5.1. Proposed Special Variation to Rates and Minimum Rates

AUTHOR Therese Cole, Chief Executive Officer
ATTACHMENTS | 1. Long Term Financial Plan updated 22 Dec 2025 [5.1.1 - 91 pages]
2. Productivity and Improvement Plan [5.1.2 - 32 pages]
3. Delivery Program 2025-2029 & Operational Plan 2025-2026 [5.1.3
- 128 pages]
4.  Capacity to Pay report [5.1.4 - 56 pages]
5. 'North Sydney - Towards a sustainable future' community
engagement report [5.1.5 - 69 pages]
6. Phase 1 Demographic Community Survey Service Level Asset
Management [5.1.6 - 105 pages]
7. Phase 1 Opt-In Community Survey Service Levels Asset
Management [5.1.7 - 79 pages]
8. Phase 2 Demographic Community Survey [5.1.8 - 52 pages]
9. Phase 2 Business Survey [5.1.9 - 51 pages]
10. SRV Submissions [5.1.10 - 34 pages]
11. Communication collateral and engagement activities [5.1.11 - 40
pages]
CSP LINK Outcome 8 — An effective, accountable and sustainable Council that
serves the community
G1. Develop clear goals, create a plan to achieve them, and track
progress with transparency and honesty
G4. Manage risks and maintain independent oversight in business
operations and decision-making
G6. Commit to efficiency and value for money in service delivery
G8. Manage Council’s finances through robust long-term planning and
ongoing financial management
PURPOSE:

The purpose of this report is to support Council’s consideration of measures required to
achieve long-term financial sustainability, including an application for a Special Rate Variation
to permissible income and an increase to the minimum rate. In doing so, the report presents
the Draft Long-Term Financial Plan (Attachment 1 to this report), the Addendum to the
Delivery Program 2025-29 (Attachment 3), and the outcomes of phases one and two of
Council’s community engagement plan (Attachments 6-9), to inform Council’s decision-

making.

EXECUTIVE SUMMARY:

- 0n28lJuly 2025, North Sydney Council endorsed a comprehensive two-phase community
engagement plan titled North Sydney — Towards a Sustainable Future. The engagement
was designed to inform decision-making on Council’s long-term financial sustainability,
service levels, and infrastructure investment, and to support transparency and
community understanding of Council’s financial challenges.
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Phase 1 of the engagement was undertaken in August 2025 and focused on
understanding community expectations regarding service levels and infrastructure
condition, as well as community sentiment towards potential financial strategies,
including borrowing and increased revenue. The outcomes of this phase informed the
development of a new Draft Long-Term Financial Plan (LTFP).

On 27 October 2025, Council considered the Draft LTFP, which included three rating
pathway options. At that meeting, Council resolved to undertake Phase 2 community
engagement between 29 October and 3 December 2025 on the Draft LTFP, proposed
Special Rate Variation (SRV) options, and an increase to minimum rates. Council was
presented with the Draft LTFP, the Productivity and Improvement Plan, and the Phase
One community engagement results.

Phase Two engagement commenced with the launch of a dedicated ‘Your Say’ webpage
outlining Council’s financial position and the three rating options under consideration.
The webpage provided accessible and easy-to-understand resources, including fact
sheets, a rates calculator, explanatory videos, frequently asked questions, and key
strategic documents. The ‘Your Say’ page attracted 8,814 page views, with 498 unique
visitors downloading key documents, and 268 unique visitors viewing fact sheets.

Phase 2 engagement was extensive and included six pop-up information sessions across
the local government area (including local markets, Stanton Library, and community
centres), five ‘Ask the Executive’ sessions, a letterbox drop to all 44,100 ratepayers,
information distributed through 17 newsletters, the North Sydney News, and various
media channels.

More than 1,260 community responses were received through surveys and submissions.
Key themes included strong support for maintaining services and infrastructure, interest
in improved service and infrastructure outcomes, ongoing concerns regarding the North
Sydney Olympic Pool project and financial management, and mixed views on rate
increases. While some respondents recognised the need for a rate increase to address
long-term sustainability, others expressed a preference for limiting increases to the rate

pesg.

A survey conducted by the independent market research company Micromex Research
found that support for an SRV at North Sydney Council is comparatively stronger than in
other recent council consultations, with preferences approaching an even split rather
than the 40/60 distribution observed elsewhere.

A Capacity to Pay analysis was undertaken to assess the potential impact of the proposed
SRV options. The analysis concluded that, having regard to the socio-economic profile of
the local government area, the proposed increases would be reasonable, with existing
hardship provisions available to support those experiencing financial difficulty.

Council has continued to strengthen governance and accountability through the adoption
of a Governance Strategy and key policies, including the Restricted Reserves Policy and
the Financial Hardship Policy.
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- Council has also maintained a strong focus on improving administration and service
delivery through service reviews, process improvement, organisational realignment, and
other initiatives aimed at reducing risk, improving productivity, containing costs, and
enhancing customer service. This improvement journey commenced in early 2023 and is
documented in the Productivity and Improvement Plan (Attachment 2 to this report).

- While productivity and improvement initiatives have reduced the scale of potential rate
increases by an estimated 14.9 per cent, they are not sufficient on their own to address
Council’s structural funding gap or ensure long-term financial sustainability.

- Minor amendments have been made to the Draft Long-Term Financial Plan 2026-2036
to reflect updated information available since public exhibition, and to support the
formation of a recommended SRV option.

- Having considered Council’s legislative responsibilities, financial position, community
expectations and engagement outcomes, capacity to pay, alternative funding strategies,
and demonstrated productivity and improvement efforts, Option 3 is recommended as
the preferred pathway for a Special Rate Variation and associated minimum rate
increase.

RECOMMENDATION:

1. THAT Council receive and note the contents of the Special Rate Variation Community

Engagement Report, which outlines the feedback received from the community consultation

on the proposed Special Rate Variation (SRV) and increase of minimum rates.

2. THAT Council approve the Addendum to the 2026-2029 Delivery Program as attached.

3. THAT Council adopt the revised Draft 2026-36 Long-Term Financial Plan (LTFP) as attached

and proceed with Option 3 as a strategy to improve Council’s financial strength and

sustainability.

4. THAT Council make an application to the Independent Pricing and Regulatory Tribunal

(IPART) for a permanent Special Rate Variation (SRV), under Section 508A of the Local

Government Act 1993 commencing on 1 July 2026. The SRV would permanently increase total

ordinary rates over three years and remain in perpetuity, as follows:

a) a 23 percentincrease for the 2026-27 financial year (inclusive of the 4 per cent rate peg
determined by IPART for the year);

b) a14.58 per centincrease for the 2027-28 financial year (inclusive of the forecast rate peg
of 3.0 per cent for that year); and

c) a8.32 per centincrease for the 2028-29 financial year (inclusive of the forecast rate peg
of 3.0 per cent for that year);

5. THAT Council make an application to the Independent Pricing and Regulatory Tribunal to

set its minimum residential and business rates in accordance with Section 548(3) of the Local

Government Act 1993, as follows:

a) $970.72 for the 2026-27 financial year;

b) $1,116.32 for the 2027-28 financial year; and

c) $1,216.79 for the 2028-29 financial year.

The minimum rate will change by the rate peg from 2029-30.
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Background

As previously reported, North Sydney Council’s financial position is unsustainable, and is
facing several critical challenges including:

1. Ongoing operating deficits: Maintaining current service levels and meeting legislative
obligations will continue to result in structural operating deficits.

2. Underfunded infrastructure renewal: Over the next ten years, funding for infrastructure
renewal is projected to meet only 69 per cent of the minimum required investment, leading
to further deterioration of community assets.

3. Escalating Infrastructure Backlog: The current renewal backlog of $157 million could
substantially increase within a decade, intensifying pressure on the operating budget as more
reactive maintenance is required to ensure public safety.

4. No Funding for New Infrastructure: Council lacks the financial capacity to invest in new
infrastructure or provide co-contributions toward priority projects as identified in the
Development Contributions Plan.

5. Low Financial Resilience: Council holds low levels of unrestricted cash and investments,
leaving it vulnerable to financial shocks or unplanned expenses. Council’s financial challenges
have been consistently documented in Council reports and in the previous Long-Term
Financial Plan. Following a year of liquidity measures and further reductions to asset renewal
funding in the 2025-26 Budget, a detailed assessment of the current financial position is
included in the Draft 2026-36 Long-Term Financial Plan.

A special variation to rates will be required if Council intends to continue to meet community
expectations, deliver existing services and service levels, and improve its financial strength
and sustainability.

In February 2025, Council applied to IPART for a special variation to rating income to
strengthen Council’s weak financial position, address infrastructure concerns, and support
long-term strategic plans.

In addition, the application aimed to achieve greater equity in rating through:

e increasing the minimum rate to improve equity between high, medium, and low-density
residential assessments; and

e absorbing special levies into ordinary income to improve equity between residential and
business assessments.

The application was rejected in full by IPART which, while acknowledging Council’s poor
financial position, concluded that the community’s understanding in relation to the need and
purpose for special variation was not clear, and that the level of increase did not represent a
reasonable impact on ratepayers based upon the two-year increase proposed.
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IPART noted that most objectors raised concerns in relation to the North Sydney Olympic Pool
redevelopment project, along with confusion regarding the project’s contribution to the
special rate variation proposed.

IPART agreed that Council demonstrated a rationale for increasing minimum rates and that
there is a case for Council to address the inequity in its rating structure between ad valorem
and minimum rate ratepayers. However, IPART considered the impact of large increases to
the minimum rate over a short period of time, on the population that IPART considered most
vulnerable (apartment owners) to rate increases, was not reasonable.

Response to IPART decision

In refusing the application, IPART made the following recommendations which Council has
now addressed:

1. Complete a service level review with the community:
Council has undertaken a service level review through research consultants Micromex
Research. The report concluded that there was little appetite for reduced service levels,
with most residents wanting services/infrastructure to be maintained, if not improved.
Refer to Attachments 6 and 7.

2. Consider various alternatives to a SV including a reduction in services or considering
higher levels of debt:
Improved documentation of consideration made in relation to various alternatives to an
SV, including higher levels of debt have been made and are detailed within the Draft
Long-Term Financial Plan. Specific new or increased revenue opportunities have been
included within the forecasts as opposed to percentage assumptions.

3. Develop an on-going framework to identify and implement productivity and efficiency
savings:
Council developed and commenced the implementation of a performance improvement
framework and pathway in 2023; however, it is acknowledged that this work was not
sufficiently detailed within the SV application submitted. In response, a detailed
Performance and Improvement Plan (Attachment 2) has been developed which details
Council’s considerable efforts towards improvement over the past three years. This plan
outlines productivity, cost containment, and revenue opportunities. The plan
demonstrates that, without improvement actions being taken, an additional 14.9 per
cent in cumulative rating increases over three years would be required.

4. Reconsider the extent and timing of the increase to minimum rates:
A reduced minimum rate over three years has been included for consideration in this
plan.

5. Improvement of Council’s Financial Hardship Policy:
A revised Financial Hardship Policy has been developed and publicly exhibited. The Policy
was adopted by Council on 27 October 2025.
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Other actions taken

In addition to the above, the following actions were taken to manage Council’s immediate
financial challenges and strengthen Council’s application for a special variation:

Council’s Delivery Program 2025 — 2029 and Operational Plan 2025 — 2026 were updated to
adjust priorities to accommodate the limited financial constraints. These plans included a $6
million financial repair target which would require additional income, service reduction, and
further productivity improvements. Current projections suggest that $3 million of this target
may be achievable in 2025-26 in the absence of service reductions (excluding continued short-
term cost containment measures).

1. To address liquidity concerns in the absence of an SV, infrastructure renewal budgets
were reduced for a third year, and cost-cutting initiatives were implemented including
holding workforce vacancies, leave management plans, and general spending restraint.
While some ongoing savings have been identified, the scale of reduction in expenditure
is not sustainable and has increased operational risk.

2. Council proceeded with the approval of an additional $10 million loan to support the
North Sydney Olympic Pool project.

3. Council’s Draft Long-Term Financial Plan has been extensively reviewed and redeveloped.

4. New rating options have been developed. These options provide a medium-term strategy
and are primarily focused on infrastructure renewal and improvement, with some
support for new infrastructure. To support service delivery and improved decision-
making, new corporate systems are also recommended in the SV options.

5. Included within the rating options presented is a clearly labelled baseline scenario which
will provide the community with an option to reduce services and infrastructure.

6. To address confusion regarding the North Sydney Olympic Pool project, the plan
acknowledges the commitments made in relation to the project regardless of a Special
Variation. All costs associated with the North Sydney Olympic Pool will be funded through
existing revenue in all options. The special variation funding will be primarily focused on
restoring the sustainability of services and infrastructure, while providing a modest
contribution to new service and infrastructure needs. Commentaries in relation to the
financial impacts of the project are included within the Draft LTFP.

7. A Restricted Reserves Policy has been adopted following public exhibition to improve
governance, control, and transparency of Council’s cash and investment reserves.

8. The Capacity to Pay report (Attachment 4) has been reviewed and redeveloped based
upon the three special variation options and proposed changes to minimum rates.

At its meeting of 27 October 2025, Council considered the Draft 2026-36 Long-Term Financial
Plan including three rate path options, two of which included special variation to rates. In
response, it was resolved to undertake community consultation between 29 October and 3
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December 2025. This consultation was the second phase of consultation from Council’s North
Sydney — Towards a Sustainable Future community engagement plan adopted by Council on
28 July 2025.

Report

This report focuses on financial sustainability - an integral component of Council’s broader
commitment to strengthening governance and administrative capability.

Effective local government governance is founded on a clear, accountable, and integrated
policy, strategic, and decision-making framework. Such a framework supports informed and
transparent decision-making, ensures compliance with legislative and regulatory obligations,
and enables Council to responsibly manage financial, operational, and strategic risks.

Strong governance is essential to maintaining long-term financial sustainability and ensuring
the equitable, efficient, and reliable delivery of services and infrastructure to meet the needs
of the community, both now and into the future.

To be effective, governance must be supported by a capable and well-resourced
administration. This includes appropriate staffing and skills, fit-for-purpose systems and
controls, efficient and consistent business processes, sound data and information
management, and timely, accurate, and meaningful reporting. Together, these elements
provide the foundation for accountability, continuous improvement, and confident decision-
making by Council.

Over the past three years, North Sydney Council has undertaken a structured and systematic
approach to improvement. During this period, Council has implemented a focused program
to strengthen governance, administrative practices, and internal controls. These initiatives
have made good progress in improving financial management, efficiency, accountability, and
overall organisational maturity.

While delivering meaningful progress, elements of the organisation continue to operate in a
largely reactive environment, with elevated risk exposure driven by ongoing resourcing
constraints and limitations in corporate systems. These constraints limit Council’s ability to
plan proactively, maintain assets at optimal levels, and respond effectively to emerging
community needs.

The full benefits of improvement reforms cannot be realised without a stable and adequate
revenue base to support appropriate staffing levels, modern systems, and effective asset and
risk management.

In determining an appropriate improvement pathway, Council must consider a range of
factors, including its legislative responsibilities, technical information, independent research,
and community engagement outcomes.

As elected representatives, councillors receive induction, training, and access to professional
advice to support informed and balanced decision-making. This enables Council to weigh
community feedback alongside technical evidence and statutory obligations, including the

Extraordinary Meeting of Council 19 January 2026 Agenda Page 7 of 770



requirement to consider intergenerational equity, and to act in the overall long-term interests
of the community.

Community consultation and engagement play an important role in informing Council’s
decisions. Feedback provides valuable insights into community priorities, concerns, and
values. At the same time, local government decision-making - particularly in relation to long-
term financial sustainability - can be complex and highly technical. While Council provides a
range of information to support community understanding, including fact sheets, detailed
reports, and explanatory videos, engagement data indicates that a relatively small proportion
of households engage deeply with the full financial detail prior to providing feedback.

For this reason, there is an inherent expectation within the local government framework that
councillors, as elected decision-makers, will consider community views alongside technical
advice, legislative requirements, and long-term financial impacts when making decisions on
behalf of the whole community.

Decisions such as a permanent rate increase, particularly when linked to long-term financial
and asset management plans, are therefore challenging. They require Council to balance
immediate community concerns with the responsibility to ensure the ongoing financial
sustainability of the organisation and the fair provision of services and infrastructure for both
current and future generations.

Rating Path Options

The Draft Long-Term Financial Plan provides three rating pathways. Two of the pathways
require a special variation to permissible income. A proposal to increase minimum rates has
also been included within the SV options, as varying permissible income without adjusting
minimum rates would create significant inequity.

Rates are determined based upon unimproved land value. This can create inequity between
apartment owners and owners of lower density dwellings in an area like North Sydney, as the
market value of many apartments may exceed the market value of some low-density
dwellings. However, this is not the case for all apartment owners, many of whom are single-
person households.

With 77.5 per cent of residential assessments paying the minimum rate, equity between units
and single dwellings continues to be of some concern. The level of proposed increase for
minimum rates was guided by metropolitan average minimum rates and IPART’s 2025
assessment which suggested that, in their view, those paying minimums had less capacity to

pay.

Comparative average and minimum residential rates under each of the options are presented
below. It is noted that Ku-ring-gai and Hawkesbury Councils have resolved to apply for special
variation for the 2026-27 round.
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Option 1: Rate peg only

Cumulative 10.33 per cent over three years.

Minimum rate increase by the rate peg - 4 per cent in 26-27, 3 per cent in 27-28, 3 per cent in 28-29.

Average Residential Rate per assessment ($)
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Option 2: Special Variation

Cumulative 39.92 per cent over three years (20 per cent in 26-27, 10 per cent in 27-28 and 6 per cent in 28-29). This option is 29.59 per cent higher
than anticipated rate peg increases.

Minimum rate increase — 30 per cent in 26-27, 13 per cent in 27-28, 7 per cent in 28-29.

Average Residential Rate per assessment ($)
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Option 3: Special Variation

Cumulative 52.66 per cent over three years (23 per cent in 26-27, 14.58 per cent in 27-28, 8.32 per cent in 28-29).

This option is 42.33 per cent higher than anticipated rate peg increases.

Note: Option 3 was exhibited as 54.18 per cent and has now been adjusted to 52.66 per cent due to rounding corrections made to the cumulative
calculation. The value of the SV Income remains the same.

Minimum rate increase — 30 per cent in 26-27, 15 per cent in 27-28, 9 per cent in 28-29.

Average Residential Rate per assessment ($)
Option 3 - 52.66%
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Business rate comparison

While comparison of average business rates is a standard section in Capacity to Pay reports
prepared for special rate variation applications, it is important to highlight that comparing
average business rates across councils, or even across suburbs within the same council, is not
meaningful.

This is because business rate assessments can vary significantly, especially in CBD-like areas.
For example, some business properties, such as large office buildings without strata, are rated
on extremely high land values (sometimes around $100 million), whereas similar-sized
buildings next door that are strata-titled may pay only the minimum rate per office and per
assessment. As a result, using averages in this way does not necessarily provide an accurate
picture of the real-world impacts on businesses.

Itis also important to note that the majority of large office buildings within the CBD are owned
or occupied by major corporations with financial capacity to absorb increases in business
rates. In fact, 5.04 per cent of total business assessments within the North Sydney LGA pay
57.31 per cent of the total business rating revenue. This highlights that the application of
average business rates across the sector does not necessarily reflect the differing financial
resilience of businesses, particularly between large corporate occupiers and smaller
commercial operators.

In North Sydney, of the 3,431 business assessments:

e 1,129 or 33 per cent will pay the minimum rate;

e 2,302 or 67 per cent will pay the ad valorem rate based upon unimproved land value;

e 5.04 per cent or 173 business assessments of business ratepayers will pay $14.1M or
57.31 per cent of the total business rate, and 59.53 per cent of the total business ad
valorem rate.

While business averages can be difficult to compare, for comparison purposes, the most
appropriate for North Sydney would be councils with a CBD.

For 2025-26, North Sydney's average business rate remains notably below the average for
councils with a CBD. With the proposed Special Variation, the average business rate for 2028-
29 is projected to remain below the CBD-council average.

North Sydney's minimum business rates are currently significantly below the metropolitan
average, ranking as the third lowest out of 21 councils. The projected minimum rates for 2028-
29, inclusive of a Special Variation, indicate that North Sydney's business rates will remain
below the metropolitan average.

Community Awareness and Engagement
On 28 July 2025, North Sydney Council endorsed a comprehensive two-phase community

engagement plan: North Sydney — Towards a Sustainable Future. The purpose of the
community engagement plan was to actively consult residents and stakeholders in
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discussions around the current levels of service and the condition of local infrastructure, with
the aim of informing Council’s decision-making.

By seeking community input through this engagement plan, Council seeks to balance the
financial realities with public expectations, priorities, and willingness to support service levels,
especially where ageing infrastructure may require increased investment.

The community engagement plan is designed to ensure transparency and help build trust as
Council considers resourcing needs, develops financial strategies, including rating increases,
and plans for a sustainable future.

The engagement focused on understanding and aligning financial sustainability with
community expectations across four key areas:

e service levels — including whether Council should do less, the same or more.

e infrastructure conditions —including desired standards of infrastructure.

e community willingness to pay for service and infrastructure outcomes; and

e other financial strategies.

The engagement was conducted in two stages:
e Stage 1: Service levels and infrastructure; and

e Stage 2: Consideration of a revised Long-Term Financial Plan and rating options.

The plan was developed in compliance with Council’'s Community Engagement Strategy
2025-2029 (CES) as well as the International Association for Public Participation (IAP2)
Australasia Quality Assurance Standard. Two phases were undertaken in accordance with
the plan:

e Phase 1 (Aug 2025):

o raised awareness of Council’s financial position and the impacts on services and
infrastructure assets;

o explored community expectations in relation to service levels and infrastructure
asset conditions; and

o explored community sentiment towards financial strategies to reduce the need for a
rate rise, including additional revenue sources and loan funding.

e Phase 2 (Oct-Dec 2025):

o raised awareness in relation to Council’s financial position and the impact of this on
infrastructure condition, technology, service levels, and responsiveness to current and
emerging challenges;

o explored community sentiment towards Council’s new Draft Long-Term Financial Plan
and associated Special Variation options;

o explored community sentiment towards the sale of Council property.

Information, communication, and engagement activities were designed and delivered
internally using a mix of digital, print, and face-to-face channels to ensure cost-effective
implementation while maximising community reach. Community sentiment was
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independently measured by research consultancy Micromex, providing transparency and
methodological rigour. Micromex conducted statistically representative surveys of residents
and businesses, with identical surveys also made available for voluntary participation via
Council’s ‘Your Say’ platform.

The results of the community engagement plan are detailed in the attached Community
Engagement Report, with further detail contained in attachments to that report including
independent research, submissions, and communication collateral portfolio.

The two-phase engagement aimed to strengthened community understanding of Council’s
financial challenges and options and provides a sound evidence base for Council’s decision-
making. While views differ on the preferred SV level, the community broadly recognises the
need for long-term financial sustainability and ongoing investment in essential services and
infrastructure.

The campaign generated strong visibility across the community. Phase 2 results indicate that
49 percent of resident survey respondents were aware that Council was seeking community
feedback on a potential application for Special Rate Variation. Overall, the campaign reach
included:

e Phase 1: 4,464 ‘Your Say’ page views; 1,982 unique visitors

e Phase 2: 8,814 page views; 3,809 unique visitors

Survey participation provided both representative and opt-in completion:
e Phase 1 representative — service levels and financial strategies: 605 residents (greatest

margin of error +/- 4.0 per cent)

e Phase 1 representative follow up survey — informed response infrastructure: 302
residents (greatest margin of error +/- 5.6 per cent)

e Phase 1 opt-in — combined service levels, financial strategies, and asset conditions: 433
completions

e Phase 2 representative: 403 residents (greatest margin of error +/- 4.9 per cent)

e Phase 2 representative: 104 businesses (greatest margin of error +/- 10 per cent)

e Phase 2 opt-in: 661 residents + 11 businesses

Key findings from the independent research are outlined below:

Community Priorities (Phases 1 and 2)
e Strong support for maintaining or improving service levels despite financial pressures.

e Recognition of infrastructure renewal needs, particularly for roads, stormwater, and
footpaths.

Special Rate Variation preferences
e 48 per cent of residents support some level of SRV (Options 2 or 3).

e Business sentiment is evenly split between the rate-peg only and an SRV.
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Preferences were influenced by continued concerns regarding Council’s financial
management (the North Sydney Olympic Pool project), cost-of-living concerns, the need for
improvement in the area, opportunity for faster progress and better outcomes, along with
general service expectations. A survey conducted by the independent market research
company Micromex Research found that support for an SRV at North Sydney Council is
comparatively stronger than in other recent council consultations, with preferences
approaching an even split rather than the 40/60 distribution observed elsewhere.

Minimum Rate
° Views were divided, but a majority of residents supported increasing the minimum rate

to assist in addressing equity concerns.
° Almost two thirds of business respondents supported Council increasing the business
minimum rate.

Financial Sustainability

e 87 per cent of residents rated infrastructure maintenance as important or very
important.

e Most residents opposed selling assets unless proceeds were reinvested for long-term
benefit.

e 47 per cent do not support increased debt, with the underlying expectation being that
Council should take a cautious approach to using loans.

e Strong support for exploring alternative revenue sources (e.g., naming rights, event hire,
commercial fees).

Phase 2 Submissions

Council received 73 submissions during the Phase 2 exhibition period plus an additional nine
captured soon after, to allow for precinct responses. Submissions included commentary from
residents, precincts, and several major organisations (e.g., Arkadia, Lendlease, Stockland).
These submissions have been reviewed, coded, and categorised into themes within the
Community Engagement Report.

Impact on ratepayers

There is no doubt that any increase in household costs has an impact on residents. The
purpose of a Capacity to Pay analysis is to understand the level of impact across the
community, taking into consideration a range of factors.

In using this analysis for the purpose of decision-making, consideration should also balance
the level of household impact due to rate increases against the impacts (of not increasing
rates as proposed) on service delivery and infrastructure provision.
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Findings of the analysis conclude:

- North Sydney’s residential community is among the most socio-economically advantaged
in Australia, with all suburbs ranking in the top 1-2 per cent nationally. The majority
of households fall into the top half of NSW’s income distribution, and unemployment is
low. Pensioner rebate uptake is low (4 per cent), and only 2.5 per cent of residents require
daily assistance, indicating minimal financial stress. Mortgage and rental stress levels are
significantly below Greater Sydney averages, and rates arrears are low, with most being
recent balances.

- Given the area’s high incomes, low debt stress, and strong payment history, the report
concludes that North Sydney’s residential ratepayers have the capacity to pay the
proposed rate increases, with Council’s hardship provisions ensuring equity and support
where needed.

- North Sydney’s business sector is financially robust, supported by a thriving local
economy. The area is dominated by high-income, resilient industries such as professional
services, technology, and finance. Commercial rents are among the highest in Greater
Sydney, and all business precincts rank in the top 1 per cent nationally for socio-economic
advantage. Business rate arrears are low (under 4 per cent), and most businesses pay on
time, indicating strong capacity and willingness to meet financial obligations.

- The rate base is skewed towards large landholders - just 5 per cent of business accounts
contribute over 57 per cent of total business rates. These entities typically have the
financial strength to absorb increases, noting that rates expenses within North Sydney
are likely to be immaterial when compared to overall global/national company costs. The
proposed minimum rate for business is low compared with metropolitan benchmarks.
Given tax deductibility, the net impact on rates increase on most businesses is modest.

Council’s Financial Hardship Policy is available for isolated cases, but the overall financial
indicators such as low arrears, strong growth, and high-value property holdings, support the
conclusion that North Sydney’s business community is well-positioned to absorb the
proposed rate increases without significant strain.

Financial need

A financially sustainable council is one that generates sufficient revenue to fund the delivery
of services and infrastructure, while maintaining the capacity to respond to emerging
challenges, take advantage of opportunities, and manage unforeseen financial pressures over
the long term.
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As the governing body, the elected Council is responsible for upholding the legislative
principles of sound financial management set out in section 8B of the Local Government Act
1993. These principles require that:

e Council spending is responsible and sustainable, with an appropriate alignment between

revenue and expenditure;

e investment in infrastructure is responsible, sustainable, and delivers long-term benefits
to the community;

o effective financial and asset management practices are in place, supported by sound
policies and processes for performance management, asset maintenance and
enhancement, funding decisions, and risk management; and

e decisions give proper consideration to intergenerational equity, including the financial
impacts on future generations, and ensuring that the cost of today’s services is not
unreasonably deferred to tomorrow’s ratepayers.

As widely documented, Council’s financial sustainability is weak, which means Council is not
in the position to maintain services at current levels or renew infrastructure as required. The
Draft Long-Term Financial Plan (attached, pages 36 — 46) details Council’s assessment of
financial need.

The primary purpose of both special variation options is financial sustainability - maintaining
service delivery and managing infrastructure obligations.

It should be noted that Option 1, which provides for rate peg only, has been modelled based
on maintaining liquidity. In turn, this requires ongoing reductions in infrastructure renewals,
which will lead to additional operating/maintenance costs, public safety concerns, and/or
closure of infrastructure due to failure. This is not sustainable, and likely to require service
reductions in order to reallocate funds to address infrastructure needs. This would result in a
continuation of reactive management practices.

In addition to the Option 1 rate peg pathway, there are two special rate variation options
included within Council’s Draft Long-Term Financial Plan.

The two SV options are outlined below. Tables in following pages provide a breakdown of
financial need/purpose along with each service/infrastructure priority’s contribution to the
special variation option.

Column 1: The 10-year special rate variation income and forecast expenditure allocation.

Column 2: The three-year (Delivery Program) special rate variation income and forecast
expenditure based on a three-year cumulative SV increase.

Column 3: Indicative distribution of the average annual residential three-year cumulative rate
increase. This column provides an indication of the increase in contribution per average
annual residential rating assessment towards the service/infrastructure need over the three-
year period of Council’s Delivery Program. For example: the forecast cumulative increase in
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average annual rates over a three-year period to ensure infrastructure is renewed at the
equivalent of 100 per cent depreciation is $200.48 per average residential assessment under
Option 2.

Column 4: The indicative attribution of the percentage rate increases attributable to each
service/infrastructure need over the first three years of the forecast. This period is the
remainder of Council’s Delivery Program period. This column provides an indication of the
impact of each of the service/infrastructure needs on the overall rate increase for the purpose
of applying to IPART for a Special Variation. For example: the forecast expenditure over three-
year for new corporate systems requires a 5.88 per cent rate increase under Option 2.

This provides an understanding of the possible difference in rating increase should a listed
priority be included or removed from one of the options, noting that any change to the SV
could also change the timing of delivery of other priorities.

Should Council wish to amend Option 2 or 3, this should be done by identifying service
reductions and/or projects and priorities to remove.

OPTION 2

Cumulative 39.92 per cent over three years (20 per cent in 26-27, 10 per cent in 27-28, and
6 per cent in 28-29).

This Option is 29.59 per cent higher than anticipated rate peg increases and would raise
$190 million in additional income over a ten-year period. Under this option, the average
residential cumulative increase above the rate peg over three years would be $319.00.

Column 1 Column 2 Column 3 Column 4
10 Year 3 Year Average 3- Attribution of
forecast forecast year rate 3-year
($,000) ($,000) cumulative cumulative
rate increase rate increase
$319.00 29.59%
FINANCIAL NEED-PURPOSE Indicative Indicative
allocation: attribution:
Infrastructure
Restoring minimum annual infrastructure 99,166 28,070 $200.48 18.60%
renewals (100% annual depreciation)
Contribution towards infrastructure 51,692 6,173 $44.09 4.09%
backlog
New Infrastructure Nil Nil Nil Nil
Co-funding for infrastructure projects Nil Nil Nil Nil
within Developer Contribution Plans
Upgrades required to maintain service Nil Nil Nil Nil
levels e.g. drainage in parks, site
stabilisation works
Reserve for new infrastructure to 17,431 Nil Nil Nil
support projects within developer
contributions plans
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Column 1 Column 2 Column 3 Column 4
Operational expenditure — funding
existing service levels
Enterprise resource planning system 17,910 8,877 $63.41 5.88%
(new corporate systems)
Access, social inclusion and cohesion 20 20 $0.14 0.01%
programs
Open space and infrastructure 2,880 657 $4.69 0.44%
maintenance
Open space and infrastructure planning 205 205 $1.46 0.14%
Affordable housing 513 351 $2.51 0.23%
Transport management Nil Nil Nil Nil
Governance Nil Nil Nil Nil
Operational expenditure —
new/enhanced service levels
Access, social inclusion and cohesion Nil Nil Nil Nil
programs
Planning 60 60 $0.43 0.04%
Economic development Nil Nil Nil Nil
Property and Infrastructure Planning 250 250 $1.79 0.17%
Sustainability Nil Nil Nil Nil
Transport management Nil Nil Nil Nil

Table 1: Option 2 financial need and purpose
OPTION 3 (adjusted)

Cumulative 52.66 per cent over three years (23 per cent in 26-27, 14.58 per cent in 27-28,
8.32 per cent in 28-29).

This option is 42.33 per cent higher than anticipated rate peg increases and would raise
$278 million in additional income over a ten-year period. Under this option, the average
residential cumulative increase above rate peg over three years would be $452.00.

Note: Option 3 was exhibited as 54.18 per cent and has now been adjusted to 52.66 per cent
due to rounding corrections made to the cumulative calculation. The value of the SV Income
remains the same.

Column 1 Column 2 Column 3 Column 4
10 Year 3 Year Average 3- Attribution of
forecast forecast year rate 3-year
($,000) ($,000) cumulative cumulative
rate increase rate increase
$452.00 42.33%
FINANCIAL NEED-PURPOSE Indicative Indicative
allocation: attribution:
Infrastructure
Restoring minimum annual infrastructure 99,360 27,525 $201.54 18.87%

renewals (100 per cent annual
depreciation)
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Column 1 Column 2 Column 3 Column 4

Contribution towards infrastructure 86,900 12,645 $92.59 8.67%
backlog
New Infrastructure including: 11,401 4,081 $29.88 2.80%
- Active transport
- Walking paths
- Expanding stormwater harvesting and

water reuse
- Signage
- Improvements to parks e.g. shading
- Recreational facilities
- Blues Point Road traffic management
Co-funding for infrastructure projects 2,191 1,702 $12.46 1.17%
within Developer Cont. Plans
Upgrades required to maintain service 3,362 300 $2.20 0.21%
levels e.g. drainage in parks, site
stabilisation works
Reserve for new infrastructure to 40,051 Nil Nil Nil
support projects within developer
contributions plans
Operational expenditure — funding
existing service levels
Enterprise resource planning system 17,910 8,877 $65.00 6.09%
(new corporate systems)
Access, social inclusion and cohesion 1,264 289 $2.12 0.20%
programs
Open space and infrastructure 4,258 863 $6.32 0.59%
maintenance
Open space and infrastructure planning 268 268 $1.96 0.18%
Affordable housing 513 351 $2.57 0.24%
Transport management 254 254 $1.86 0.17%
Governance 102 59 $0.43 0.04%
Operational expenditure —
new/enhanced service levels
Access, social inclusion and cohesion 3,642 942 $6.90 0.65%
programs
Planning 60 60 $0.44 0.04%
Economic development 2,957 565 $4.14 0.39%
Property and Infrastructure Planning 3,507 2,693 $19.72 1.85%
Sustainability 356 133 $0.97 0.09%
Transport management 123 123 $0.90 0.08%

Table 2: Option 3 financial need and purpose

Financial Need - Infrastructure renewal

Council’s infrastructure portfolio is subject to periodic revaluation, in accordance with
accounting standards and industry code. This process updates unit rates for the renewal or
replacement of infrastructure assets based on prevailing market prices at the time of
revaluation and considers asset condition in determining any adjustments to useful lives.
Council’s asset valuations and depreciation calculations are independently reviewed as part
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of the annual external audit conducted by the NSW Audit Office, providing assurance
regarding the accuracy and integrity of the data used for financial planning.

Depreciation represents the systematic allocation of the cost of infrastructure over its useful
life and is a key mechanism for supporting intergenerational equity, by ensuring that each
generation contributes to the renewal of the assets that it uses and benefits from.
Independent research undertaken by Micromex in August 2025 tested this principle within
the community, with 72 per cent of respondents agreeing that each generation should
contribute to renewing community infrastructure, and only seven per cent disagreeing.

Over the past three years, infrastructure renewal funding has been reduced in response to
significant and escalating costs associated with the North Sydney Olympic Pool
redevelopment. During this period, Council has also had no available reserves to supplement
renewal funding. As a result, the capacity to address asset deterioration across the broader
infrastructure portfolio has been constrained.

As of 30 June 2025, Council’s infrastructure backlog was recorded at $157 million, primarily
within the buildings, stormwater, and other infrastructure asset classes. This backlog is
increasingly evident across Council’s operational and community buildings, where structural
and component failures continue to occur, accelerating asset deterioration. The situation has
developed over an extended period, with average renewal expenditure historically well below
required levels, including renewal spending of approximately 24 per cent of forecast
depreciation in 2025 since 2020.

Community research indicates strong expectations regarding the condition of Council’s built
assets. Micromex found that only three per cent of respondents considered poor or very poor
building infrastructure to be acceptable, with 69 per cent expecting buildings to be
maintained in fair condition, and 28 per cent expecting good or very good condition.
Importantly, 62 per cent of respondents indicated support for paying higher rates to fund
building maintenance and improvements.

While the condition of the stormwater network is less visible, recent improvements in
inspection technology, including CCTV assessments, together with the 2025 asset revaluation,
have provided greater insight into its condition and performance. The data indicates that
without increased investment and a more proactive renewal and maintenance approach, the
likelihood of service failures will increase over time. Community expectations are similarly
high, with 52 per cent of respondents expecting stormwater assets to be maintained in fair
condition, and 45 per cent expecting good or very good condition. 66 per cent of respondents
supported paying higher rates to maintain and improve stormwater infrastructure.

Under Option 2, $150.9 million is allocated to infrastructure renewal. This includes restoring
annual renewal funding to 100 per cent of depreciation and providing up to $51.6 million over
ten years to address existing infrastructure backlogs. Under Option 3, $186.0 million is
allocated to infrastructure renewal, including restoration of renewal funding to 100 per cent
of depreciation, and up to $86.9 million over ten years to reduce backlogs. The extent of
backlog reduction achieved under each option is subject to sensitivity, including construction
cost escalation and asset condition outcomes.
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It is important to note that depreciation funding supports like-for-like replacement of
infrastructure components based on asset values at a point in time. Depreciation does not
provide for asset upgrades or enhancements. In practice, many infrastructure assets -
particularly buildings and public domain assets - require some level of upgrade at the time of
renewal to ensure they remain fit for purpose, compliant with current standards, and
responsive to contemporary community needs.

Asset useful lives, and therefore depreciation, are determined based on technical service
standards rather than community service expectations. For example, a community hall may
remain technically serviceable and therefore not trigger renewal, even though its layout or
functionality no longer meets current community needs. In such cases, renewal and upgrade
decisions are driven by broader service outcomes rather than technical asset condition alone.

Infrastructure asset useful lives vary significantly across asset classes, ranging from short-lived
components to assets with lives extending many decades. Council’s Draft Long-Term Financial
Plan and Special Variation modelling are based on general assumptions regarding inflation
and cost escalation. While these assumptions may be reasonably reliable in the short term,
they are inherently uncertain over longer timeframes. Historical data demonstrates
significant inflation volatility over the past seven decades, reinforcing the importance of
maintaining adequate financial capacity and flexibility to manage future cost pressures.

Inflation
Year-ended percentage change, excludes interest charges prior to
September quarter 1988 and adjusted for the changes of 1999-2000

20

15

2-3%
targetrange

1960 1970 1980 1990 2000 2010 2020
Sources: ABS, RBA - CPI Monthly CPl Indicator O

Figure 1: Historical Inflation

Finally, infrastructure renewal funding is supported by a range of revenue sources in addition
to rates. Any further decline or volatility in key non-rate revenues, such as car parking income,
would reduce Council’s capacity to fund planned infrastructure renewals, increase financial
and asset management risk, and place additional pressure on future budgets.
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Financial Need - New Infrastructure

To moderate the level of the proposed rate increase, Option 2 includes no additional rate
funding for new infrastructure, while Option 3 provides a modest allocation of $17 million.
This represents a significant reduction when compared with the $98 million in new and
upgraded infrastructure included in the 2025 Special Variation application.

As North Sydney’s population continues to grow, new and upgraded infrastructure will be
required not only to accommodate additional demand, but also to maintain existing service
levels as the intensity of asset use increases. In many cases, this need relates to making better
use of existing assets rather than expanding the overall infrastructure footprint. Open space
provides a clear example, with 80 per cent of respondents to the Micromex survey indicating
that Council should prioritise maximising the use and functionality of existing open spaces.

The $17 million allocated under Option 3 is targeted to projects that respond directly to
community engagement outcomes and identified service challenges. These projects are
intended to deliver practical improvements that enhance the performance, accessibility, and
sustainability of existing infrastructure, including:

e maximising the use and functionality of existing open space;

e improving disability access and supporting social inclusion;
e reducing emissions and improving environmental performance;
e enhancing stormwater reuse and water efficiency; and

e improving traffic management and community safety.

Financial Need - Reserve for New Infrastructure

Council’s Development Contributions Plan identifies a range of infrastructure projects
required to support a growing and changing community. The total unindexed estimated cost
of these projects is $399 million, of which $179 million is expected to be funded through
developer contributions, and $220 million through Council funding.

While a small number of projects within the Contributions Plan require little or no Council co-
funding, the majority rely on a financial contribution from Council. Over the remaining three
years of the current Delivery Program, Council intends to prioritise delivery of those projects
requiring minimal co-funding, allowing Special Variation (SV) income during this period to be
directed primarily towards essential infrastructure renewals.

From 2029-30 to 2035-36, Option 3 proposes allocating $40 million of total SV income to a
dedicated reserve to support delivery of additional projects identified in the Development
Contributions Plan that require Council co-funding. Under Option 2, the corresponding
allocation would be $17 million. Establishing a reserve provides greater financial capacity and
flexibility to progress some of these projects.

It should be noted that neither Option 2 nor Option 3 alone provides sufficient funding to fully
meet Council’s future co-funding obligations under the Development Contributions Plan.
Additional funding sources or future financial adjustments will therefore be required to
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ensure Council can deliver the full program of growth-related infrastructure in a timely and
sustainable manner.

Council has a statutory obligation to apply development contributions within a reasonable
timeframe following their receipt. Without additional funding, Council will be unable to meet
this obligation, resulting in the continued accumulation of unspent external reserves and
delays in delivering infrastructure needed to support growth.

Financial Need - New Corporate Systems

North Sydney Council’s information and technology environment comprises a range of legacy
systems that have developed incrementally over many years. Many of these systems are
outdated, poorly integrated, and no longer aligned with contemporary service delivery,
governance, or security standards. This fragmented environment limits Council’s ability to
operate efficiently, leverage data effectively, and provide timely, reliable services to both the
community and internal users.

Investment in new and upgraded corporate systems is therefore a critical enabler of improved
governance, financial management, asset planning, and service delivery. For this reason,
funding for new corporate systems has been included in both Special Variation options,
reflecting their essential role in supporting Council’s transition to a more proactive, resilient,
and financially sustainable operating model.

Financial Need - Operational Funding (Existing Services)

Option 3 provides $6.7 million in additional operational funding for existing services over the
10-year forecast period, compared with $3.6 million under Option 2.

Under Option 2, operational funding is primarily directed towards open space maintenance
and housing affordability initiatives. Option 3 expands this focus to include access and social
inclusion initiatives, as well as funding for a comprehensive review of car parking across the
local government area. These priorities have been informed by community engagement and
are supported by recent independent community research.

In both options, the majority of operational funding is allocated to the maintenance of
existing open space assets and committed open space sites, including locations such as
Wendy Whiteley’s Secret Garden and Berrys Bay. This represents $2.9 million (approximately
80 per cent) of the total operational funding in Option 2, and $4.3 million (approximately 64
per cent) in Option 3. The higher operational allocation in Option 3 reflects the ongoing
maintenance and operating costs associated with new and upgraded infrastructure included
in that option.

Community research undertaken by Micromex identified strong support for maximising the
use of existing open space and maintaining or improving open space infrastructure. The
research also indicated that 39 per cent of respondents would like to see improvements in
housing affordability initiatives, while car parking remains a priority issue across both
community and business surveys.
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Overall, the additional operational expenditure required to support existing services
represents a relatively small proportion of the proposed rate increase - approximately 1.9
per cent under Option 2 and 2.4 per cent under Option 3 - while contributing to the ongoing
maintenance, accessibility, and effective use of community assets and services.

Financial Need - Operational Funding (New)

Option 3 includes $10.6 million in operational funding over the 10-year forecast period to
support new services and projects, compared with $0.31 million under Option 2, which is
limited to minor planning-related initiatives.

The additional funding provided under Option 3 supports both service enhancements and the
delivery of new initiatives across key areas, including access and social inclusion, strategic
planning, economic development, sustainability, and transport. These investments are
designed to respond to emerging community needs, strengthen local economic resilience,
and improve the effectiveness, coordination, and long-term sustainability of Council services.

In addition, the master planning process establishes a structured pathway to identify,
prioritise and support the future funding of infrastructure required to accommodate
population growth and changing community needs. Realising value from Council’s property
portfolio was raised in multiple engagement processes over the past 12 months. To ensure
best value is achieved for the community, it is important that priority is first given to planning.

Option 3 allocates $2.96 million over ten years to economic development initiatives. In its
summary of the business survey, Micromex reported strong support for Council maintaining
or improving its economic development role, with little appetite for service reductions. At
least three-quarters of surveyed businesses supported maintaining or enhancing services
such as town centre promotion, events and festivals, public domain quality, and business
support initiatives. Council does not currently have a dedicated economic or business support
resource, and the proposed Special Variation funding would enable this capability to be
established.

Access and social inclusion will remain increasingly important as the community grows, ages,
and changes. Initiatives that foster participation, connection, and a sense of belonging are
particularly critical in high-density areas such as North Sydney, where there is an ageing
population and a high proportion of single-person households. Micromex research found that
32 per cent of respondents overall, including 43 per cent of those aged 18—34, believe Council
should improve programs supporting disadvantaged groups and accessibility.

Option 3 also includes $3.5 million to support master planning initiatives aimed at unlocking
greater community, social, and economic value from Council-owned land located near the
North Sydney and Crows Nest Metro stations, as well as at key open space sites. Community
support for this approach is strong, with 67 per cent of Micromex survey respondents
agreeing that Council should utilise public land near Metro stations for social and economic
benefit, and 65 per cent supporting the development and consultation of master plans for
parks and foreshores.
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Overall, the additional operational expenditure required to support new and enhanced
services represents a relatively small proportion of the proposed rate increase -
approximately 0.16 per cent under Option 2 and 3.83 per cent under Option 3 - while enabling
Council to respond proactively to growth, demographic change, and community priorities.

Financial Need — Permanent rate increase

Council’s financial sustainability challenges are ongoing, not temporary, and are expected to
intensify as the population grows. The proposed Special Rate Variation options are focused
primarily on maintaining current service levels rather than addressing growth infrastructure
needs. Forecasts are subject to a number of sensitivities which are likely to impact the
medium to long-term forecast.

As the SRV options do not provide for the infrastructure required to support population
growth, the financial pressure is unlikely to diminish and may in fact increase over time. To
ensure Council has the capacity to meet future demands, a comprehensive review of the
Long-Term Financial Plan and overall financial strategy should be undertaken in four - five
years, following the implementation of new corporate systems and the completion of master
planning and property strategy initiatives.

Integrated Planning and Reporting

Over the past year, Council has comprehensively redeveloped its Integrated Planning and
Reporting (IP&R) Framework, including the adoption of a new Community Strategic Plan, eight
supporting informing strategies, a revised Delivery Program and Operational Plan, and an
updated Asset Management Strategy, Long-Term Financial Plan and Workforce Strategy.
Together, these documents provide a clear and integrated foundation for strategic decision-
making, service delivery, and financial management.

Following the refusal of Council’s 2025 Special Rate Variation application, Council reviewed
and revised its Delivery Program and Operational Plan to reflect its reduced financial capacity.
This revised framework acknowledged the need to consider service reductions, identify
additional revenue opportunities, pursue productivity and efficiency improvements, and
continue the process of financial repair to support long-term sustainability. As part of this
reset, operational actions and the capital works program were scaled back to align with
Council’s prevailing financial constraints.

While the adopted Delivery Program retained key actions, it clearly identified those that
remain unfunded and noted that their delivery is contingent on securing additional funding
through mechanisms such as increased rates, grant funding, or further efficiencies. To provide
transparency and clarity, an Addendum has been prepared and is attached to this report for
Council’s consideration. The Addendum identifies the actions that would be delivered should
the recommended Special Rate Variation be approved.

Extraordinary Meeting of Council 19 January 2026 Agenda Page 29 of 770



In parallel, and informed by community consultation and engagement, Council has
redeveloped its Draft Long-Term Financial Plan, which is presented to Council for adoption
alongside this report.

Productivity and cost-containment

There are several areas within Council’s administration and operations where improvement
is required to reduce risks associated with legislative compliance, financial sustainability,
asset management, and business continuity. Addressing these risks is essential to
strengthening organisational resilience and supporting effective, accountable local
government.

In response, Council has pursued a structured program of organisational improvement aimed
at enhancing decision-making, productivity, and operational effectiveness. These initiatives
have delivered direct cost savings, increased revenue, and productivity gains that allow
Council to maintain or improve service outcomes while containing overall expenditure
growth.

In 2023, Council commenced an ambitious and ongoing improvement journey focused on
lifting productivity and organisational capability through targeted projects and reforms. This
program has already delivered significant savings and efficiency gains, with further benefits
projected over the forward years. Notwithstanding these achievements, modelling indicates
that the underlying funding gap will continue to widen without a Special Variation to increase
rates.

Council’s Productivity and Improvement Plan (attached) outlines the key productivity
achievements delivered to date and identifies further initiatives planned over the next ten
years. The Plan demonstrates to the community, IPART, and the Office of Local Government
that Council has made sustained and genuine efforts to minimise the impact of a Special
Variation by pursuing internal reforms before seeking additional revenue.

Over the 10-year period, the Plan identifies $52 million in cumulative savings and additional

income, comprising:

e $23 million in reduced expenditure, including employee benefits and on-costs, materials
and services, and other expenses; and

e $29 million in increased income, including user fees and charges and other revenue
sources.

These savings and income measures have been incorporated into the Draft 2026—2036 Long-
Term Financial Plan.

In addition to the measures reflected in the Draft LTFP, Council has identified ongoing cost
containment of approximately $43 million over the next ten years, as well as one-off cost
containment of around $0.8 million in 2024-25. These figures represent expenditure that has
been avoided rather than reduced, through changes to service delivery, deferral of non-
essential activities, and tighter financial controls.
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While cost containment does not appear as a reduction in the budget, it reflects costs that
would otherwise have been incurred and which would have required higher rates to fund.
The Productivity and Improvement Plan demonstrates that, in the absence of these
improvement actions, cumulative rate increases of an additional 14.9 per cent over three
years would have been required.

Recommendation

Having regard to Council’s legislative obligations, financial position, infrastructure renewal
needs, service expectations, and the outcomes of community engagement, it is
recommended that Council proceed with Option 3.

Option 3 provides the most balanced and sustainable pathway to addressing Council’s
structural financial challenges while meeting its responsibilities as a governing body. It
enables Council to restore infrastructure renewal funding to sustainable levels, begin
addressing critical infrastructure backlogs, and reduce long-term asset, service delivery, and
financial risk. Importantly, Option 3 supports intergenerational equity by ensuring that the
current community contributes appropriately to the cost of maintaining and renewing the
assets and services from which it benefits.

In addition to infrastructure renewal, Option 3 allows for modest and targeted investment in
new and enhanced services that respond directly to community priorities identified through
engagement and independent research. These include access and social inclusion initiatives,
economic development, strategic planning and master planning, sustainability, and transport-
related projects. Together, these investments support liveability, economic resilience, and
effective service delivery in a growing and changing community.

Option 3 also provides greater capacity to manage financial and operational risk. It
strengthens Council’s ability to respond to cost pressures, revenue volatility, and emerging
challenges, while supporting continued improvements in governance, systems, productivity,
and organisational capability. While Council has made significant efforts to contain costs,
improve productivity, and pursue financial repair, the analysis demonstrates that those
measures alone are insufficient to close the funding gap or ensure long-term financial
sustainability.

While Option 2 reduces the immediate impact on rates, it limits Council’s capacity to address
infrastructure backlogs, invest in essential systems and services, and meet future obligations.
Over time, this would increase risk, defer costs to future generations, and constrain Council’s
ability to respond to community needs.

For these reasons, Option 3 represents the most prudent and responsible option, balancing
affordability with sustainability, risk management, and the long-term interests of the North
Sydney community.
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Next Steps

Council must apply to IPART for approval to increase rates and the minimum rate amount
through a special rate variation and minimum rates increase application.

If Council resolves to submit an application, the indicative timeline for the SV application

process would be as follows:

1. following Council’s decision: Council lodges the special rate variation and minimum rates
application (subject to above decision) by 2 February 2026.

2. between March and April 2026: IPART invites submissions from the community and
evaluates the application.

3. May/June 2026: IPART makes its determination and advises Council.

4. June 2026: Council makes the rates and adopts the Operational Plan and Budget for 2026-
27.

Council will continue to inform the community in relation to the proposed special rate
variation and increase to minimum rates.

The Productivity and Improvement Plan will be maintained, and Council will continue to look
for ways to improve efficiency.

Consultation requirements

The consultation and engagement program met all six OLG Special Variation criteria by:
e demonstrating financial need through surveys and clear communication;

e ensuring broad awareness via diverse engagement methods;

e clearly outlining the impacts of proposed rate changes and hardship support;

e exhibiting IP&R documents for the required period;

e demonstrating cost-containment and productivity improvements; and

e addressing community concerns and enabling genuine two-way communication.

Financial/Resource Implications

This report and recommendation address Council’s poor financial position and builds financial
strength and sustainability, to ensure the community can continue to be supported.

The financial implications of the proposed special rate variation and minimum rates increase
are outlined in the body of this report.

Legislation

As the governing body, the elected Council is responsible for upholding the legislative
principles of sound financial management set out in section 8B of the Local Government Act
1993. These principles require that:

e Council spending is responsible and sustainable, with an appropriate alignment between

revenue and expenditure;
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investment in infrastructure is responsible, sustainable, and delivers long-term benefits
to the community;

effective financial and asset management practices are in place, supported by sound
policies and processes for performance management, asset maintenance and
enhancement, funding decisions, and risk management; and

decisions give proper consideration to intergenerational equity, including the financial
impacts on future generations and ensuring that the cost of today’s services is not
unreasonably deferred to tomorrow’s ratepayers.
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Attachment 5.1.1

INTRODUCTION

North Sydney Council is committed to continuous improvement and sound governance, striving for best practice in the
delivery of services and infrastructure. Our goal is to ensure services and infrastructure are fair, equitable and sustainable
- delivering long-term value for both current and future generations.

For decades, the North Sydney community has benefited from high-quality services, well-maintained infrastructure, and
strong civic participation. Council has worked in close partnership with local volunteers, Precinct Committees, Community
Centres, Bushcare groups, Streets Alive and Community Gardens to support a thriving, connected community.

However, the environment in which Council operates has changed significantly. Population growth and increased urban
density have placed additional pressure on our assets and services. Much of our infrastructure is ageing, and community
expectations are evolving. Advances in technology, the long-term impacts of COVID-19 pandemic, and the transformative
opening of the new Metro have all reshaped how we live, work and travel.

These changes bring both exciting opportunities and growing demands. To meet them, Council requires a resilient financial
framework that enables us to plan ahead, invest wisely and deliver the services our community value most.

Council acknowledges and shares the community’s concern regarding financial management and is committed to
rebuilding trust through improved governance, systems, administration and decision-making, even if at times these
decisions are difficult. This improvement journey began in recent years and is now formalised in a Performance and
Improvement Plan, developed to support this LTFP and to recognise the commitment of our workforce during what has
been a particularly challenging period.

Council’s current financial position is no longer sufficient to sustain the level of service and infrastructure that our
community has historically enjoyed. A range of structural and external factors have contributed to this challenge:

¢ Along-standing minimum rate has constrained revenue growth, despite increasing population density and service
demand;

® The cost of the North Sydney Olympic Pool redevelopment has significantly limited our capacity to invest in critical asset
renewal, increased debt levels, placed pressure on reserves and operational capacity;

e Revenues from non-rating sources - such as parking, advertising and rental income - has not kept pace with inflation or
rising operational costs.

e Cost-shifting and legislative changes from other levels of government continues to place additional burdens on Council
resources without corresponding funding.

These financial pressures are compounded by two critical and intersecting sustainability challenges: ageing infrastructure
and population growth. Many of our assets are reaching the end of their useful, and current asset management systems are
outdated. This has resulted in reactive decision-making and constrained funding for both renewal and new infrastructure -
leaving little or no capacity to deliver on the priorities identified in Council’s strategic plans.

With the NSW Government housing reforms targeting an additional 5,900 dwellings in the medium term, pressure will
be placed on infrastructure and services and Council must move its current reactive position to planning for this change.
A strengthened financial position is critical to this.

This Long-Term Financial Plan provides a pathway towards financial sustainability and service resilience. It outlines a series
of reforms designed to address our structural challenges while balancing the community’s capacity to pay. Although this
plan will not resolve all challenges, it represents an important step towards restoring financial strength and aligning our
resources with the expectations and needs of a growing and evolving community.

4 Long-Term Financial Plan
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STRATEGIC AND POLICY CONTEXT

FINANCIAL PRINCIPLES

Legislated principles

In September 2016, the Local Government Amendment (Governance and Planning) Act 2016 commenced. This legislated
the approach that councils should adopt in relation to their financial management.

Legislated principles of sound financial management

Section 8B of the Local Government Act 1993 states that the following principles of sound financial management apply to
Councils.

Council spending should be responsible and sustainable, aligning general revenue and expenses.

Councils should invest in responsible and sustainable infrastructure for the benefit of the local community.

Councils should have effective financial and asset management, including sound policies and processes for the following:

- performance management and reporting,
— asset maintenance and enhancement
- funding decisions

- risk management practices

Councils should have regard to achieving intergenerational equity, including ensuring the following:

- policy decisions are made after considering their financial effects on future generations,
— the current generation funds the cost of its services.

Extraordinary Meeting of Council 19 January 2026 Agenda
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COMMUNITY CONSULTATION

Council has undertaken a range of consultations throughout 2024 and 2025 to understand community needs and
aspirations.

In May and June 2024, Council engaged the community in an important conversation about the ‘The Next Ten Years'for
North Sydney. Through a series of thought-provoking discussion papers, panel sessions, surveys and workshops, the
community considered where we are now and where we would like to be over the next decade.

This work together with research in several key areas has informed a number of enabling actions which have been included
within eight (8) Informing Strategies to inform Council’s new Community Strategic Plan. This plan aims to ensure the
community of North Sydney continues to enjoy a quality of life and an improved sense of community supported by
responsive services and high-quality infrastructure.

In August 2025, Council undertook further consultation to understand service and infrastructure expectations, along with
alternate revenue opportunities. 605 demographically selected participants and 433 ‘opt in’community completed the
survey. Key findings from the research were as follows:

e Strong recognition of shared responsibility/intergenerational equity: 72% agree every generation should contribute to
renewing infrastructure.

e Thereis little appetite for ‘less’— the majority of residents want services/infrastructure to at least be maintained, if not
improved - even knowing that maintaining/increasing services will require an increase in rates.

e There is high endorsement of alternate revenue sources, including partnerships, corporate/private event hire of North
Sydney Olympic Pool, new fees and charges for use of public parks, naming rights.

In September 2025, Council received the results of the 2025 Australian Liveability Census for North Sydney. 354 members
of the North Sydney community participated and shared that the general condition of public open space (street trees,
footpaths, parks etc) was most important to them in their ideal neighbourhood. North Sydney ranked well compared with
other Local Government Areas across the country, ranking equal sixth in the country for liveability. However, thisis nota
reflection of our youth, with the net promoter score for the under 25-year age group being -23, lower than the Australian
score of -11, indicating that there may be more we can do to support our youth

Connectivity, sense of personal safety, access to neighbourhood amenities, the natural environment and overall visual
character of the neighbourhood were North Sydney’s top 5 liveability metrics.

Range of housing prices and tenures and ease of driving and parking ranked lower than the Australian average. Cultural
and/or artistic community was also an area considered one of our top 5 poorest performing liveability metrics, alongside
social services such as aged, disability, childcare, medical and support services.

These community values emphasise the important role Local Government plays in place making and liveability.

Community engagement on the Long-Term Financial Plan, which included the proposed options for a special variation to
rates, was undertaken between 29 October 2025 and 3 December 2025.

The results of this engagement are included within the Community Engagement Report to be considered by Council
alongside this document. The results of consultation indicate a high level of awareness, with 49% of demographically
selected survey respondents aware that Council is exploring applying for a special rate variation. The survey also indicated
overall 48% of residents prefer Council to proceed with some level of rate increase. Research company Micromex has
indicated that this is stronger support than preferences observed through other Council SV consultations in recent years.
The results are reflective of the sentiment from the August 2025 services and infrastructure research. While increasing
household costs are not welcomed, the results indicate that when balanced with service level expectations, there is a
preference that services and infrastructure are maintained.

6 Long-Term Financial Plan
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CLEAR STRATEGIC DIRECTION

A clear and coherent strategic direction is fundamental to sound financial planning. In local government, where demands
are growing and resources are finite, it is essential that funding decisions are driven by strategic priorities — not the other way
around.

Leading research, including work by McKinsey & Company, highlights that high-performing organisations align their
resources to a well-defined strategy, rather than allowing short-term financial pressures to dictate long-term direction.
Councils that invest time in setting strategic goals with clarity and purpose are better equipped to allocate resources
effectively, respond to change, and deliver outcomes that reflect the aspirations of their communities.

This Long-Term Financial Plan is guided by the principle that strategy must lead resourcing. It aligns financial decisions with
Council’'s broader strategic objectives — ensuring that funding is directed toward areas of greatest impact, and that trade-
offs are made transparently and purposefully.

Without a strategic anchor, financial planning risks becoming reactive, fragmented, and short-sighted. Instead, by putting
strategy at the centre, Council can build a financially sustainable future while staying focused on long-term community
wellbeing, service delivery, and infrastructure renewal. In this way, financial planning becomes an enabler of vision, not just
a constraint.

Long-Term Financial Plan 7
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Integrated Planning and Reporting Framework

Attachment 5.1.1

In early 2025, North Sydney Council adopted a new strategic framework developed in accordance with the Integrated
Planning and Reporting (IP&R) Framework issued by the NSW Office of Local Government (OLG).

STATE, REGIONAL AND DISTRICT
PLANS AND STRATEGIES

COMMUNITY STRATEGIC PLAN
& LOCAL STRATEGIC PLANNING STATEMENT

INFORMING STRATEGIES (10 YEARS)

Environment Social Open Spaceand  Integrated
Inclusion Recreation Transport

Culture and Governance

Creativity

Economic
Development

Housing

4-YEAR
DELIVERY
PROGRAM

ANNUAL

el OPERATIONAL
ENGAGEMENT PLAN & BUDGET
STRATEGY
(including Community
Participation Plan)

ANNUAL
REPORT

Figure 1:Integrated Planning and Reporting Framework

This framework provides a structured approach to planning, ensuring that Council’s strategies and actions are informed by
community priorities, evidence-based research, and long-term trends. The strategic direction outlined within it draws on a
consolidation of previous plans, policies, and strategies, alongside comprehensive community consultation. This approach
ensures both continuity and adaptability — recognising the lessons of the past while addressing current and emerging

challenges.

The insights gathered through this process — combined with detailed research in key areas such as infrastructure, housing,
sustainability, and demographics — have informed a suite of eight (8) Informing Strategies and directly contributed to the

development of Council’s new Community Strategic Plan.

The Informing Strategies focus on the following priority areas:

® Governance ® QOpen Space and Recreation
e Economic Development ® Culture and Creativity

® |ntegrated Transport e Social Inclusion

® Environment ® Housing

8 Long-Term Financial Plan
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Community Strategic Plan

The Community Strategic Plan (CSP) is the highest-level plan within the Integrated Planning and Reporting Framework,
providing the long-term vision, goals, and priorities for the North Sydney local government area over the next ten years.
Developed in close consultation with the community and guided by the principles set out by the NSW Office of Local
Government, the CSP reflects the aspirations, values, and expectations of residents, businesses, and stakeholders. It sets out
the outcomes the community wants to achieve across key areas such as environment, economy, infrastructure, community
wellbeing, and civic leadership. The CSP serves as the foundation for all other strategic planning processes, including the
Long-Term Financial Plan, Delivery Program, and Operational Plan. By articulating a clear direction and shared vision, the
CSP ensures that Council’s policies, services, and investment decisions are aligned with community priorities, promoting
transparency, accountability, and long-term sustainability.

Long-Term Financial Plan

The Long-Term Financial Plan (LTFP) is a critical component of Council’s strategic framework. It serves as a financial roadmap,
guiding Council’s decision-making over the next ten years to ensure the sustainable delivery of services, infrastructure, and
community initiatives.

More than a budgeting tool, the LTFP is designed to align Council’s financial capacity with its strategic priorities — ensuring
that available resources are used effectively to meet the evolving needs and expectations of the community. It provides a

forward-looking view of Council’s financial sustainability, identifying key pressures, risks, and opportunities, and enabling
informed decisions that balance short-term demands with long-term goals.

Asset Management Planning

Asset Management Planning plays a critical role in ensuring the long-term sustainability of Council’s infrastructure and
service delivery. It provides a structured approach to managing Council’s diverse portfolio of assets — including roads,
buildings, parks, stormwater, and community facilities — so they continue to support community needs now and into
the future.

Asset Management Plans directly inform the Long-Term Financial Plan by identifying future funding requirements and
helping Council to prioritise resources in a way that supports sustainable service delivery and intergenerational equity.

Workforce Management Strategy

The Workforce Management Strategy ensures that Council has the organisational capacity and capability to deliver on its
strategic objectives both now and into the future. Developed in accordance with the guidelines set out by the NSW Office
of Local Government, the strategy identifies the current and future workforce needs of Council, taking into account factors
such as service demand, technological change, financial constraints, and demographic shifts.

The Workforce Management Strategy directly informs the Long-Term Financial Plan by identifying the human resource
investments required to support sustainable service delivery.

Long-Term Financial Plan 9
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CHALLENGES AND OPPORTUNITIES

The eight informing strategies developed for the North Sydney Local Government Area provide a comprehensive framework
for addressing both current and emerging challenges and opportunities. These strategies recognise the legacy of past
Council commitments that remain unfunded, while also identifying new possibilities to enhance the wellbeing of the
community - both now and into the future.

Together, they reflect a balanced approach to financial planning, ensuring that the needs of today’s residents are met
without compromising the ability of future generations to thrive. Some of the key challenges and opportunities considered
across these strategies are outlined below.

For more detail, the informing strategies and independent research are contained on Council’s website at Informing
Strategies and Studies — North Sydney Council.

Housing and Population Growth

In mid-2024, the NSW Government released new dwelling completion targets for each local government area. North Sydney
has been allocated a target of 5,900 dwellings to be delivered between 2024 and 2029.

Of this target, 2,630 dwellings are already planned, with existing approvals in place or located in areas where rezonings have
occurred. The remaining 3,270 dwelllings are expected to be delivered through the NSW Government’s Transport Oriented
Development (TOD) program (Crows Nest precinct) and through low and mid-rise housing reforms.

These government-led reforms, aimed at accelerating housing supply, will result in significant operational and infrastructure
pressures for Council. As the population grows and changes, existing infrastructure will face increased demand, and new
infrastructure will be needed to support future communities.

As construction activity increases across designated development areas, local communities are likely to experience a range
of impacts, including increased noise, traffic congestion, reduced access to public spaces, and general disruption to daily life.
These changes can affect community amenity and place additional stress on existing infrastructure and services.

At the same time, the acceleration of housing delivery - driven by state-led planning reforms — places significant pressure
on Council staff, who must manage a higher volume of complex development applications, provide timely assessments,
and respond to growing community concerns. This increased workload stretches Council’s resources and can impact its
ability to maintain service quality, meet statutory timeframes, and engage meaningfully with residents during the planning
and construction phases.

Council’s Development Contributions Plan provides a framework for funding new or upgraded infrastructure in response

to this growth. However, contributions collected through development alone are insufficient to fully fund the required
infrastructure. Additional funding from Council is necessary to bridge this gap. As Council has not yet built financial reserves
for this purpose, the use of these contributions will be limited in the short to medium term.

Master planning for Council-owned sites near Metro stations in Crows Nest and North Sydney presents a strategic
opportunity to meet evolving community needs, including expanding library, community and/or recreational and
social needs.

Council’s current financial position does not provide sufficient capacity to maintain existing services and infrastructure while
also preparing for future demands. Under Option 3 of this plan, approximately $5 million would be made available over the
next ten years to support the master planning of key sites and the development of new public infrastructure to meet the
needs of a growing population.

10 Long-Term Financial Plan
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Open Space and Recreation

North Sydney features a network of well-maintained parks and recreational facilities that serve as vital community hubs,
many of which are situated in picturesque harbourside locations. These spaces offer residents opportunities for leisure,
structured sports, informal exercise and social interaction, significantly enhancing the community’s overall wellbeing.
However, the local government area (LGA) faces a considerable open space deficit, estimated at around 45 hectares, which
is expected to increase as the population grows.

With 89% of residents living in high and medium-density housing, ensuring an adequate supply of accessible public open
spaces is essential. Limited land availability and high land prices severely restrict the ability to acquire new open space.
Therefore, it is crucial to explore innovative strategies to maximise the use of existing resources. This includes design
modifications and the potential repurposing of civic and‘grey’spaces, such as roads and car parks, for recreational use.

To address this open space deficit and deliver the desired outcome of being an active community with space for everyone
to exercise and enjoy the outdoors, Council developed an Open Space and Recreation Strategy.

While the new rating options do not provide the level of funding required to achieve all opportunities within the strategy,
Option 3 provides some funding for initiatives that will maximise the use of existing open spaces. This includes new capital
projects to improve drainage, increase multi-purposing, and making smaller enhancements to open spaces.

The recent demographically selected Micromex survey confirmed support for open space and recreation, with 80% of
respondents agreeing that Council should maximise the use of existing open space through initiatives such as better
drainage, multi-use fields and other adjustments. 65% of respondents agree masterplans should be prepared for parks/
foreshores and 50% would like to see more open space and recreational facilities created — which was considered more
important for 18-34 year-olds, with 63% wanting more.

Long-Term Financial Plan "
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Ageing Infrastructure

Infrastructure provision and management are fundamental responsibilities of local government. Infrastructure, by its very
nature, forms the foundation for essential service delivery, including transport networks, footpaths, open spaces and
recreation assets, community halls, libraries, stormwater systems, and seawalls. Effective infrastructure management is
crucial to the local government’s role, and it must be adequately funded to prevent passing an excessive financial burden
onto future generations.

Proper maintenance and timely renewal of infrastructure are essential to maintaining service levels and ensuring public
safety. When infrastructure is not maintained or renewed in a timely manner, service quality deteriorates, and public safety
risks may emerge.

The renewal ratio is a commonly used measure to assess how effectively local councils are funding infrastructure renewals. It
compares annual spending on asset renewals to the total depreciation expense for the year. While this ratio provides a useful
benchmark, it has notable limitations. It is inherently retrospective and can be influenced by external factors such as
inflation, evolving community expectations, and changes in service standards. As such, relying solely on depreciation as an
indicator of future renewal needs can be misleading. Depreciation should be viewed as a baseline, with actual long-term
renewal requirements likely to exceed this minimum over time.

As of 30 June 2025, Council’s infrastructure, property, plant, and equipment holdings were valued at $2.21 billion, with
accumulated depreciation amounting to $516 million. The net carrying value after depreciation was $1.7 billion.

Investment is crucial to effectively manage this infrastructure and ensure it meets community expectations. This includes:
e Timely completion of asset renewals
e Upgrades to meet modern standards and evolving community needs

® Provision of new infrastructure to accommodate a growing population

When renewals are not undertaken in a timely manner, infrastructure backlogs are created. Where funds are available and
renewals are not undertaken, cash and investment reserves should be created to fund these works in the future. This
ensures intergenerational equity.

The recent Micromex survey highlighted the community’s value of intergenerational equity. When asked about‘each
generation contributing to the renewal of community infrastructure they have used and benefited from’'72% agreed and
only 7% disagreed.

Current Infrastructure Backlog’

Current estimates of infrastructure backlog demonstrate underinvestment in asset renewal, which has compounded over
time and further exacerbated funding challenges. Addressing this backlog will require targeted, sustained investment to
bring infrastructure management up to a level that meets both current and future community expectations.

Council’s financial statements as at 30 June 2025, provide an assessment of infrastructure managed by Council.

A'satisfactory’level of service refers to infrastructure that continues to function but requires maintenance to sustain its
operational capacity. If maintenance is insufficient, infrastructure in this category will deteriorate further, leading to service
disruptions and potential public safety risks.
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