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Figure 1: Proposed new local government area
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MINISTER’S FOREWORD

On 6 January 2016 | put forward a proposal to merge the local government areas of Manly, Mosman
Municipal and part of Warringah. On 23 February 2016, Warringah Council submitted an alternative
proposal, to merge the local government areas of Manly, Pittwater and Warringah. A suitably qualified
delegate of the Chief Executive of the Office of Local Government will consider this proposal against criteria
set out in the Local Government Act (1993), and undertake public consultation to seek community views.

As a consequence of the alternative proposal from Warringah Council, on 25 February 2016 | put forward a
proposal to merge the local government areas of Mosman Municipal, North Sydney, and Willoughby City.
This ensures that if the proposed merger of Warringah, Manly and Pittwater was to proceed, an alternative
option is available for Mosman Municipal Council.

This proposal is being considered, alongside the original Government proposal, by a delegate of the Chief
Executive of the Office of Local Government against criteria set out in the Local Government Act (1993).
Public consultation to seek community views will also be undertaken.

This document provides analysis and information to support community consideration of the alternative
merger option.

It identifies a total financial benefit of $120 million over a 20 year period that can be reinvested in better
services and more infrastructure.

I look forward to receiving the report on the proposal and the comments from the independent Local
Government Boundaries Commission.

g
Graon Toola
Minister Paul Toole
March 2016
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EXECUTIVE SUMMARY

Introduction

A merger proposal for the local government areas
of Mosman Municipal, North Sydney, and
Willoughby City has been referred for examination
and report under the Local Government Act
(1993)", as a consequence of a council-initiated
proposal to merge the local government areas of
Manly, Pittwater and Warringah.

This document provides analysis and information
to support community consideration of the
alternative merger option.

The Government’s original proposal to merge the
local government areas of Manly, Mosman
Municipal and part of Warringah remains under
consideration.

Key Analysis

The Independent Pricing and Regulatory
Tribunal’s (IPART) 2015 assessment determined
that Mosman Municipal, North Sydney, and
Willoughby City are ‘not fit' to remain as
standalone entities.

IPART determined that each of the three councils
each satisfy key financial performance
benchmarks. However, IPART assessed that
operating individually, each council has limited
scale and capacity to effectively deliver on behalf
of residents and meet future community needs.

Analysis by KPMG shows the proposed new
council has the potential to generate net savings
to council operations. The merger is expected to
lead to around $95 million in net financial savings
over 20 years and provide a total financial benefit
of $120 million.

The analysis also shows the proposed merger is
expected to generate savings primarily from the
removal of duplicate back office and
administrative functions; streamlining of senior
management roles; efficiencies from increased
purchasing power of materials and contracts; and

! The end result if the proposal is implemented is that a new
local government area will be created. For simplicity
throughout this document, we have referred to a new council
rather than a new local government area.
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reduced expenditure on councillor fees.?

The NSW Government has announced a funding

package to support merging councils which would
result in $25 million being made available should

the proposed merger proceed.

These savings may enable the new council to
reduce its reliance on rate increases to fund new
and improved community infrastructure.

Each of the three councils has previously
indicated it may seek or has recently received
approval for a Special Rate Variation (SRV) from
IPART:

¢ Mosman Municipal Council has an approved
SRV of 10.6 per cent over a one-year period
in 2015-16;

e North Sydney Council has previously indicated
it may seek a SRV of 4.5 per cent over a one-
year period in 2019-20; and

e Willoughby City Council has received approval
for a cumulative SRV of 6.7 per cent over a
two-year period from 2015-16.

Next Steps

Local communities will have an opportunity to
attend the public inquiry that will be held for this
merger proposal and an opportunity to provide
written submissions. For details please visit
www.councilboundaryreview.nsw.gov.au




Figure 2: Map showing boundaries for the proposed new council with Blacktown City Council
highlighted for comparison
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A NEW COUNCIL FOR THE MOSMAN, NORTH
SYDNEY AND WILLOUGHBY AREA

An overview of the current performance of the three existing councils and the projected performance of the
new proposed entity is provided in Figure 3.

Figure 3: Council profiles

Mosman Council North Sydney Council  Willoughby City Council New Council

Sk

Population 2014) 30,276 71,025 74,166 175,467
Area 9 sq km 1 1 sqkm 22 sq km 42 sq km

This merger proposal is broadly
consistent with IPART's Fit for the
Future assessments (2015). The new

IPART Rating NOT FIT NOT FIT NOT FIT council will likely have enhanced
scale and capacity to better meet the
future service and infrastructure
needs of the community.

Operating Revenue

{2013-14) $44.3m $120.2m $128.5m $227.3m (projected 2019-2020)

Opeorating Result +812.0m projected improvement to

(2013141 $5.5m $26.7m 832.1m 2019-20 operating results
Asset Base $240.7m $357.1m $633.2m $1.2b
Infrastructure Backlog 4 per cent 4 per cent 6 per cent 5 per cent

Sources: Australian Bureau of Statistics, Department of Planning and Environment, Office of Local Government, Council Long Term Financial Plans, Fit for
the Future submissions to IPART and IPART Assessment of Council Fit for the Future Proposals.

Note: Totals may not sum due to rounding. Estimates of the new council’s operating performance and financial position is based on an aggregation of each
existing council’s projected position as stated in respective Long Term Financial Plans (2013-14). In addition, it is assumed efficiency savings are
generated from a merger, and this is reflected in the projected 2019-20 operating result for the new council.
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KEY ANALYSIS

Financial Benefits of the Proposed Merger

Analysis by KPMG in 2016 shows the proposed merger has the potential to generate a net financial saving
of around $95 million to the new council over 20 years. Council performance will also be improved with a
projected $16 million increase in annual operating results achieved within 10 years.

Figure 4 illustrates the projected operating performance of the new council compared to the current projected
operating performance of each of the three councils.

Figure 4: Projected operating results of Mosman Municipal, North Sydney and Willoughby City councils, with and without a merger
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Note: Operating results refers to the net financial position and is calculated as operating revenue less operating costs. It excludes
revenue associated with capital grants and expenditure on capital items.

Source: Council Long Term Financial Projections (2013-14).

Gross savings over 20 years are modelled to be due to:

e the removal of duplicate back office and administrative functions and reducing senior management roles
($87 million);

o efficiencies generated through increased purchasing power of materials and contracts ($15 million); and

e areduction in the overall number of elected officials that will in turn reduce expenditure on councillor fees
(estimated to be $5 million).

In addition, the NSW Government has announced a funding package to support merging councils which
would result in $25 million being made available should the proposed merger proceed.

The implementation costs associated with the proposed merger (for example, information and
communication technology, office relocation, workforce training, signage, and legal costs) are expected to be
surpassed by the accumulated net savings generated by the merger within a three-year payback period.
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The expected operating performance ratio of each council over the next 10 years is illustrated in Figure 5.3
Figure 5: Projected operating performance ratio by council (2016-2025)
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Note: Operating performance ratio measures a council’s ability to contain operating expenditure within operating income.

Source: Council Long Term Financial Plans (2013-14).

Overall, the proposed merger is expected to enhance the financial sustainability of the new council through:
¢ net financial savings of around $95 million to the new council over 20 years;

o aforecast $16 million increase in the operating result of the merged entity within 10 years;

e achieving efficiencies across council operations through, for example, the removal of duplicated back
office roles and functions and streamlining senior management;

o establishing a larger entity with revenue of around $323 million per year by 2025;
e an asset base of approximately $1.2 billion to be managed by the merged council; and

e greater capacity to effectively manage and reduce the $62 million infrastructure backlog across the area
by maintaining and upgrading community assets.

The Local Government Act contains protections for three years for all council employees below senior staff
level.

Impact on Rates

Each of the three councils has previously indicated it may seek or has recently received approval for rate
increases to meet local community and infrastructure needs:

e Mosman Municipal Council has an approved SRV of 10.6 per cent over a one-year period in 2015-16;

e North Sydney Council has previously indicated it may seek a SRV of 4.5 per cent over a one-year period
in 2019-20; and

e Willoughby City Council has received approval for a cumulative SRV of 6.7 per cent over a two-year
period from 2015-16.

3 Calculation of a council’s operating performance ratio excludes any grants received from the council’s reported operating revenue.
This enables comparison of council operating performance based on own-source revenue.
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