data changes, it would be expected that FAG funding for the
new council entity would continue at 2010-11 levels for at least four years.

It should be noted that the “four-year’ element of the amalgamation principle
recognises limitations in the availability of data required by the Grants
Commission to assess grant needs beyond that two-year time frame. For that
reason the discretionary element of the principle allows the Grants Commission
the flexibility to carefully monitor grant outcomes and limit change, should that be
necessary.

4.1.11 FINANCIAL VIABILITY

Armidale Dumaresq Council has incurred a loss before capital items for five
years, with a cumulative loss of $10.131 million. In 2008/09 it recorded an
operating deficit of $1.223 million. If this trend continues Council will not be able
to provide for the replacement of its assets as they are being used. The Forsyth’s
Report (2009, p.9) predicts that if Council implements its long term asset renewal
proposal this will result in an unacceptable reduction in its liquidity levels and
cash reserves (Forsyth’s Report, p.9).

Council’'s debt service ratio of 8.20% is at the high end of what is acceptable. The
Forsyth’'s Report recommended that the Council address the issue of long term
debt (Forsyth Review, p.12).

Council relies on grants and contributions for 21% of its income, which is
considered sustainable. Income from rates and annual charges accounts for 39%
of its income. It has total unrestricted cash and investments of $1.771 million.

In the circumstances, Council has indicated that it does not have the financial
capacity to maintain all of its assets at a satisfactory level in the longer term

The gradual decline in the unrestricted current ratio for this Council indicates an
increasing exposure to debt servicing costs. Further the renewal proposals, while
positive will most likely result in an unacceptable reduction in liquidity levels and
reserves.
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Council’s main expenditure is employee related, which represents 39% of its total
expenditure. Employee related costs increased by $1.625 million in 08/09. This
increase is as a result of increased staff numbers. In 06/07 there were 228 full
time equivalent staff, in 07/08 there were 237 full time equivalent staff and in
08/09 there were 262 full time equivalent staff. The staff increase of 10.5% in
08/09 is one of the highest for all local councils.

The Boundaries Commission notes that this increase is largely attributable to
Armidale Dumaresq Council taking over the provision of finance, IT and plant,
fleet and web operations on behalf of NESAC. The Boundaries Commission
further notes that as a result of the winding up of NESAC Armidale Dumaresq
Council will be reviewing these positions and some employees will be redeployed
to their original councils.

Council also has a large expenditure on materials and contracts. In 08/09 this
amounted to 24.5% of total expenditure. However over three years expenditure
for materials and contracts has been reduced.

Guyra Shire Council had revenue from ordinary operations in 2008/08 of $9.1
million. This is an increase of $1 million on the previous year. However Council's
main source of income is from grants. In 2008/09 this accounted for 50.77% of its
total revenue. The average grants income for similar councils is 40.06% of
revenue. Reduction to grant revenue could have a significant adverse impact on
the sustainability of this Council over the long term.

Total expenditure for Guyra in 2008/09 was $8.1 million a decrease of $0.1
million on the previous year, as a result of reducing costs on other expenses. [t
should be noted that employee related expenses increased by $0.1 million in
2008/09.

The debt service ratio for 2008/09 was satisfactory and has improved significantly
from 2008/07.

Overall Guyra achieved an operating surplus of $1.001 million.

In 2008/09 Guyra had unrestricted cash and investments of $1.321 million.
Council’s unrestricted current ratio was 3.39 which has improved over three
years is good indicating that Council is able to meet its financial obligations as
they fall due.

However its capital expenditure program is less than the estimated cost to
maintain assets in a satisfactory condition. In 2008/09 the programmed
maintenance expenditure for Guyra was $270,000 less that the estimated cost to
maintain assets in a satisfactory condition, continuing a trend in shortfall
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spending which has occurred for 5 financial years, which the Boundaries
Commission notes is common with other councils in NSW. :

Uralla Shire Council had total income of about $16.1 million in 2008/09 and
incurred a surplus of $3.021 million, which was a significant improvement on the
prior year's surplus of $0.221 million. This was largely a result of increased
income from grants of $1.1 million, together with a reduction in expenditure on
materials and contracts.

However Council's main expenditure is in employee related expenditure. This
amounted to 47.6% of total expenditure. This reflects the large number of full
time equivalent staff employed by Council. In 2008/09 Council reported 115 full
time equivalent staff, an increase of 13.9% on the previous year. It should be
noted that these 115 full time equivalent staff, equate to 136 employees of which,
Council has advised that 57 are employed using funds received from Federal
Government appropriations and because of this these staff are employed subject
to the funding continuing.

Council's main source of income is from grants which represents 52.4% of its
total revenue. As with Guyra Shire Council, this is well above the average of
41.41% for comparable councils.

A high reliance on grants for income is considered to be unsustainable in the long
term. Particularly, with specific purpose grants, there is no certainty that the grant
funding will continue at the same level into the future and should the grant
funding discontinue or decrease Council could be left with a significant revenue
shortfall. In these circumstances Council would then be required to either
discontinue the service/function which it was providing to the community from
these grant funds or reallocate its resources creating pressure on other services
and functions provided by Council.

Uralla Shire Council advised the Boundaries Commission that its high proportion
of grants revenue is a reflection of the fact that it includes $4.09 million in the
form of contested Federal appropriations for the provision of Community Services
Program through Tablelands Community Support Options; Kamilaroi Aged and
Disabled Services, McMaugh Gardens Aged Care Center and Tablelands
Community Transport.

Council goes on to advise that “If the contract for service funds are removed from
Council's financial statements and budgets there will be no effect on Council’s
core business responsibilities of roads and bridges; waste, re-cycling and
environment; water; sewer; health and buildings; footpaths: parks and gardens
because the Staff are employed subject to funding and the community services
provided have no residual expectation from the Community.” (Submission Uralla
Shire Council to LGBC 11 August 2010, p.2)
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Its programmed expenditure to maintain its assets in 2008/09 was slightly higher
($0.1 million) than the estimated expenditure needed to maintain assets at their
current standard.

Council's debt service ratio has also improved over previous years to 2.90% in
2008/09 down from 6.19% in 2007/08 and well below the benchmark of 10%.

The proposed New England Regional Council should have total revenue of
$66.65 million, with a net surplus of $2.81 million. This surplus represents the
combined surpluses from Uralla Shire and Guyra Shire Councils. It should be
noted that both these Councils have a high dependence on grant funding which
is considered by the Boundaries Commission as unsustainable in the long term.

Capital expenditure will need to increase if asset maintenance is to keep pace
with deterioration.

Unrestricted cash and investments are expected to be approximately $4.1 million,
more than adequate to meet normal operational activities and sufficient to assist
in funding the shortfail in capital expenditure.

The proposed council is likely to have a lower level of income from rates and
annual charges (34%) compared to the group average (42%) for councils of a
similar size. It is also likely to have a greater reliance on grants and contributions
compared to similar councils, (31% compared to 19.5%).

Per capita expenditure is estimated to be $1,828pa more than the category
average of about $1,129pa.

4.1.12 CONCLUSION

Both Guyra Shire and Uralla Shire Councils rely on grants for a significant
proportion of their respective incomes.

It is generally held that a high reliance on grants for income (greater than 30% of
revenue) is considered to be unsustainable in the long term. Particularly, with
specific purpose grants, there is no certainty that the grant funding will continue
at the same level into the future and should the grant funding discontinue or
decrease council could be left with a significant revenue shortfall. In these
circumstances council would then be required to either discontinue the
service/function which it was providing to the community from these grant funds
or reallocate its resources creating pressure on other services and functions
provided by council.

Amalgamation of the Councils would reduce the percentage of revenue obtained
from grants to 31%. However, this is still a higher proportion of revenue than
similar group 4 councils where income from grants is on average 19.5% of
revenue.
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The Boundaries Commission notes that Armidale Dumaresq Council would
contribute to 75% of the debt of the proposed new council but contribute only
55% of the revenue. Consequently Uralla Shire and Guyra Shire Council
residents and ratepayers would be required to share this debt burden. Further,
the Boundaries Commission is of the view that amalgamation would not result in
a material improvement to the availability of current unrestricted cash reserves to
meet normal operational needs of the council and does not provide a sound
platform for amalgamation.

While some small ongoing savings could be identified associated with a reduction
in councillor fees, the majority of Boundaries Commissioners were not persuaded
by the information examined that the proposal had significant financial
advantages for the residents and ratepayers of the areas concerned.

As a result of the employment protection provisions contained in the Local
Government Act, the proposed amaigamated council would be required to
maintain staff. This would result in the proposed council having 119 more full time
equivalent staff than the average full time equivalent staff number for similar
sized councils for some time into the future.

The Boundaries Commission notes that if the councils were amalgamated all
three water supply and sewerage services would need to continue.

The Boundaries Commission was not able to obtain in-depth financial analysis
and projections given its resource constraints, so has been unable to further
assess the proposal in this regard. Therefore the Boundaries Commission has
been limited to considering publically available audited financial information.

The Boundaries Commission notes the general need for further examination of
council finances and sustainability, including previously amalgamated councils in
NSW to better inform decisions in future.

See recommendations 4, 5, 6 and 7.

These conclusions of the Boundaries Commission are by majority.
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4.2 COMMUNITY OF INTEREST AND GEOGRAPHIC COHESION

Section 263(3)(b) of the Act requires the Boundaries Commission to have regard
to “the community of interest and geographic cohesion in the existing areas and
in any proposed new area.”

In outlining the proposal to the Boundaries Commission on the first day of the
public hearing on 23 August 2010, an officer of the Division of Local Government
gave an overview of the findings of the Kibble Review and presented the main
aspects of the proposal.

With regard to community of interest, the proposal states that:

“A clear community of interest exists between Armidale Dumaresq, Guyra Shire
and Uralla Shire Councils. Furthermore, those councils face significant threats to
their long term viability if a coordinated approach fo regional strategic planning
and service delivery is not implemented.

An amalgamation of the Armidale Dumaresq, Guyra Shire and Uralfa Shire
Council areas is therefore considered to be the only viable option to improve focal
govemment services in the New England area in the long term. i

The Boundaries Commission notes the history of local government in the area
subject of this inquiry process and the general community of interest and
geographic cohesion centred around Armidale.

When considering this region, the 1973 Barnett Inquiry report recommended
creation of a district comprising a slighily larger area than this proposal covers. It
recommended inclusion of the then areas of Armidale City, Shires of Guyra,
Uralla and Dumaresqg and Walcha.

Reform discussions between those Councils in 1997 aiso canvassed
amalgamation and/or boundary alterations across that broader area.

Following an inquiry conducted in late 1999, the former Armidale City Council
and Dumaresq Shire Council resolved to proceed with a voluntary amalgamation.
The new Armidale Dumaresq Council was proclaimed and commenced
operations on 21 February 2000.

During that inquiry process, a submission made by Dr David Brunkhorst, Director,
Institute for Bioregional Resource Management, also identified a far wider
community of interest spreading into the shires of Walcha, Guyra and Uralla.
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“The evidence given by Dr Brunkhorst at the public hearing and contained in his
submission, maps communities of interest across a variety of different factors. It
can be seen, that depending on the measure chosen, that the community may
not only be Armidale/Dumaresq but Guyra, Uralla and Walcha Shires as well. As
one person making a submission seeking the transfer of properties said, “a
community of interest is more than where you get your car serviced”. This is
undoubtedly so, and needs to be considered on a much wider scale than what is
the closest service town to the place of residence.”

[Ref: SECTION 263 INQUIRY ARMIDALE & DUMARESQ COUNCILS,
December 1999]

In 2004 Mr Chris Vardon, OAM, Facilitator who conducted the regional review of
the Peel area, recommended creation of a New England Regional Council
involving the local government areas of Armidale Dumaresq, Guyra, Uralla and
Walcha.

“The dominating communily of interest for people in the Armidale region is their
dependency on, and linkage to, Armidale. As in any other region in NSW, there
are local communities of interest embedded under the region. These include
Guyra, Uralla and Walcha, all of which have strong local affiliations, heritage and
fraditions. Tingha is largely in the same position. Rural areas have both an
historic and a contemporary sense of the importance of their industries and
cultures.

None of this, however, would be endangered by the establishment of a regional
couricil, and better planning supported by a stronger resource base would protect
and strengthen locaf features.”

[Ref: Proposal for the creation of a new New England Regional Council,
December 2003]

4.2.1 ARMIDALE DUMARESQ COUNCIL

In its submission fo the Boundaries Commission, Armidale Dumaresq Council
stated its support for the proposal and detailed preferences for representation
and implementation issues. No impediments in relation to community of interest
or geographic cohesion were identified.

4.2.2 GUYRA SHIRE COUNCIL

In its submission Guyra Shire Council advocates for an alternate reform option
involving a restructure of the affected councils under a shared senior executive
arrangement. It advises that Council will continue to champion reform but that
amalgamation is not the preferred option, and details preferences for
implementation details if the current proposal proceeds. No impediments in
relation to community of interest or geographic cohesion were identified.
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In an open letter to the residents of Guyra Shire, the Mayor of Guyra states:

“Our geographic proximity to Armidale and the economic and social influence of
that community on Guyra has convinced those reviewing Councils that we hold a
strong community of interest with Armidale Dumaresq Council.”

Submissions and petitions received from Guyra residents expressed concern that
Armidale may be plotting a ‘takeover’ of surrounding areas and fears that service
delivery and representation may be diminished.

4.2.3 URALLA SHIRE COUNCIL
In its submission to the Boundaries Commission, Uralla Shire Council states that:

“Much is made of the “Community of Interest” while very little attention js paid to
a “Community”. Each community within our Council areas is unique, however
imbedded within each is a rural character. It matters little, as one resident
recently stated “where | am forced to work” rather than “where | chose to live™.”

Council also refers to its involvement in an Australian Research Council (ARC})
funded project ‘Cultural Asset Mapping for Planning and Development in
Regional Australia (CAMRA)' which has the potential to redefine ‘community’.

Council also expresses concern that “if is the strongly held view of Uralfa Shire
Council and its Community that an amalgamation of the rural shires with the
larger region would reduce Uralla to a service centre.”

Submissions and petitions received from residents of Uralla Shire expressed
concern that there may be less direct service delivery and local decision making
than currently enjoyed, and that this may diminish communities of interest over
time. They also distinguish their local communities of interest in close knitted
rural communities and villages as unigue and precious to them.

4.2.4 OTHER ISSUES

The Boundaries Commission notes that other suggestions, alternatives and
requests have been made by the affected councils and by community groups and
individuals with regard to the boundaries of the proposed New England Regional
local government area.

It is therefore important that the Boundaries Commission clarify its role. The
Local Government Act 1993 does not give the Boundaries Commission power to
make significant amendments to proposals for boundary alterations or
amalgamations. In this regard, it may only make recommendations concerning
the proposal currently before it.
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The Boundaries Commission notes that some comments were made in
submissions and at public hearings regarding support for alteration to the existing
boundaries between Uralla Shire Council and Walcha Council; and Uralla Shire
Council and inverell Shire Council.

While the Boundaries Commission considers that there may be merit in such
boundary alteration suggestions, they are not part of the proposal currently
before the Boundaries Commission for its examination and report. Howsver,
consideration could be given to preparing a proposal for these suggested
boundary alterations for the consideration of the Division of Local Government or
the Boundaries Commission at some future time. Such a proposal could be
initiated by an appropriate minimum number of electors. The mechanisms
available for initiation of such a proposal are set out in section 218E of the Act

4.2.5 CONCLUSION

The Boundaries Commission notes that in the past a broader community of
interest and reform has been recommended than that covered by the current
proposal.

The Boundaries Commission is of the view that should any further
amalgamations be considered in the future that consideration could be given to
the possible inclusion of Walcha local government area.

The Boundaries Commission admires and supports the passion of Uralla and
Guyra residents for their close knitted local communities and rural and village
lifestyles. The Boundaries Commission has greatly appreciated their interest and
involvement in this inquiry. However, on balance, the majority of the
Commissioners are not convinced that there is no affinity with Armidale.

The Boundaries Commission notes that many submissions also reflected a vision
of the entire New England region, and people saw themselves as residents of the
region who conduct business in and enjoy the whole of the region. By majority
the Commissioners are of the view that under the broader view of community
interest a relationship exists between the three local government areas.
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4.3 HISTORICAL AND TRADITIONAL VALUES

Section 263(3)(c) of the Act requires the Boundaries Commission to have regard
to “the existing historical and traditional values in the existing areas and the
impact of change on them.”

The Boundaries Commission rotes that the historical information contained
hereunder is obtained from other sources.

4.3.1 ARMIDALE DUMARESQ

First settled by Europeans in the 1830s, the town of Armidale was named after
the Scottish home of the Crown Commissioner of Lands.

Initially a centre for wool production, it prospered with the discovery of gold in
1852 and became a centre for tertiary education after World War I1. It is stil
renowned for its fine wool and beef cattle.

Set in a historic pastoral community, Armidale has a cosmopolitan feel amid old
world grace along with an established modern university. A flourishing arts and
cultural scene includes many fine museums and galleries.

Heritage buildings, grand cathedrals and tree-lined streets make Armidale a
picturesque base for exploring the New England region. Surrounded by the
rugged beauty of several national parks, the city has extensive parks and
gardens with spectacular deciduous trees.

[Source: Tourism NSW: www.visitnsw.com.au]

The Boundaries Commission notes the range of detailed historic information
papers available on the Armidale Dumaresq Council website, including a paper
on Boundaries chronicling the history of Council's establishment and various
boundary debates and options covering the entire area affected by this proposal
up until approximately 1980.

“The Armidale City Councif's boundary request in July 1979 involved the
extension of the city boundaries fo take in some 400 square kilometres of
surrounding shires. It extended west to Saumarez Creek, north to Newholme,
Sunnyside Road and included Puddledock Dam, east to Burying Ground Creek,
Biue Hole and south to the Black Lane. Not surprisingly, a fierce debate took
place in the newspapers and radio between representatives of Armidale and
surrounding Dumaresgq, Guyra and Uralla Shire councils.”

[Ref: http:/Avww.armidale.nsw.gov.auffiles/10577/File/Boundaries.pdf]
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In 1999 the former Armidale City and Dumaresq Shire Councils lodged a
voluntary amalgamation proposal for creation of the current Armidale Dumaresq
Council, which commenced operations in February 2000.

4.3.2 GUYRA SHIRE

Guyra “Top of the Range" is centraliy located between the major population
centres of the New England Region and tourists staying in Guyra are within easy
reach of a wide variety of attractions.

Clean air, beautiful gardens, historic unique natural attractions and a friendly
atmosphere. Guyra, a town of about 2000 people, is located in the heart of the
New England Tablelands midway between Sydney and Brisbane on the New
England Highway. At 1320 metres above sea level, Guyra is the highest town on
the Tablelands. This gives tourists staying in Guyra exposure to a wide variety of
attractions, while offering a quiet location in our charming community town.

Within the Shire area you can find a unique and diverse blend of recreational
activities and facilities, from relaxed farmstays, bed and breakfasts, trout fishing,
horse riding, bird watching, fossicking, bush walks through our beautiful National
Parks and reserves, museums, scenic picnic areas and local parks. Or simply
stroll down the main street and browse through some of our specialty shops such
as the old book and memorabilia shop, an antique shop, art and craft shops,
nurseries or enjoy a hearty meal at our cozy country style coffee shops, cafes,
restaurants, hotels/motels and much more. Historically the Guyra area has
supported and continues to support extensive rural timber and mining industries.

Tourist facilities and activities located within the Council area include Malpas
Dam, Tingha/Copeton Recreation Reserve (eastern foreshores of Lake
Copeton), Guy Fawkes River National Park - Ebor Falls, Cathedral Rocks
National Park, Moredun Dams, Green Valley Farm, Mother of Ducks Lagoon,
Llangothlin Lagoon Wildlife Refuge and Little Llangothlin Nature Reserve,
Mushroom Rock, Trout Fishing, Bush Walking, Bird Watching, Holiday Farms,
Historical Sites, Fossicking, Historic Black Mountain and Ben Lomond Railway
Stations, Historical Museum, Arts and Crafts, Antique Farm Machinery at Guyra
Railway Station.

The Guyra area is famous for its prime lambs, wool, beef and potatoes. The
annual Guyra Lamb and Potato Festival held in late January is an exciting
promotion for those industries.

During the winter months the occasional snowfall creates great interest among
travellers. Conversely, Guyra boasts what has been described as the best
summer climate in Australia. The autumn colours in the New England can only be
described as beautiful.
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[Source: Guyra Shire Council website link to
http://www.nnsw.com.au/guyra/tourism.htmi]

4.3.3 URALLA SHIRE

The name Uralla was taken by European settlers from the dialect of the Anaiwan
Aboriginals who first occupied the area. Uralla is said to mean "ceremonial
meeting place". Appropriately named, Uralla is situated approximately 547 km
north of Sydney and 487 km south of Brisbane.

Surrounded in history, Uralla is a wonderful place to visit, the climate is great, the
locals are friendly and there is much to see and do around the area. More
detailed information regarding attractions, landmarks, history and
accommodation is available by visiting our Visitor Information Centre located on
the main street in Uralla.

Uralla is varied and abundant in historical charm. From Captain Thunderbolt
(Fred Ward) the gentleman bushranger to examples of early pioneering spirit,
you will be swept back in to the past when you visit this town that is proud and
conserving of its historical heritage.

The Heritage walk takes in numerous architectural examples of the 1800's.
McCrossin's Mill boasts a display depicting the early gold rush days, a Chinese
Joss House and is, itself, a fine example of early architecture and community
spirit.

Uralla Shire has a reputation of offering “country village” rural style quality of life
in a largely unspoiled environment. The Shire has a reputation of a strong artistic
community, and a positive interest in the history and heritage of the area. The
history of the Shire is bound up with diverse cuitures. This includes “an
Indigenous population”, “early European settlers” and “Chinese workers”
especially during the gold-rush period. Arts and cultural activities already exist
within the Shire — arts and craft business, museums, studies, festivals and tourist
attractions. Being an industry in its own right, the Shire plays a crucial role in the
economic development in the area. The Shire provides services, a place of work
and a quality of life for the employees and their families — they pay rates, spend
their wages in the community, become members of the local sporting clubs and
their children attend local schools. Council consults regularly on cultural
development and environmental quality, urban design, community services, open
space and recreation, heritage, and informs the Shire residents monthly via a
newsletter delivered into every mail box.

[Source: Uralla Shire Council website]
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4.3.4 HISTORY OF BOUNDARY CHANGES

The Boundaries Commission notes the long history of debate and discussion on
appropriate local government structures within the New England region.

Armidale City was proclaimed a Municipality in 1863, then a city in 1885,
Dumaresq Shire was formed in 1906, and Guyra Shire was first constituted in
1906.

In 1917 a portion of Guyra Shire was transferred to Nymboida Shire, and in 1959
portions were transferred to Dumaresq Shire and Uralla Shire.

In 1940 the Gallop inquiry considered a proposal for the transfer of 7000 acres
from Dumaresq to Armidale, which did not proceed. Another proposal lodged in
1945 sought 7000 acres from Dumaresq and extension taking in the aerodrome
site and the New England University College, which also did not proceed.

In 1959, areas of Guyra and Uralla Shires totalling 15,000 hectares were added
to Dumaresq Shire, following petitions by residents.

Armidale City remained unaltered until there were adjustments to the boundary
between Armidale City and Dumaresq Shire, which took effect in 1961 and 1971.

In 1973, the Report of the Committee of Inquiry into Local Government Areas and
Administration in NSW, Chaired by Mr C J Barnett, recommended creation of a
new District comprising the areas of Armidale City, and the Shires of Guyra,
Uralla and Dumaresq and Walcha.

A detailed history of the boundaries of the former areas of Armidale and
Dumaresq up to 1979 is available on the Council's website at
http://www.armidale.nsw.gov.auffiles/10577/File/Boundaries.pdf.

In 1990 there was a proposal by Armidale City to merge with Dumaresq Shire
and in 1997 there were merger discussions between the Councils mentioned in
the Barnett Report.

The current Armidale Dumaresq local government area was created following the
voluntary amalgamation of Armidale City and Dumaresq Shire Councils, and
commenced operations on 21 February 2000.

The Boundaries Commission has carefully reviewed the most recent December
2003 proposal for creation of a New England Regional Council incorporating
Armidale Dumaresq, Walcha, Guyra Shire (part) and Uralla Shire (part), and
involving boundary alterations with Inverell Shire.

The Boundaries Commission examined and reported on that proposal in March
2004, and recommended that the proposal should proceed to implementation. It
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also recommended that in the event that the proposal did not proceed to
implementation immediately, that the Minister review it again within 12 months,
particularly with regard to the success or otherwise of the proposed strategic
ailiance of councils.

The New England Strategic Alliance of Councils (NESAC), which was formed in
2004, dissolved in 2009. In January 2010, the Minister for Local Government, the
Hon Barbara Perry MP, appointed an independent facilitator to examine the
current and possible arrangements for improving local government service
delivery in the area. The proposal the subject of this examination and review was
the outcome of that review. Unlike the proposal considered by the Boundaries
Commission in 2004, this proposal excluded Walcha Shire Council from the
proposed local government area.

4.3.5 CONCLUSION

The Boundaries Commission notes the shared historical and traditional values of
the New England region areas that are the subject of this inquiry process.

The Boundaries Commission has noted Uralla Shire Council's submissions
regarding possible impacts on village identity and community governance, and
supports and praises the close knit community in this area.

From its examination of historical and traditional values of the affected areas, on
balance the majority of the Boundaries Commissioners consider that no
impediment to the amalgamation proposal is presented in this regard.

A view was expressed that there could be some obstacles arising from differing
expectations of city and rural residents and ratepayers of service delivery and the
ability to pay for such services. This was not the majority view of the Boundaries
Commission.
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4.4 RESIDENTS’ AND RATEPAYERS’ ATTITUDES

Section 263(3)(d) of the Act requires the Boundaries Commission to have regard
to “the attitude of the residents and ratepayers of the areas concerned”.

The Boundaries Commission has held a public inquiry, but was not required to
conduct a plebiscite, in relation to this proposal.

In considering the attitudes of residents and ratepayers, the Boundaries
Commission has had regard to the submissions made to it by the affected
councils, as well as submissions from individuals and community groups and
submissions made at the public hearings.

The Boundaries Commission received 197 written submissions with regard to the
proposal. Of these, 90% opposed the proposal, 2% supported the proposal and
8% were neutral.

Key statistics summarising the submissions:

e 53% of the submissions were made by residents of the Uralla Shire,
including a submission from Uralla Shire Council;

* 43% from residents of the Guyra Shire, including a submission from the
Guyra Shire Council;

e 3% from residents of Armidale Dumaresq, including a submission from
Armidale Dumaresq Council;

* 1% from other council areas.
80% of the written submissions opposed amalgamation

It should be noted that while 197 written submissions were received, this included
some petitions and letters signed by more than cone individual (eg husband and
wife). The total number of individuals who signed submissions to the Boundaries
Commission was 354.

45 oral submissions were made to the Boundaries Commission at the public
hearings which were held in Armidale on 23 and 24 August. Of these:
= Three were from the Councils impacted by the proposat;
One was from the United Services Union;
One was from the NSW Farmers Association (Uralla Branch);
One was from Inverell Shire Council;
39 members of the public;
89% of the oral submissions opposed amalgamation
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The most common reasons that submissions gave for opposing to the proposal
were:
« That there is insufficient evidence that the amalgamation is of financial
advantage,
e That there is no common community of interest between two rural shires
and an urban council/university town;
» That the amalgamation would result in a loss of services, especially to
remote rural communities; and
o The proposed amalgamation would have a negative impact on rural
communities by reduction in representation and consequently a reduction
in services, which would become focused on the larger population areas of
Armidale.

The Boundaries Commission notes the concern expressed by Uralla Shire
Council residents that comments made to the Facilitator during the regional
review process do not appear to have been reflected in the proposal for a New
England Regional Council.

The Boundaries Commission notes that just over 50% of submissions opposing
the proposal for were made by residents of the existing Uralla Shire, and that
approximately 900 Uralla residents attended the public meeting held by the
Facilitator in Uralla and that all the speakers at that meeting opposed the
proposal.

The Boundaries Commission also notes that a very small minority of residents
were in favour of the proposal.

The following excerpts from submissions give an indication of the range of views
expressed by residents and ratepayers in the local government areas affected by
the proposal:

“We vehemently oppose the proposed amalgamation of Uralla Shire with
Armidale Dumaresq Council. It is our understanding that Uralla Shire is financially
viable. Uralla Shire not only provides significant employment for the people of
Uralla, but also acts as a focus of identity and independence for the town.”

“Our Council is an integral part of the social fabric of our Community. By
removing the council for something that is not proven (ie amalgamation) it will
cause serious long term harm and detriment to the people of our area.”

sOur Uralla Shire council is solvent, with money in the bank. Armidale/Dumaresq
is not — it has huge debts and would use our funds and doubtless sell our hard-
built local assets to pay down what it owes, with little or no guarantee of any
continued service to the residents of Uralla.”
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“The Armidale-Dumaresq Council has an urban, academic focus and although
geographically close it does not share a common culture with the adjoining rural
councils.”

“It is my firm wish that the Uralla Shire Council remain autonomous as it holds a
strong track record of sound financial management and service to the
Community.”

4.4.1 CONCLUSION

In examining the submissions, the Boundaries Commission noted objections to
the proposal regarding:
* the level of representation ‘
e continuation of provision of services, particularly to rural and remote areas
» evidence that there is any financial advantages in amalgamation and
o absence of community of interest between two rural councils and an
urban/university council.

The Boundaries Commission has also noted that differing views are held by each
of the Councils and communities across the affected area. Heartfelt concerns
and fears were expressed that any changes to local government boundaries
could fundamentally change and/or threaten everyday life and the strong
community bonds within villages and townships in the area.

The Boundaries Commission considers that meaningful local government reform
can be achieved when the integrity and character of localities are protected and
residents are ensured continued access to and involvement in decision-making
and the provision of effective and affordable services appropriate to their needs.

Ultimately, it is up to the community to encourage a more sustainable local
government entity, which improves both the quality of life and the environment
and ensures the equitable, effective and efficient allocation of resources to meet
community needs. The strength of community involvement and commitment to
the affected areas provides a sound base for this.

The Boundaries Commission acknowiedges the strong attitudes of rural residents
and ratepayers opposing forced amalgamation.

See recommendation 8.
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4.5 REPRESENTATIONAL ISSUES

Section 263(3)e) of the Act requires the Boundaries Commission o have regard
to “the requirements of the area concerned in relation to elected representation
for residents and ratepayers at the local level, the desirable and appropriate
relationship between elected representatives and ratepayers and residents and
such other matters as it considers relevant in relation to the past and future
patterns of elected representation for that area”.

The proposal, if implemented, would change the representation ratios, when
compared with those currently applicable in each of the existing local government
areas.

The following table sets out the current representation levels, and also shows the
expected resultant figures for the proposed new local government area.

Armidale Dumaresq 25,696 10 2,569.6
Guyra Shire 4,521 6 753.5
Uralla Shire 6,238 9 693.1
Proposed New England 36,455 12 3,037.9
Regional

Many submissions from residents and ratepayers have expressed concern
regarding the level of representation they will receive should the amalgamation
proposal be implemented. From the information provided above, the proposal will
impact on the representation of people in the existing local government areas,
particularly to those residents of the Guyra and Uralla local government areas.

There are important ways in which resident and ratepayer attitudes can be
represented in council decision-making processes.

For example, the Boundaries Commission supports the concept of
community/precinct committees, providing they are based on an appropriate
mods! and are adequately resourced.
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4.5.1 CONCLUSION

It is clear that if the proposal proceeds, it will impact on existing representational
arrangements, particularly in rural areas.

If the Government decides to implement the amalgamation proposal, the
Boundaries Commission recommends that there be a maximum of twelve
coungillors, including the mayor. The Boundaries Commission does not support
the recommendation contained in the proposal that the mayor be popularly
elected.

Should the amalgamation proposal proceed to implementation, it would be a
matter for the new council to determine what role, if any, community or precinct
committees would play. The Boundaries Commission supports the concept of
community/precinct committees on the proviso that council is responsible for
ensuring they are appropriately structured, resourced, and accountable.

The Boundaries Commission does not support the ward system contained in the
proposal and is of the view that the wards as proposed may have an adverse
impact on the representation of rural communities. Accordingly the Boundaries
Commission recommends that in the event of amalgamation that the new council
is comprised of twelve popularly elected councillors representing the entire local
government area.

However to assist in ensuring that rural communities have the opportunity to
maintain their level of representation, the Boundaries Commission recommends
that at the first election of councillors that there is a requirement that three of the
elected candidates are from the current Uralla Shire Council area: three from the
current Guyra Shire Council area; and six are from the current Armidale
Dumaresqg Council area.

See recommendations 9 and 10.
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4.6 SERVICE DELIVERY AND ACCESS

Section 263(3)(e1) of the Act requires the Boundaries Commission to have
regard to “the impact of any relevant proposal on the ability of the councils of the
areas concerned to provide adequate, equitable and appropriate services and
facilities.”

4.6.1 INTRODUCTION

It is proposed to review the services provided by the Councils affected by this
proposal and, where possible, those of the proposed New England Regional
Counci! and compare them to industry standards and statutory requirements.
This will assist in determining whether the proposal will have an impact on the
provision of adequate, equitable and appropriate services and facilities.

The council's charter comprises a set of principles that are to guide councils in
carrying out their functions. Councils may add other principles, provided they are
not inconsistent with those contained in the charter. The council's charter
provides the minimum requirements and is set out in section 8(1) of the Local
Government Act 1993, as follows:

“8(1) A council has the following charter:

e to provide directly or on behalf of other levels of government,
after due consultation, adequate, equitable and appropriate
services and facilities for the community and to ensure that
those services and facilities are managed efficiently and
effectively
to exercise community leadership

s o exercise its functions in a manner that is consistent with and
actively promotes the principles of multiculturalism

« to promote and to provide and plan for the needs of children
fo properly manage, develop, protect, restore, enhance and
conserve the environment of the area for which it is responsible,
in a manner that is consistent with and promotes the principles
of ecologically sustainable development

« o have regard to the long term and cumulative effects of its
decisions

e o bear in mind that it is the custodian and trustee of public
assets and to effectively account for and manage the assets for
which it is responsible

e o facilitate the involvement of councilors, members of the
public, users of facilities and services and council staff in the
development, improvement and co-ordination of local
government
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e fo raise funds for local purposes by the fair imposition of rates,
charges and fees, by income earned from investments and,
when appropriate, by borrowings and grants

» fo keep the local community and the State government (and
through it, the wider community) informed about its activities

» fo ensure that, in the exercise of its regufatory functions, it acts
consistently and without bias, particularly where an activity of
the council is affected

* to be a responsible employer.”

4.6.2 COMPLIANCE WITH STATUTORY REPORTING REQUIREMENTS

Councils are required to submit their annual reports to the Division of Local
Government by 30 November each year. The annual report must include a State
of the Environment report (SoE) and a statement on the council’s performance in
relation to access and equity activities to meet residents’ needs.

As the Government’s Integrated Planning and Reporting reforms are being
implemented by councils in stages, the Division is no longer reporting on
compliance with social/community plan reporting requirements. All councils are
scheduled to have commenced operating under the Integrated Planning and
Reporting framework by 2012/13.

The following information highlights the level of compliance with these deadlines.

Submission of Annual Reports

A council's Annual Report contains important information of interest to residents,
ratepayers and other stakeholders. Armidale Dumaresq submitted its annual
report on time in 2006/07 and 2007/08, while Guyra submitted its annual report
on time in 2006/07. Uralla did not submit its annual report on time for any of the
three years and all the Councils submitted their annual reports late in 2008/09.

The annual report is considered to be the primary mechanism by which a council
communicates information about its activities to the community. Under section
428(1) of the Local Government Act 1993, all councils are required to publish an
annual report by 30 November each year.

Submission of Annual Reports

2006/07 Yes Yes “No
2007/08 Yes No No
2008/09 No No No
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It would appear that the failure of the Councils to submit annual reports arose as
a consequence of difficulties which were encountered with the implementation of
the new IT platform across the NESAC group of Councils. These difficulties
resulted in the qualification of Armidale Dumaresq’s financial report for 2006/07.

State of the Environment (SoE) Report

All three Councils submitted their SoE Reports on time in 2006/07. None of the
Councils submitted their SoE Report on time in 2007/08 and only Armidale
Dumaresq managed to submit its SoE Report on time in 2008/09.

State of the Environment Report

2006/07
2007/08 No
2008/09 Yes

Financial Report

All the Councils managed to submit their financial report to the Division of Local
Government on time except in 2006/07 when both Armidale Dumaresq and
Guyra missed the submission deadline.

Financial Report

2006007 |  No
2007/08 Yes Yes Yes
2008/09 Yes Yes Yes

Access and Equity Statements

Both Armidale Dumaresq and Guyra Shire Councils submitted their Access and
Equity Report on time in all three years. By contrast Uralla Shire Council only
managed to submit its report on time in 2006/07.

Access & Equity Report

2006/07 Yes Yes Yes
2007/08 Yes Yes No
2008/09 Yes Yes No
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4.6.3 LIBRARY SERVICES

Library Expenses per capita

This indicator measures the expenditure from continuing operations spent on
library services per head of population. The table below shows the current
expenditure of the three Councils the subject of the Proposal

Library Expenses per capita {$)

2006/07 51.30 2049 | 40.32 4332
2007/08 68.82 4346 | 43.54 44.35
2008/09 43.71 29.01 41.33 48.80

{Data source: Public Library Services Division, State Library of New “Public Library Statistics”
2008/09)

Some factors affecting this indicator are;

the size of the library service

the type of service eg regional, mobile etc

the demographic characteristics of the population
council budget

library opening hours

the level of services offered

the proportion of non-resident borrowers and visitors

As can be seen from the table above, expenditure by both Armidale Dumaresq
Council and Guyra Shire Council dropped significantly in 2008/09. Further, Guyra
Shire Council spent significantly less in 2008/09 than the State average and than
in previous years on library services. By comparison Armidale Dumaresq spent
significantly above the average on 2006/07 and 2007/08. The Boundaries
Commission notes that Uralla Shire receives library services provided by
Tamworth Regional Council.

Based on the current level of expenditure of the Councils, it could be expected
that the proposed new council would continue to spend at least the state average
on library services.
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4.6.4 DOMESTIC WASTE SERVICES

Domestic waste collected — kilograms per capifa per anhum

This indicator measures the effectiveness of a council's efforts o minimise
domestic waste.

Waste Services (kilograms/capita pa)

2006/07 203.32
2007/08 187.85 189.87 447 .80
2008/09 Not available | Not available | Not available

(Data Source: Department of Environment, Climate Change and Water NSW "NSW Local
Government Waste & Recovery Report’ 06/07 & 07/08)

Recyclables — kilograms per capita per annum

This indicator measures the effectiveness of a council’s recycling services.

Recycling Services (kilograms/capita pa)

Sh h
2006/07 437.21 100.44 233.23
2007/08 1,065.56 56.44 295.14
2008/09 Not available | Not available | Not available

(Data Source: Department of Environment, Climate Change and Water NSW "NSW Local
Government Waste & Recovery Report’ 06/07 & 07/08)

Recycling results in the avoidance of environmental impacts associated with
resource extraction, materials production and manufacturing processes. It also
provides greenhouse benefits, energy and water savings, as well as landfill
space saved.

The table above shows that both Armidale Dumaresq and Uralla Shire Councils
have been successful in increasing the amount of recycling occurring in their
local government area, while it would appear that recycling in the Guyra Shire
Council area has declined.

It would be expected that the proposed New England Regional Council would
continue with the level of recycling currently occurring. It is possible that the

Local Government Boundaries Commission

November 2010 Page 47 of 66



Examination of a Proposal for a new local government area to be named “New England Regional’

proposed amaigamations could lead to economies of scale and increased
efficiencies resulting in more recycling at a lower per capital cost.

4.6.5 PLANNING AND BEVELOPMENT SERVICES

Number of Development Applications (DA's} determined

This number gives an indication of the level of development activity in a local
government area.

Mean time for determining DAs

The mean {or average) time in calendar days measures the speed at which DAs
are determined, with the exception of Armidale Dumaresq Council in 2006/07, the
mean or average time for processing DAs for every council is within acceptable
limits for processing times (40 days).

Number of DAs and DA Mean Time

nidale Dumaresi Guyra Sh Uralla Shi
Number | DAMean | Number | DAMean | Number | DA Mean
of DAs Time of DAs Time of DAs Time
2006/07 212 45 107 29 153 9
2007/08 235 30 98 .21 135 22
2008/09 186 31 58 21 66 23

(Date Source: NSW Department of Planning — Social Development Performance Monitoring)

As can be seen the number of DAs processed by both Guyra Shire and Uralla
Shire Councils are significantly lower than Armidale Dumaresq Council. It would
be expected that economies of scale could be achieved if the councils were
amalgamated.

Environmental Management and Health Expenses per capita ($)

The protection of the environment and the maintenance of public health are also
council responsibilities.

Environmental Management & Health Expenses/capita pa

2006/07 46.95 2389 | 3542 | 1691 | 26
2007/08 23.82 2380 | 2839 | 16.24 27
2008/09 39.96 2638 | 2253 | 17.24 30
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In 2008/09 25% of councils spent between $15 and $30 per capita on
environmental management and health expenses, 19.1% of councils spent
between $30 to $45, while 38.2% of councils spent more than $45 per capita.

It is evident from the table above that both Guyra Shire and Uralla Shire Councils
spent close to the mean per capita expenditure for councils in NSW, while,
except for 2007/08, Armidale Dumaresq Council spent more on environmental
management and health than both the mean for NSW councils and the mean for
councils of a similar size.

In their submissions to the Boundaries Commission Uralla Shire Council and a
number of Uralla residents highlighted Council's environmental plans including an
e-waste recycling plant; a program which has very successfully prolonged the life
of Councils landfill site; and a long term plan for the Uralla Shire to be carbon
neutral.

It is projected that the proposed New England Regional Council would spend
approximately $35.30 per capita on environmental management and health,
slightly higher than the mean expenditure for all NSW councils and approximately
double the mean expenditure for similar councils (Group 4).

4.6.6 NET RECREATION AND LEISURE SERVICE EXPENSES/CAPITA

Councils have a significant role in the provision of recreation and leisure services.
They provide and/or maintain parks, playing fields, swimming pools, walking and
cycle tracks and multi-purpose recreation facilities. They also fund, assist and
provide information to the community about sport and recreation organisations.

This indicator measures the net amount spent on recreation and leisure services
per head of population and takes into consideration any revenue received for
these services.
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Net Recreation and Leisure Expenses/capita pa {$)

2006/07 | 8562 54.71 68.10 72
2007/08 105.09 49.65 92.19 76
2008/09 711.98 48.25 9517 83

Due to economies of scale councils with smaller populations will generally have
higher costs per capita than councils with larger populations. However, as
illustrated in the table above, Armidale Dumaresq Council, which has the largest
population of the three Councils under consideration in the proposal, also has the
highest expenditure per capital on recreation and leisure services, spending
significantly more than similar councils and the mean per capita expenditure for
all NSW councils.

By contrast both Guyra and Uralla Shire Councils spend significantly less per
capita than the group average for councils of a similar size, as illustrated in the
table below:

2006/07 110.36 39.99
2007/08 49.65 125.20 46.94 102.64 76
2008/09 48.29 146.39 35.85 119.78 83

Possible explanations for this could be that the smaller councils do not have
sufficient revenue to expend on leisure and recreation services and accordingly
these communities may not be receiving the same level of services as
communities else where in NSW, or have fewer facilities but they use them for
multiple purposes (eg multipurpose playing field(s)).

Indeed in NSW in 2008/09 only 15.8% of councils spent less than $60 per capita
on recreation and leisure services, with most councils (54.6%) spending more
than $90 per capita on these services. (Source: Snapshot of NSW Councils
2008/09). This suggests that the Group average may be distorted by a council

which is currently making a significant capital investment in community recreation
and leisure services.

However the submissions received by the Boundaries Commission from Uralla
Shire Council residents and ratepayers overwhelmingly endorsed the level of
service received from Council, and further indicated that they were prepared to
accept a lower level of service in return for lower rates.
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4.6.7 COMMUNITY SERVICES EXPENSES/CAPITA

This measures the amount spent per person on services such as community
centres and halls, senior citizens centres, aged care centres, chiid care centres
and youth centres.

Community Services Expenses/capita pa ($)

2006/07 36.37 63.4 212.37 13366 | 732.13 191.09 54
2007/08 49.71 68.71 22444 | 163.00 | 81343 | 18457 59
2008/09 29.23 77.97 22503 | 187.84 | 80332 | 21612 65

From the table above it is evident that both Guyra Shire Council and Uralla Shire
Council are spending significantly more on community services than the average
expenditure for similar councils. By contrast Armidale Dumaresq Council is
spending significantly less than the average for similar sized councils.

The high expenditure by both Guyra and Uralia Shire Councils may be a result of
the high level of specific purpose grants they receive for facilities such as aged
and child care services.

It is also noted that Uralla Shire Council provides a number of community
services {o neighbouring councils such as community options program and
community transport to Armidale Dumaresq, Guyra Shire and Walcha Shire
Councils.

If the councils were amalgamated the per capital expenditure would average out
to be approximately $198 pa, which is significantly more than the Group 4
average for similar councils.

4.6.8 CONCLUSION

The overwhelming majority of submissions received by the Boundaries
Commission from rural residents and ratepayers expressed satisfaction with the
level of services and facilities they were receiving from their councils.

From examination and comparison of the information available to the Boundaries
Commission relevant to delivery of service currently undertaken by the Councils
the subject of the proposal the Boundaries Commission was not able to identify
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any clear evidence that they are currently not providing their communities with an
adequate, equitable and appropriate services and facilities.

The proposed council should be able to meet the charter set out in section 8(1) of
the Local Government Act, 1993.

From the information available to the Boundaries Commission, there was no
clear evidence that the proposed amalgamation would result in significant
improvements to services to the community.

See recommendation 3.

Local Government Boundaries Commission
November 2010 Page 52 of 66



Examination of a Proposal for a new local government area to be named “New England Regional®

4.7 EMPLOYMENT IMPACTS

Section 263(3)(e2) of the Act requires the Boundaries Commission to have
regard fo “the impact of any relevant proposal on the employment of the staff by
the councils of the areas concerned.”

471 INTRODUCTION

Amendments to the Local Government Act 1993 protect the employment of all
staff (except those designated as senior officers) in situations such as those
covered by this proposal. Accordingly, it is proposed to review, in general terms,
the organisational structure of Armidale Dumaresq, Guyra Shire and Uralla Shire
Councils in order to assist in determining the impact of the proposal on the staff
of these Councils.

4.7.2 DISCUSSION

There are only five designated senior officers in the existing Councils. These are
the three general managers and two senior officers employed by Armidale
Dumaresq Council. Accordingly, it is likely that up to five employees out of the
total staff employed could be adversely affected by the proposal.

This conclusion is based on the assumption that the Councils involved will
resolve all issues related to the transfer of any other staff affected by the
proposal, consistent with the recent amendments to the legislation.

The Boundaries Commission notes that the Local Government Amendment
(Employment Protection) Act 2003 was assented to on 15 July 2003. The
amendments will ensure that where an organisational restructure occurs within a
council due to its structural reform by way of constitution, amalgamation or
boundary alteration, the existing employment conditions of staff are protected.

The amendments prevent staff-shedding in anticipation of an amalgamation,
constitution or boundary alteration by ensuring that staff cannot be made
redundant without their permission during the proposal period for restructure. The
proposal period runs from receipt by the Minister of a formal proposal for
structural reform until the Minister decides either not to proceed with the proposal
or until it is implemented by way of Proclamation.

A non-senior staff member who is transferred from one council to another as a
result of structural reform will have the terms and conditions of their employment
continued until other provision is duly made under any Act or law. The contract of
employment will not be taken to have been broken by the transfer. The
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transferred staff member's accrued rights, including recreation leave, sick leave,
long service leave and superannuation, will be preserved.

Where the conditions of employment of staff members of a council are changed
during a proposal period, and those changes are not approved by the Minister,
then the council to whom those staff are transferred will not be bound by those
altered conditions of employment.

There can be no forced redundancy of a transferred non-senior staff member for
3 years after the transfer.

In the event of structural reform by way of constitution, amalgamation or
boundary alteration of a local government area, councils affected must notify staff
vacancies internally and select candidates from within where an adequately
trained pool of staff exists. Transferred non-senior staff will be preferred
candidates for positions where they are qualified to fill the position.

4.7.3 CONCLUSION

The Boundaries Commission notes the employment protection provisions
contained in the amendment to the Local Government (Employment Protection)
Act 2003.

If the proposal is implemented, the Boundaries Commission notes that up to five
employees out of the total staff employed by the existing Councils may be
adversely affected, with their future employment to be determined by the new
council.

Based on the information provided the Boundaries Commission notes that there
would be more than 428 full time equivalent council employees in the proposed
New England Regional Council area.

This is considerably higher than 309, which is the average number of full time
equivalent employees for similar sized Group 4 councils.

The Boundaries Commission also notes that the Union opposed the proposed
amalgamation.
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4.8 IMPACT ON RURAL COMMUNITIES

Section 263(3)(e3) of the Act requires the Boundaries Commission to consider
the impact of any relevant proposal on rural communities in the areas concerned.

The Boundaries Commission is mindful that if the proposal is implemented, some
of the factors that are likely to impact on rural communities are:

¢ size of the proposed new local government area

s distance of the main administrative centre from outlying towns and villages

s cost of telecommunications in contacting the main administrative cenire of
the new council

The Boundaries Commission notes that the proposed new councii will cover a
large geographic area of some 11,778.45 square kilometres.

The Boundaries Commission received a number of submissions from rural
residents and ratepayers expressing concern that under an amalgamated council
remote and outlying areas would be most adversely impacted. These residents
and ratepayers held the view that in large council areas, those areas with low
numbers of residents were likely to receive lower levels of services, particularly in
regard to road maintenance, than those areas with a higher population. These
submissions emphasised the critical importance of road maintenance for these
outlying residents as essential to enable them to access facilities and services
such as schools, medical services and retail outlets, and essential services such
as police and fire brigade.
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4.9 DIVIDING THE AREA INTO WARDS AND REPRESENTATION

Sections 263(3)(e4) and (e5) of the Act requires the Boundaries Commission to
consider the desirability (or otherwise) of dividing the resulting area or areas into
wards and representation impacts of the proposal.

The Boundaries Commission notes that currently both Guyra Shire and Uralla
Shire are divided into three Wards, while there are no wards in the Armidale
Dumaresq area.

The proposal recommends that the new area be divided into 6 wards of 2
councillors each, resulting in a governing body of 12 councillors.

Armidale 25,696 10 2,5696 0

Dumaresq

Guyra Shire 4,521 6 753.5 3 2
Uralla Shire 6,238 9 693.1 3 3
Proposed 36,455 12 3,037.9 6 2
New England

Regional

The proposal further recommends that the ward boundaries would be distributed
so that: :
= one ward would encompass the Guyra Shire Area plus the towns of
Bundarra, Boorolong, Duval and Donald Creek;
= one ward would incorporate the remaining areas of the Uralla Shire;
= with the remaining Armidale Dumaresq Council area being divided into 4
wards — Armidale rural; Armidale southern urban; Armidale central urban;
and Armidale northern urban.

The proposal made this recommendation on the basis that “it was most likely to
best ensure the representation of communities from throughout the new council
area.” (Kibble Report 2010, p.57)

The Boundaries Commission received 25 written submissions which addressed
the issue of representation and wards.

The majority of these submissions (72%) argued that the ward system contained
in the proposal would disadvantage and marginalise the rural areas of Uralla
Shire and Guyra Shire, with the proposed new area's representation being
dominated by councillors representing the former Armidale Dumaresq area.
These submissions presented a view that the proposed wards would further
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reduce the representation of these communities and lead to an erosion of the
abilities of these communities have input into the type and level of services and
facilities provided to them.

4.9.1 CONCLUSION

The Boundaries Commission does not support the ward system detailed in the
proposal. If this proposed amalgamation proceeds, the Boundaries Commission
recommends that there be twelve popularly elected councillors representing the
entire undivided local government area.

Also, to assist in ensuring that rural communities have the opportunity to maintain
their level of representation, the Boundaries Commission recommends that the
first election requires three candidates from the current Uralla Shire area; three
from the current Guyra Shire area; and six from the current Armidale Dumaresq
area.

See recommendations 9 and 10.
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4.10 OTHER MATTERS

Section 263(3)(f) of the Act requires the Boundaries Commission to have regard
to "such other factors as it considers relevant to the provision of efficient and
effective local government in the existing and proposed new areas”.

4.10.1 TRANSFER OF AREAS TO ADJACENT COUNCILS

The Proposal does not contain any recommendations for the transfer of areas to
adjacent council areas.

However the Boundaries Commission did receive submissions from Inverell Shire
Council and members of the public (including some petitions) requesting
boundary adjustments as follows:

» transfer those parts of Guyra and Uralla Shire Councils that constitute the
Tingha and Bundarra areas to the jurisdiction of inverell Shire Council (47
submissions including several petitions, some form letters and one
submission from Inverell Shire Council). Additionally the Boundaries
Commission notes that the Vardon Report 2004 also included a
recommendation for this area to be transferred to Inverell Council area;

» ftransfer of the Kentucky, Wollun and Salisbury areas to Walcha Shire
Council (2 submissions);

* ftransfer of Ben Lomond village to Glen Innes Severn Council (1
submission).

The Boundaries Commission is of the view that the request to transfer the areas
of Tingha and Bundarra to Inverell Shire Council may be worthy of consideration,
particularly as a number of residents of these areas indicated their support for
this proposal.
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4.10.2 COUNTY COUNCIL MEMBERSHIP

The New England Tablelands Weeds County Council (NEWA) delivers noxious
weed management services to Armidale Dumaresq, Guyra Shire, Uralla Shire
and Walcha Shire Councils. It is funded by contributions for its constituent
Councils and grants for the NSW Department of Industry and Investment. The
governing body of NEWA is composed of one elected representative from each
of the constituent Councils and a chairperson.

The proposal recommends that NEWA continue to stand alone as a County
Council as the most efficient and effective way to deliver weed management
services to the New England Area. It recommends that the membership of NEWA
is comprised of representatives from the proposed New England Regional
Council and Walcha Shire Council.

The Boundaries Commission did not identify any impediments to the proposal
arising from NEWA and its continuation.
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CHAPTER 5 DESCRIPTION OF THE BOUNDARY OF
THE PROPOSED NEW ENGLAND REGIONAL LOCAL
GOVERNMENT AREA

Area about 11778.45 square kilometres; commencing at the confluence of
Gwydir River and Copes Creek at Lake Copeton; and bounded thence by that
creek and Irwins Creek upwards to the southern prolongation of the eastern
boundary of Portion 264, Parish of Swinton, County of Hardinge; by that
prolongation and boundary and the eastern boundary of Portion 262 and its
prolongation northerly to the generally northern boundary of the County of
Hardinge; by part of that boundary generally easterly to the eastern boundary of
Lot 1, D.P.588622; by part of that boundary of northerly, the northern boundaries
of Lots 1 and 2 easterly, the generally north eastern boundary of Lot 3,
D.P.588622 generally south-easterly and a line south-easterly to, again the
generally northern boundary of the County of Hardinge; by part of that boundary
generally south-easterly, the generally western boundaries of Portions 9 and 10,
Parish of Single, and their prolongation, generally southerly to Copes Creek; by
that creek upwards to the southern boundary of Portion 35; by that part of that
boundary and the generally eastern boundary of that Portion, generally easterly
and generally northerly, the southern and eastern boundaries of Portion 11,
easterly and northerly, again the generally northern boundary of the County of
Hardinge, generally south-easterly to the range forming the southern watershed
of Macintyre River on the eastern boundary of Portion 37, Parish of Single; by
part of that range generally easterly to the western boundary of Portion 115,
Parish of Eden, County of Gough; by part of that boundary southerly, the
generally southern and part of the eastern boundaries of that portion generally
easterly and northerly to again, the range forming the southern watershed of
Macintyre River; by part of that range generally easterly to western boundary of
Lot 1, D.P.841482; by part of that boundary northerly to the generally southern
boundary of the County of Gough; by part of that boundary generally easterly fo
the generally south-western boundary of Lot 3, D.P.786388; by part of that
boundary and a line north-westerly, the generally south-eastern boundary of Lot
1, D.P.786388 generally north-easterly, a line easterly, part of the generally
south-western and part of the eastern boundaries of Lot 2, D.P.786388 generally
south-easterly and northerly to again the range forming the southern watershed
of Macintyre River; by part of that range and Waterioo Range generally easterly
and Great Dividing Range south-easterly to the northern boundary of Portion 22,
Parish of Ben Lomond; by part of that boundary, the western and part of the
southern boundaries of that portion westerly, southerly and easterly to again the
Great Dividing Range; by that range generally south-easterly to Inn Road; by that
road generally easterly to the southern prolongation of the western boundary of
Lot 1, D.P.554313; by that prolongation and boundary northerly, part of the
northern boundary of that Lot easterly to the Macleay Range; by that range
generally north-easterly to Ben Lomond (Mountain); by a line generally easterly
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to the generally south-western boundary of Lot 61, D.P.705133; by part of that
boundary and part of the generally south-eastern boundary of that lot generally
south-easterly and generally north-easterly to again a line generally easterly
towards Mount Mitchell; by that line to its intersection with the generally north-
eastern boundary of Portion 22, Parish of Towagal, County of Clarke; by part of
that boundary generally south-easterly to Sara River; by that river downwards
and Guy Fawkes River and Pantons Creek upwards to the generally eastern
boundary of Portion 49, Parish of Guy Fawkes; by that boundary, the generally
eastern boundary of Portion 38, the eastern boundary of Portion 37 and part of
the eastern boundary of Portion 35 generally southerly, the northernmost
northern and part of the generally eastern boundaries of Portion 36 easterly and
generally southerly, the northernmost northern and generally eastern boundaries
of Portion 39 easterly and generally southerly, part of the north eastern boundary
of Portion 43 south-easterly, the northern and eastern boundaries of Portion 47, a
line, and part of the eastern boundary of Portion 24 easterly and southerly and
the generally northern boundary of Portion 26 and its prolongation generally
easterly, southerly and easterly to the range partly forming the generally north-
eastern boundary of the Parish of Lookout, County of Clarke; by that range
generally south-easterly to the western boundary of Lot 6 DP623563; by part of
that boundary and part of the south-western boundary of that lot, southerly and
south-easterly to again the range forming the generally north-eastern boundary of
the Parish of Lookout; by that range generally south-easterly, part of the
generally eastern boundaries of the Counties of Vernon and Clarke, generally
southerly, the southern boundary of the Parish of Kunderang, County of Vernon
and its prolongation, westerly to Trap Creek; by that creek, Fitzroy Creek and
Kunderang Brook, downwards, Macleay River and Blue Mountain Creek,
upwards to the north-eastern prolongation of the generally south-eastern
boundary of Lot 13 DP704004; by that prolongation and boundary, the generally
southern and generally south-western boundaries of that lot and its prolongation,
generally south-westerly, generally westerly and generally north-westerly to again
the Blue Mountain Creek; by that creek upwards to generally southern boundary
of the Parish of Enmore, County of Sandon; by part of that boundary generally
south-westerly, the road forming the generally south-eastern boundaries of
Portions 202 and 203, Parish of Lawrence, generally south-westerly to the range
forming the southern watershed of Mihi Creek; by that range, generally south-
westerly and north-westerly to the north western corner of Portion 101, Parish of
Eastlake; by a line north to the southern boundary of Portion 120; by part of that
boundary, the southern boundaries of Portions 10 and 11, westerly, the generally
south-eastern boundary of the Parish of Blacknote, generally south-westerly to
the east most south-eastern corner of Portion 464, Parish of Sandon, the
generally southern boundary of that lot the southern and western boundaries of
Portion 465 and the western boundary of Portion 460, and its prolongation
generally westerly and northerly, a line west about 61 chains, a line north about
41 chains, a line east about 15 chains to the south-eastern corner of Portion 467
Rem, part of the generally southern boundary of the Parish of Sandon, generally
north-westerly to the southernmost south-western corer of Portion 56, Parish of
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Tara, County of Inglis, part of the generally eastern boundaries of the Parishes of
Tara and Looanga, generally northerly to the northern most corner of Portion 92:
by the Nandewar Range generally westerly to the eastern boundary of Portion
18, Parish of Roumalla, County of Hardinge; by part of the western, southern and
eastern boundaries of that portion, southerly, westerly and northerly, the
southern, north-eastern and northermn boundaries of Potion 40, Parish of Winton,
County of Inglis, easterly, north-westerly and westerly to the road from Bundarra
to Bendemeer; by that road, north-westerly to the Nandewar Range; by that
range, generally north-westerly to the south-western corner of Portion 67, Parish
of Roumalla, County of Hardinge; by the road from Bundarra to Bendemeer,
north-westerly to the northern boundary of Potion 14, Parish of Retreat, County of
Inglis; by that boundary, westerly, the boundaries of Portion 20, northerly,
westerly and again northerly, the eastern boundary of Portion 2, the eastern and
northern boundaries of Portion 19, northerly and westerly to the south-eastern
corner of Portion 29; the Nandewar Range, generally north-westerly to the east
most corner of Portion 42; by part of the generally north-eastern boundary of the
Parish of Retreat, generally north-westerly to the northern most corner of Portion
12; by the Nandewar Range, generally north-westerly to the generally western
boundary of the Parish of Cooper, County of Hardinge; by part of that boundary
generally northerly, the generally eastern boundaries of Portions 126, 125 and
134, generally northerly, again part of the generally western boundary of the
Parish of Cooper, generally north-westerly, the southern boundaries of Portions
91, 59 and 58, easterly to the Gwydir River, aforesaid and by that river
downwards to the point of commencement.
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CHAPTER 6 RECOMMENDATIONS

The Boundaries Commission has examined the proposal announced by the
Minister for Local Government in May 2010 1o amalgamate the entire Armidale
Dumaresq, Uralla Shire and Guyra Shire local government areas to form a new
local government area named “New England Regional”.

Having considered the amalgamation proposal, the submissions presented to the
Boundaries Commission by the affected Councils, the submissions from
members of the public and community groups, and other material, and having
regard to the factors set out in section 263(3) of the Act, the majority of the
Boundaries Commission considers that the proposal should not proceed to
implementation.

Key recommendations of the Boundaries Commission are:

1. The Boundaries Commission is of the view that structural reform is needed
in the New England region, but not in the form of this proposal. Further the
Boundaries Commission accepts the need for structural reform of local
government in NSW.

2 The Boundaries Commission has noted with disappointment the failure of
the strategic alliance to achieve meaningful reform in this region, leaving
amalgamation as the only option which appears possible. This is a very
disappointing discovery for the sector as a whole.

3. Having regard to the factors listed in section 263(3) of the Act and the
information presented to it at the public hearing, and in the written
submissions and contained in other material available during this inquiry, the
majority of the Boundaries Commission has formed the view that at this time
there is insufficient evidence to demonstrate that implementation of this
proposal would resutt in significant benefits.

4. The majority of the Boundaries Commission was not persuaded by the
available information that the proposal offers significant financial or service
delivery advantages to the residents and ratepayers of the areas concerned.

5. The current financial circumstances of the Armidale Dumaresq Council
particularly in the area of debt. Although, the Council has made efforts to
improve its financial position it does not demonstrate a sound platform to
support amalgamation.

6. The reliance on grants by the Councils is of concern to the Boundaries
Commission, particularly in comparison to coungcils of a similar size.
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7. As a result of the employment protection provisions contained in the Local
Government Act, the proposed amalgamated council would be required to
maintain staff. This would result in the proposed council having 119 more full
time equivalent staff than the average full time equivalent staff number for
similar sized counciis for some future time.

8. The Boundaries Commission noted the significant opposition to the proposal
expressed by the residents and ratepayers of both Uralla Shire and Guyra
Shire areas.

8. The Boundaries Commission does not support the proposal that the Mayor
be popularly elected or the wards system detailed in the proposal. If this
proposed amalgamation proceeds, the Boundaries Commission
recommends that there be twelve popularly elected councillors representing
the entire undivided local government area and that the Mayor is elected by
the councillors.

10. To assist in ensuring that rural communities have the opportunity to maintain
their level of representation, the Boundaries Commission recommends that
the first election requires three candidates from the current Uralla Shire area,
three from the current Guyra Shire area, and six from the current Armidale
Dumaresq area.

Other matters

¢ In view of the comments made in submissions and public hearings, that
the Minister consider the transfer of the areas of Tingha and Bundarra to
Inverell Shire Council.

» The Boundaries Commission is of the view that further significant work is
required to address the financial sustainability of rural councils and that a
public inquiry empowered by section 740 of the Local Government Act,
7993 should be undertaken in the New England region to comprehensively
assess reform options and develop a proposal for the long term viability of
Armidale Dumaresq, Uralla Shire, Guyra Shire and Walcha Shire.

¢ The Boundaries Commission also recommends that Armidale Dumaresg
Council, Uralla Shire Council, Guyra Shire Council and Walcha Shire
Council be monitored closely by the Division of Local Government during
transition to the new integrated planning and reporting system, and that
investigations be undertaken to identify any grounds for placing them
under administration.

* Given the upcoming State Election in March 2011, the Boundaries
Commission recommends June 2011 as an appropriate time for
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commencement of the public inquiry process, and that monitoring and
investigations by the Division should commence immediately.

The Boundaries Commission looks forward to receiving meaningful reform
options and outcomes for these communities in the future.

MR IAN DICKSON
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Mrs Gabrielle Kibble AO

New England Regional Review
Locked Bag A5045

SYDNEY SOUTH NSW 1235

25 February 2010
Dear Mrs Kibble
NEW ENGLAND REGIONAL REVIEW SUBMISSION.

Thank you for the opportunity to contribute this Council’s suggestions as to the future
of Local Government service delivery in the Southern New England area. Council
wishes to reinforce its previously stated position of a preference for voluntary
amalgamation. If voluntary amalgamation is not recommended, Armidale Dumaresq
Council would be prepared to consider options other than amalgamation that may
emanate from the NESAC review, provided that they deliver significant structural
changes that both eliminate duplication and provide a smooth and efficient
management regime.

Council has conducted workshops prior to making this submission and considered the
following governance areas, and would now like to outline its recommended
approaches for your consideration.

Voluntary Amalgamation
At its Extraordinary Council meeting on..15 February. 2010 Council resolved the

/e following:

That, given the issues identified by the Division of Local Government’s Review of
NESAC, the findings of the Forsyth Review and the withdrawal of Walcha Council
and Uralla Shire Council from the New England Strategic Alliance, Armidale
Dumaresq Council advise the Division of Local Government that it stands ready to
cooperate with Guyra Shire Council, Uralla Shire Council and Walcha Council to
deliver Local Government representation for the New England region based on a
voluntary amalgamation model.
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Council wishes to make the point that it has not deviated from its long-standing
commitment to reform with the objectives of reduced duplication and delivery of
efficient and effective services throughout the Southern New England area.

Should some or all of the other Councils within the review area not support a
voluntary amalgamation as an outcome, Armidale Dumaresq Council believes that its
community should not be penalised by the loss of representation of its elected
members, by being invited to participate in the reform process to work towards a
whole of area election by 2012 if possible. In this context we refer to Clause 218C,
2b of the Local Government Act 1993, as amended, which allows for the continuation
in office of any or all of the councillors of any area dissolved by proclamation, until
such time as elections for the newly constituted amalgamated Council can be held.

Armidale Dumaresq Council refers to the process followed with the successful
amalgamation of the two former Councils, Armidale City Council and Dumaresq
Shire Council in 2000. The process followed, afier a voluntary amalgamation had
been agreed and formally committed to in 1999, was that the two Councils worked
together for some six months or so, with a joint implementation committee, unti! the
promulgation of the amalgamated Council on 20 February 2000. An interim Council
was appoinied for a period of some three months before elections were held for the
new Council in May 2000. This interim Council, consisting of the twelve Armidale
City and six Dumaresq Councillors, oversaw the potentially difficult initial period of
the new amalgamated Council into one entity until elections could be held for the new
entity. This ensured a smooth transition and is recognised as a successful model. A
significant reason why the amalgamation was successful, and the transition period
relatively painless, was due to the leadership of the then Mayors, Richard Torbay and
the late Peter Monley, together with the commitment of the Councillors and staff
from both Councils.

Council recognises, however, that the previous amalgamation only involved two
Councils. Four Councils are currently involved in a potential amalgamation, whether
voluntary or forced, and this would naturally bring greater challenges. This stated,
Council believes that the Armidale City and Dumaresq Council merger model could
be used and modified as appropriate, with details such as setting up a merger
implementation committee with the appropriate binding delegations, involving
representatives from each Council who would report back to their respective Council,
or alternatively if other Councils are unwilling or unable to adopt a voluntary
approach, then work with any administrator that maybe appointed.

Ward Systems versus Undivided Areas

Armidale Dumaresq Council, although wishing to see and encourage representation
from the New England Strategic Alliance Councils, believes that any new Council
area created should be undivided. This stated, should any recommendation be to
establish wards, Council would cooperate and contribute to defails such as the
structure and number of wards. The position to support an undivided area option was
not taken lightly and the following factors were considered:
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¢ Wards may build in parochialism when there is a need from day one for
people to be thinking holistically and representing the whole community.

¢ The merger of Armidale City and Dumaresq Shire Councils reinforces the
view that an undivided approach is the best option.

e Wards could potentially lose good candidates.

e Fewer opportunities for minority groups, specifically ~ Aboriginal
representation.

o It would be difficult to undo wards in the future due to the process required to
change this system of election.

¢ The ward boundaries would have to be continually reviewed and altered to
reflect growth, and would result in frustration with voters being shifted around
wards.

e The ward system could adversely affect the communality of interest which has
been achieved since the merger of Armidale and Dumaresq.

e Ttis unrealistic and artificial to form wards in the city area, which has always a
unit.

o Smaller communities can actually achieve greater representation in an
undivided area than in wards if they champion quality candidates.

o Should adequate representation not be gained in an election, then
representation and access to Council decision-making can be accommodated
with good engagement and communication strategies.

Election of a Mayor

Council unanimously supports the election of a Mayor by Elected Members over a
popularly elected Mayor. It is thought important that the Mayor of the day enjoys the
support or majority support of elected members. Council also believes that this system
would give a much greater chance for Councillors coming from the smaller arcas of
being considered for the position of Mayor.

Number of Councillors

Armidale Dumaresq Council believes that in the event of a voluntary or forced
amalgamation, the number of elected members should be 12. This would allow
greater opportunity for representation of the former smaller Council areas. It would
also allow a greater sharing of workload in what would be a Council with a
substantial population and a very large area (some 18,000 square kilometres).

Formation of Precinct, Area or Advisory Committees

Armidale Dumaresq Council has a very successful system of consultation, which was
set up at the time of the former amalgamation of Armidale City and Dumaresq Shire
Councils. This involved the setting up of 10 Local Area Committees (LAC’s) which
acted and continue to act as a very effective channel for two way communication.

Council believes that a similar arrangement should be implemented in the event of a
voluntary or forced amalgamation. Discussion suggested that there be Local Area
Committees for the smaller villages and more remote areas, while the larger
townships (Guyra, Uralla and Walcha) should have consultative/advisory commitiees
with greater responsibilities. At least one Councillor, and possibly up to two or three,
could be on these committees. The reason for having different names (and terms of
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reference) is to reflect the different service needs and communication and engagement
levels required.

1t is submitted that if a merger eventuated then the new Council would look to
rotating meetings around the townships within the new areas. At least onc meeting a
year could be held in the former areas of Guyra, Uralla and Wacha, ie a total of three

meetings per annum, with appropriate special meetings, especially if a particular
meeting discusses important «“local” issues, also being desirable.
4

Structural Changes

The Need for Local Access to Administrative Services and Public Access to an
Appropriate Standard of Local Facility is Recognised.

Council is of the view that if an amalgamation were to eventuate, then the smaller
townships should retain their offices and base services. It is thought that outdoor staff
would remain on the ground to deliver services. Most change it is thought would be

experienced in the back office service areas and specialist services areas.

Council did not want to spend too much time at this stage in the submission on the
detail of any structural and operational changes other than stated above, as it did not
want to be to pre-emptive of the recommendations of the review. Howeve, Council
remains committed to working cooperatively to achieve the goals of efficiency, equity
and good governance.

Concluding Comments

Over the last five years Armidale Dumaresq Council has put its best efforts into the
shared and cooperative service model of the Alliance, often to its own detriment and
has shown a preparedness to look at other reforms proposed by willing partners since
ihe demise of the Alliance. Armidale Dumaresq Council is of the view that former
partners of the Alliance no longer seem willing to commit to the necessary reform
that would bring about the most efficient and effective service delivery to our
communities. This unwillingness to reform brought about the demise of the Alliance
and it would appear that a return to an Alliance and the achievement of its original
objectives would be highly problematic.

Whatever recommendation comes out of this Review and is adopted by the State
Government, our Council will continue to support the direction selected, and work
towards achieving these goals. Council continues to hope, however, that it will be
given the opportunity o enact this support through the continuance of its elected
representatives for the balance of the term and not be penalised for our past efforts by
denying our community their elected representation.

Yours sincerely

Peter Ducat Shane Burns
Mayor General Manager
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Dear Sir/ Madam,

RE: SUBMISSION TO IPART
ARMIDALE DUMARESQ COUNCIL FIT FOR THE FUTURE SUBMISSION

The Fit For the Future submission provided by Armidale Dumaresq Council to IPART includes a
resolution of the Armidale Dumaresq Council from 27 April 2015 (page 34 of the submission}:

“That Council submits an attachment to Option A which includes merging with Guyra and Uralla Shire
Councils, subject to agreement of the boundary adjustments proposed by Glen Innes and Inverell
Councils...”

The said attachment has not been made publically available through the submission process 10
afford the community, affected Councils, or other stakeholders an opportunity to review this
‘supplementary proposal’. As such this additional information should not be considered as part of
the Fit For the Future submission of Armidale Dumaresq Council as no community consultation has
occurred, nor any agreement between the affected Councils been made.

Additionally, Guyra Shire Council objects to the declarations made in the resolution of Armidale
Dumaresg Council on 27 April 2015 (page 34 of the submission); naming the new Council, and
stipulating that “Council work with Glen Innes Severn, Inverell, and other adjoining Councils to
establish future Council boundaries...”. These matters, should they arise under a forced
amalgamation situation, would be for determination of the newly elected Council, and not
predetermined by the Armidale Dumaresq Council. These decisions should be made openly and in
full consultation with the community.

Guyra Shire Council has prepared a Fit For the Future submission in accordance with the NSW
Government's guidelines to remain a Rural Council and has worked strategically to develop the most
effective, efficient, and collaborative proposal to ensure the future sustainability of our Council and
our community.

Yours Sincerely,

PETER STEWART
GENERAL MANAGER

PO Box 207, GUYRA NSW 2365 | Ph: 02 6770 7100 | Fax: 02 6779 1221 | web: www.guyra.nsw.gov.ay | Email: councl@guyra.nsw.gov.au
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