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Executive Summary

Ratepayers advocates from Ratepayers Victoria have extensive involvement in the Rate Cap policy
development and implementation, including the processes for exempting Councils from the cap. We
are aware that every 4 years, the policy will be reviewed and improved.

We are disappointed with the direction this policy review is heading because:

1.

There is no evidence of recent work done to include efficiency and service performance
factors in revising the current rate cap calculation formula for the next tranche. This was
supposed to happen as part of future change management. Ironically, these performance
factors were communicated to us as part of the policy’s objectives and not applied as key
evaluation criteria in the design of the review questionnaire.

The review is excluding CPI, when CPl indexation is already included in the current rate cap
calculation formula.

There is no clarity of what the mechanism’s design principles mean, and it is missing
alignment to or integration of the Local Government Act 2020’s governance principles.

These review gaps indicate procedural flaws in the evaluation process and contents sharing.

We concluded that the review is tokenistic, designed to continue the current rate cap calculation,
and downplay alignment to CPI.

If this is the implied outcome-goal of this evaluation-review, then we suggest scrapping the Rate
Cap, which would also save administration effort and cost.

If the Essential Services Commission (ESC) is determined to uphold commitments to fulfilling the
policy’s objectives, then we expect ESC to immediately initiate a program that:

1.

2.

Researches and introduces efficiency and service performance factors, hence revising the
current rate cap calculation method without delay, to refocus on fulfilling the original policy
objectives.

Tracks and reports progress on the program.

As there is currently no evidence of work on the efficiency factors, we recommend that rate capping

should be CPl indexed, to protect the integrity and fairness of Ministerial decision making, as we
anticipate the ESCis likely to have no additional information to better inform the Minister’s decision.

We expect the efficiency factors to be incrementally introduced thorughout the next four years
perhaps aiming to standardise improvements of councils’ financial, assets and workforce
management as priorities, and possibly consider the sharing of infrastructure systems and services
among councils.

We also expect to see consistent service management structures in councils’ charts of accounts,
which will provide a consistent performance reporting framework of measures that give the

evidence that our councils are value-adding and performance driven in their work culture, decision
making and practices.
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Introduction

On the 12 October 2021, two representatives from Ratepayers Victoria (Verity Webb and Chan
Cheah) met with two Grosvenor consultants, to provide community feedback to the Rate Capping
Policy review.

Our discussions were within the scope of the consultants’ 14 interview question-areas. The
consultants were supposed to share a copy of their interview notes for us to validate the scope and
accuracy of the discussions, to enable them to use validated data for writing their report. To date (19
October 2021), we have not received the unvalidated interview notes. However, we decided to
share with you the scope of the discussions, to ensure all policy stakeholders understand the key
concerns of the issues and areas of action required, to keep the review on track with the original
Rate Cap Policy’s objectives.

Chan Cheah was involved in the Rates Cap Policy development in 2015, as the official ratepayer
advocate from Ratepayers Victoria, supporting and contributing to former Local Government
Minister Natalie Hutchins project to successfully implement the Rate Cap policy, despite significant
resistance and media propaganda collaboration from councils and their peak bodies.

Ms Cheah also appraised Minister Hutchins with local community insights about the rationality of
her own local council’s application for capped rate exemption, which improved the transparency of
that council’s business case to be exempted.

The more rigorous and transparent process provided good quality information to the ESC and
resulted in a much fairer decision than would otherwise have been possible.

Ms Cheah also helped other ratepayers group understand the rate cap exemption process and how
local constituents could liaise with ESC to provide more transparent and accurate information for
enabling ESC to engage in well informed decision making.

Hence Ms Cheah has a good understanding of the policy development and operating frameworks.

Our prepared discussion guide for the meeting on October 12 is appended at the end of this
document.
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Review Discussions
We are formalising our responses to the review questions as follows:

Q2: Rating of Rate Capping Mechanism

We were asked to rate our understanding of the rate capping mechanism. We understand Rate
Capping very well, including the distinction between understanding the notions of the rating system
and how rate capping, as a policy works.

More importantly, we expressed that we clearly understood the Rate Cap Policy’s original purpose
and underpinning objectives, which the consultants have summarised (see Policy Objectives in
diagram below.)

We further explained the underlying objectives the original ESC project team were aiming for:
improved efficiency and service performance in councils. From that context, ratepayers’ first priority
focus is about councils’ efficiency drivers, followed by service and amenity performance drivers later
on. This sets us all on the same page in terms of understanding the first core evaluation objective
(efficiency) in the meeting discussions.

The Problem Solving Scope
Policy Objectives

1. Put downward pressure The Cost Driver
on rates as council rates
affect cost of living

Council Expense 10

Efficiency Measures
years Forecasts

2. Impose Sdiscipline in
councils as revenue
raising authority

SauwEp

3. Impose greater
transparency &
accountability in LG
governance

e

Feeds into Feeds into

Al lised Rat ici
e Gl »|  Rates Calculator | Rates Invoicing

Revenue Forecasts

spung

4. Encourage councils to
seek efficiencies &
generate greater value
in meeting community
needs & interests

contributes

Cost of Living

Seivice _&_An_"emw Quality Measures Value for §
Provisioning

5. Encourage more Experience of Living
certainty in rating
system

Q3: Has the Rate Capping Mechanism contributed to these Policy Objectives?
We understand that the rate capping policy is to be reviewed every 4 years and we are at the end of
the first review cycle.

Council and peak bodies understood then and continue to understand that the primary goals of the
original 2015/16 rate cap policy are to improve their efficiency and service performance, in order to
ensure and sustain rates affordability for local communities.

The policy requires a major work culture shift and practice change in most councils, which is why
most councils and all their peak bodies were and are still against these original objectives.

To manage this change resistance. The first ESC team decided, with consensus with the former Local
Government Minister, to make the rate cap calculation simple and initially exclude the provision for
efficiency factors, hence framing the current calculation variables as follows:
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a) Base Rate determinants as:
1. Total land value as at 1 July
2. Number of rateable properties at 1 July

3. Ratein the dollar for the future year
4. Municipal charges for the future year
b) CPI chosen as the market-based index

Based on this understanding, the Rate Cap mechanism has failed to meet its policy objectives. The
discussion questions we raised to explain our answer are summarised as follows:

1. Has the Rate Capping Mechanism contributed
The Problem Salying Scape to these policy objectives? Why or why not?
The Cost Dviver
LI 2. What have been any success factors or barriers
- to the mechanism’s ability to contribute to
these policy objectives?

J || Emm———h— T Rates cateutator ‘ { Rates Ieoicing ‘ ) .
g losivulsiecfoc 3. Do you have ideas for how these policy
objectives could be better met?
ooy | ] Qi Messares wuerors [N 4. How would you describe the intentional and
H renhesing — :

unintentional impacts in the implementation of
the Rate Capping Mechanism?

If the rate cap mechanism is not revised to include some efficiency factors, then the review is a
deliberated and misleading “carpet sweeper” to ignore fulfilling the original policy objectives of
improving councils’ efficiency and service performance.

This also implies that the original policy’s objectives and planned change management scope have
been hijacked to allow councils continue performing inefficiently and their terms of service
performance management. If this is the intention, it is easier to simply rate cap to align with CPl and
reduce administrative effort and hence cost.

Q4: Success factors or barriers to contributing to Policy’s Objectives

Success factors would require the ESC to revisit the original change management plan to include
efficiency and service performance factors in future rate cap calculations. The underpinning
problem-solving work is significant, and we suspect nothing has progressed to date, while the rate
cap policy rolls into the next cycle with tokenistic changes without fulfilling the original policy’s
objectives.

We also need Key Performance Indicators (KPls) to provide evidence of the rate cap policy
effectiveness.

Ratepayers Victoria believes the KPI development should significantly improve the current Local
Government Performance Reporting Framework.

We also need visibility of a program plan and progress reporting schedule, to understand how the
policy objectives will be met in future cycles. An explicit community engagement schedule, in
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compliant to the new governance requirement in the Local Government Act (2020), to inform local
constituents of this work and progress status, is another success factor that ensures transparent and
accountable decision making and program management.

Q5: Ideas for how these policy objectives could be better met?

One would assume that the first ESC team would have drafted some change management plan,
including the scope, schedule and budget for determining efficiency (and service performance)
factors into the future rate cap calculation and aligned with reforms to the Local Government
Reporting Performance Framework (LGPRF) initiative.

As we are aware of evaluation procedures, we were surprised that the consultants did not research
the original scope and background work done by the first ESC team when preparing this evaluation
activity and made a fundamental mistake of not informing reviewing participants of future plans to
include efficiency (and service performance) factors in future rate cap calculation.

Q6: The intentional and unintentional impacts in the implementation of the Rate Cap
Mechanism

The original intended impacts are to improve council’s efficiency and service performance, requiring
a governance framework of KPls, objectives, achievement reporting and information accessibility
and transparency by council and across the sector, etc.

The current implementation scope can be perceived as both intentional and unintentional, given the
contexts of the consultant’s terms of reference, based on what was explained earlier. If the rate cap
mechanism does not plan to include efficiency and service performance factors in the rate cap
calculation, then the purpose of this review is intended to change policy scope, maintaining a culture
of inefficiency and interpretative and diversely contextualised service performance management
practices in councils.

Q7: Setting the Rate Cap

Q8: Benefits/Limitations of the Rate Cap Calculation Components
We used the following diagram to focus our discussions on this question-item:
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o Rgte C:
7. Based on secthion 185 (d) of Part 84 the Act as shown below, please answer the following quesbons.

L

(3) Bafora making 2 general Order, the Minister musi— First Answer the following due process
[a) request advics from fhe Essantal Services Commission for the purpases of adjustmant in sefing the average rale cap: and questions:
(b} hare regard o any advice recelved from the Essential Senices Commission a8 requested undes paeagraph (a)

) The Essential Services Commessson must provide advice io the Mirsster in accordance with a request made urder subsection (3ia)

{5) A general Order does not have elect in respect of a capped year unkss # i published in the Govemment Gazetie— 1. Is ESC advice based on evidence of

|:|:\ on or bofore 31 December in the financial year before the r.\npt.ed year, of efﬁciency & SEI"ViCE quality
[b) on o bulore such other dabe fored by the Mester by nabicn published in the Gavernmenl Gazette m the firancial year before the capped : J
yoar improvements that links to the KPI

of the policy objectives?

a) What do you see as the benefits or limitations of the 2. Isthere a methodology & schedule
interpretation of the Part 8A of the Local Government Act 1989 for collecting the achieved KPI of
for setting the rate cap? policy objectives to inform ESC

advice making, consequently

b) What do you see as the benefits or limitations of the informing the Minister rate
implementation of the Part 8A of the Local Government Act 1989 capping decision?

for setting the rate cap?

c) Do you have any comments you would like to share regarding the
process by which advice is provided by the Essential Services
Commission and Victorian Government agencies to the Minister Impacts answers to
for Local Governmentin the setting of the rate cap?

One would assume that determining an appropriate rate cap is supported by an informed decision
process recommended by the ESC and finalised by the Local Government Minister.

The consultants made clear that CPl is not included in the rate cap determination, which contradicts
the list of calculation variables that include choosing the CPI as the market-based index in the
calculation.

Ratepayers Victoria understands that was new efficiency poliocies are developed, ESC will not
dictate how councils improve their efficiency and service performance levels. However, ESC will
consult with councils and local residents and businesses to develop realistic measures and upon
consensus with councils set the appropriate efficiency measures (we understand service levels can
come in later cycles) as doable benchmarks, which will be factored into a revised rate cap calculation
formula.

To what extent local constituents can be involved in determining the new efficiency (and future
service) performance measures is unknown, however we can guarantee you that the recently
refreshed generation of ratepayer advocates are professional qualified and well verse in any aspects
of organisational management, including policy development and evaluation.

We also pointed out to the consultants the inequity implications of the Capital Improved Value (CIV)
property valuation method, which inflates property value. This results in rates that can be more
afforded by the rich and allows developers and investors to inflate property prices for their own
profiteering.
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Out of Reality Touch Formula

CIV — Artificial inflation of property
valuation based on market rates,
which are influenced by:

* Global/national events

* High AML activities in Australia

* Notional assumption that owners
sell and rent out properties

8. What do you see as the benefits or limitations of each of
the components of the mechanism?

These componentsinclude:
a) the base rate:

. total_as at 1 July Initial b.ant.j aide calcula.tiorTs to kickstart
* number of rateable properties at 1 July the policy implementationin 2015/16
* ratein the dollar for the future year

With the view to revise with efficiency &

* municipal charges for the future year ! RN ENINE
quality metrics implications

b) CPIbeing chosen as the market-based index.

Councils’ efficiency capacity development also needs to consider reviewing whether a CIV valuation
pricing method enables the design principles of a fair and equity balancing property tax and takes
away the systematic deficiencies of market price manipulations and varying local demand effects of
globalisation, notably migration. These external influencers have differentiated rates setting,
depending on the intensities of their impacts in different municipalities (example see diagram
overleaf)
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Figure 1 Maribyrnong City Council Budget FY21
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Q9: Success Factors or Barriers to Progress with the Rate Cap Policy design principles

The Rate Cap policy is a governance mechanism to improve council efficiency and service
performance, giving measurable- hence transparent and accountable -visibility to value for money
decision making and achievements, a legislated obligation. If this fundamental governance design
principle is lost in translation, continuation of the rate cap policy as is, is a tokenistic administration
burden.

Unfortunately, the consultants did not give clarity of what is meant by policy design principles;
however, our own professional experience indicates it is linked to governance principles, and more
notably in alignment to the governance obligations defined in the Local Government Act 2020.

Q10: Success Factors / Barriers to Rate Cap mechanism’s ability to meet the design
principles?

1. First define what is meant by design principles. We are assuming they are from good
governance principles, notably that councils adopt a culture of efficiency and effectiveness
in their financial, asset and service management activities, whose collective financial
expenditures determine council revenue and rate setting — this itself is a very big ASK. How
they improve efficiency, although not determined by ESC, needs to be transparent and
accountable. They also need to follow the Local Government Act 2020’s governance
obligations to ensure council decision making and implementation reporting are compliant
to these legislated compliance requirements.

CONSENSUS
ORIENTED

PARTICIPATORY ACCOUNTABLE

FOLLOWS GOOD

THE RULE TRANSPARENT

InTam GOVERNANCE

EFFE%IVE RESPONSIVE
EFFICIENT EQUITABLE
AND
INCLUSIVE
owsposters.org
2. ESCwork in efficiency factors will also improve some of the current ‘You’re your Council’ and
LGPRF financial indicators and introduces new efficiency and service performance indicators

that fulfils this rate cap policy. What stage is this work at now?

As the consultants do not know the history and change management plans of the rate cap
policy during its development, they cannot inform us further.

3. Formal program (ESC) and underlying project (councils) structures need to be setup, to
better understand how councils are improving their efficiency and service performance

every 4 years, perhaps for the next 12 years.

4. Advocating for zero budgeting and discontinuing current incremental budgeting
methodology will help councils develop better efficiency capabilities.
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5. Standardising service performance management structures and integrating into councils’
chart of accounts will also give easier visibility of service financial performance levels.

6. Making council decision making more explicit and requiring considerations of efficiency and
service performance criteria and targets can better justify councils’ decision making and
facilitate more transparent reporting on decision implementation.

Q11: Any other comments on how the mechanism is implemented in accordance with the LG
act 2020 Legislation

We heard no reference to the Local Government Act 2020’s governance framework of compliance
obligations during the meeting, hence we assume that the consultants are not informed of these
legislated compliance requirements in their terms of reference. Again, we know more than the
consultants, who are unable to give us more hands-on insights.

Q12: Our Experience with the Rate Cap mechanism’s operations
See introduction section. We are well informed about this policy development, implementation and
operations (include exception application processes) and its review arrangements.

Q13: Is the Rate Cap policy increasing administration burden in rates setting?

No. Policies are developed to ensure strategic achievements fulfil good governance principles AND
good governance is a responsibility not an administration burden. However, ESC can consider
economies of scale and scope recommendations for councils to improve their efficiency and service
performance, to make life easier for councils and enable consistency in their service provisioning and
management control-structures.

Yes. Councils use administration burden as a resistance tactic and their peak bodies often echo this
to argue that well-intentioned policies such as the rate cap are not viable or add no value. We hear
that line too often.

Q14: Other comments

We experienced the strong resistance from most councils and all their peak bodies against the Rate
Cap policy during its development and first implementation. The key driver of resistance is because
the policy will, over time, significantly change their work culture, decision making and practices to be
more efficient and service performance transparent and accountable.

As the current ESC team has changed membership, the review scope and directions are allowing this
resistance to resurface and leverage insider influence to return to the legacy work culture, decision
making and practices that most councils desire to protect and preserve.
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2015-2016: Media Misinformation Tactics

QOriginal Today's revised
Solution 5cope Solution Scope

Retain Legacy Decision
Making Autonomy

The original ESC Solution Architects are gone

If this is the underpinning agenda, then we recommend removing the rate cap policy as it gives no
value in governance improvements in the sector.

If there is resolve to fulfil the policy’s original objectives, especially the efficiency and service
performance goals, then we recommend a simple short term approach that begins with capping
rates at prevailing CPI, as the CPl indexation is already in the current rate cap calculation formula.

We expect a medium-term revised calculation method that incrementally introduces and improves
efficiency factors and longer term to integrate service performance factors.

We anticipate the introduction of efficiency factors will focus on areas of change in financial, assets
and workforce management and possibly the sharing of resources and service provisioning.
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ESC rate capping review

Ratepayers Victorian’s Discussion Areas



The Problem Solving Scope
Policy Objectives

1. Put downward pressure The Cost Driver
on rates as council rates

affect cost of living [
Council Expense 10 Efficiency Measures

years Forecasts
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councils as revenue

raising authority §
3
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governance 2 | Revenue Forecasts
4. Encourage councils to contributes
seek efficiencies &
generate greater value
in meeting community
needs & interests Service & Amenity Cost of Living
Quality Measures Value for S
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2 Experience of Living

5. Encourage more
certainty in rating
system




1. Has the Rate Capping Mechanism contributed
bilicy Objectives The Problem Solving Scope to these policy objectives? Why or why not?
1. Putdownward pressure The Cost Driver

on rates as council rates
affect cost of living

Council Expense 10 | pcco e 2. What have been any success factors or barriers

years Forecasts
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1 Frovsioning | | Quality Measures Value for $ 68 _ 4. How would you describe the intentional and

5. Encolrage more Experience of I.hnng_-.
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unintentional impacts in the implementation of
the Rate Capping Mechanism?




Sefting the Rate Cap
7. Based on section 185 (d) of Part BA the Act, as shown below, please answer the following questions:

. 185D. First Answer the following due process
(3) Before making a general Order, the Minister must— q ue St| ons:

(a) request advice from the Essential Services Commission for the purposes of adjustment in setting the average rate cap; and
(b) have regard to any advice received from the Essential Services Commission as requested under paragraph (a).

(4) The Essential Services Commission must provide advice to the Minister in accordance with a request made under subsection (3)(a). 1 IS ESC a dV| ce b ase d on eVi d ence Of
(5) A general Order does not have effect in respect of a capped year unless it is published in the Government Gazette—

(a) on or before 31 December in the financial year before the capped year; or effl cie ncy & Service q ua I Ity
(b) on or before such other date fixed by the Minister by notice published in the Government Gazette in the financial year before the capped m p roveme ntS th at | N kS tO th e K PI

year. of the policy objectives?

a) What do you see as the benefits or limitations of the 2. Isthere a methodology & schedule
interpretation of the Part 8A of the Local Government Act 1989 for collecting the achieved KPI of
for setting the rate cap? policy objectives to inform ESC

advice making, consequently

b) What do you see as the benefits or limitations of the informing the Minister rate
implementation of the Part 8A of the Local Government Act 1989 capping decision?

for setting the rate cap?

c) Do you have any comments you would like to share regarding the
process by which advice is provided by the Essential Services
Commission and Victorian Government agencies to the Minister Impacts answers to
for Local Government in the setting of the rate cap?



Out of Reality Touch Formula

CIV — Artificial inflation of property

valuation based on market rates,

which are influenced by:

* Global/national events

e High AML activities in Australia

* Notional assumption that owners
sell and rent out properties

8. What do you see as the benefits or limitations of each of
the components of the mechanism?

These components include:
a) the base rate: 7

. total _as at 1 July Initial band aide calculations to kickstart

» number of rateable properties at 1 July the policy implementation in 2015/16 G
* ratein the dollar for the future year i

« municipal charges for the future year With the view to revise with efficiency &

quality metrics implications

b) CPI being chosen as the market-based index.



General administration and processes

design principles were:

v

v VvV V

> simple and easily understood;
requirements are clear and compliance can be easily determined;

minimises administrative burden for councils;

can be consistently applied by all councils while having sufficient regard to differences between councils;

encourages ratepayer and community involvement; and,

allows for consideration of key relevant and related factors including municipal circumstances, community needs and aspirations,
council priorities and operating environment, and Victorian Government priorities and policy objectives.

Similarly, we are interested in understanding how the Rate Capping Mechanism has progressed against its intended design principles. These

9. From your perspective, has the Rate Capping Mechanism progressed against these design principles?

Why or why not?

First Answer the following due process
questions:

1. Is ESC advice based on evidence of
efficiency & service quality
i that links to the KP|

a) What do you see as the benefits or limitations of the
interpretation of the Part A of the Local Government Act 1583
for setting the rate cap?

b} What do you see as the benefits or limitations of the
Implementation of tha Part 84 of the Local Government Act 1989
for setting the rate cap?

¢} Do you havee any comments you would like to share regarding the
process by which advice & provided by the Essential Services
€ and Victorian agencies to the Minister
for Local Govarnment in the setting of the rate cap?

of the policy objectives?

2. Isthere a methodology & schedule
for collecting the achieved KPHof
policy abjectives to infarm ESC
advice making, consequently
Iinfarming the Minkster rate
capping decision?

Impacts anawers 1o

Slide 3 gives insights into the obvious answer:

1. Policy design was taking an agile approach:
Sprint 1 — since implementation to now

Sprint 2 — next cycle, BUT, needs prior work
completion > where are the design
progression to ensure all policy objectives are
achievable via KPI???

We are stopping at an early design pilot phase?




10. What have been any success factors or barriers to the mechanism’s
ability to progress against these design principles?

11. Do you have any comments on how the mechanism is implemented in
accordance with its legislation?

Where is the start to end
program/project management plan in
designing a complete solution beyond
sprint 17

12. Could you comment on your experience with the general administration
and processes of the mechanism?

a) Do you have any comments regarding the process by which councils
apply to the Essential Services Commission for a higher cap?

b) What, if any, are the barriers to councils applying for a higher cap
when they perceive that they require this, and how could these
barriers be mitigated?

Rational decision making and business
cases are vague and lack materiality

Conduct issue: Unwillingness to improve
budget efficiency; move towards zero
based budgeting; sugar daddy spending
leadership & work culture

13. Do you think the mechanism has affected the administrative burden for
councils in setting their rates? Why or why not? If you think it has, how
could any affects be minimised?

Yes and No.

* Yes — councils use admin burden as
a good defensive argument to block
full policy implementation

* No—good governance is a
responsibility, not an admin burden



14. Do you have any other comments you would like to share as part of this review?

2015-2016: Media Misinformation Tactics Today

Original Today’s revised
Solution Scope Solution Scope

MWMMQ&!M#M

Retain Legacy Decision
Making Autonomy

. . . The original ESC Solution Architects are gone
The original ESC Solution Architects

fChange Owners] ;‘I— Change Owners j

- o
TaleA(AilAARTAOD |




Transparency in Rate Capping

Essential Services Commission

Total rates for the municipal]

Local Government Minister

What you pay

B
FRET e % $
'l.‘ -'5"- !nl' L
Councils determing Divided by To gat Ta calculate Multiply By
Rates revantia Combined valua The rata Wour rates The value of The rate
neaded within cap of all rateable in the dollar for the yaar your properky ir the dallar
propertes

resident
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