8.10. NSW Government Infrastructure Contributions Reforms
AUTHOR: Marcelo Occhiuzzi, Manager Strategic Planning

ENDORSED BY: Joseph Hill, Director City Strategy

ATTACHMENTS:
1.  North Sydney Contributions Reform Impact Review - Final Report [8.10.1 - 64
pages]

2. Submission Parliamentary Inquiry into infrastructure Contirbutions Reforms 9
July 2021 [8.10.2 - 10 pages]

PURPOSE:

To outline the provisions of the Environmental Planning and Assessment Amendment
(Infrastructure Contributions) Bill 2021 and summarise Council’s response.

EXECUTIVE SUMMARY:

Council endorsed a new Local Infrastructure Contributions Plan (LIC) in November 2020
which came into effect on 1 March 2021. The Plan was formulated pursuant to the provisions
of the Environmental Planning and Assessment Act and is a combination section 7.11 (nexus
based) and s7.12 (flat rate) Plan. The North Sydney LIC represents a total works program of
$410M of which approximately $181M is projected to be funded by the Plan over its 16-year
life span.

In March 2021, the NSW Government’s released;

* its endorsement of the Productivity Commission’s (PC’s) recommendations in its
November 2020 final report of the Review of Infrastructure Contributions in New South
Wales for the Government (‘PC final report’),

* Centre for International Economics (CIE) modelling of the revenue projection impacts
on local councils in NSW as a result of the reforms (December 2020).

North Sydney Council engaged GLN planning consultants to undertake an assessment of the
potential impacts of the proposed reforms upon Council’s capacity to levy development
contributions and fund public infrastructure (attachment 1).

A draft Bill amending the Environmental Planning and Assessment Act, 1979 was
subsequently slated to be introduced into Parliament as part of the budget papers process. The
draft Bill gives the Minister for Planning various powers to enact changes to the way that
current local infrastructure contribution plans are structured as well as new powers to levy
regional development contributions (to be paid to State Government). Importantly for Council,
a significant proposed change is the need to ensure that only infrastructure that fits into an
“essential works list” (EWL) be allowed to be included in Council’s contributions plans. These
works are yet to be defined but could have a fundamental impact upon Council’s contributions
revenue.
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Council’s consultant has estimated that this may represent approximately $7.3M per annum
reduced revenue (or $124m from 2024/25 to 2040/41 representing a reduction of 45% in
revenue) in the most likely scenario inclusions on that EWL. The worst-case scenario in GLNs
assessment would be a $13.3M decrease in expected revenue per annum or $227M over 20
years

Council is responsibly planning for and delivering the NSW Government's growth targets.
Fundamental to managing and sustaining this growth, is Council’s capacity to deliver
corresponding local infrastructure. Medium to long term plans to deliver such infrastructure,
may have to be reconsidered, reduced or abandoned under the proposed reforms. The
community’s resistance to such growth will only be exacerbated if this occurs.

Significantly, the draft reforms will shift the cost burden of local infrastructure associated with
new development, from developers, to the community. Any notion that the reforms are design
to assist with housing affordability, simply do not hold true.

The capacity for the NSW Government to introduce a new category of regional contributions
at the same time as curbing local government’s capacity to levy local contributions, is of great
concern. It is widely acknowledged that there is a limit to the extent that development sites
can be reasonably levied and that the NSW Government has many more revenue streams at its
disposal to fund infrastructure projects. The high degree of transparency that has characterised
local government infrastructure funding collection and expenditure is unlikely to be replicated
by the State.

Following deferral of the legislation to a Parliamentary Committee, Councils were provided an
opportunity to make submissions to that Committee by Sunday 11 July. The General Manager,
having conducted various discussions with NSROC, made a submission to this Upper House
Committee (attachment 2).

FINANCIAL IMPLICATIONS:

The financial implications of these mooted reforms represent a very significant ongoing impact
on Council’s capacity to fund infrastructure associated with new development. Whilst all the
details associated with the exact changes are not yet known, the most likely amendments were
quantified by GLN to represent a reduction in projected contributions income of around $7.3M
per annum or $124M over 20 years. The worst-case scenario in GLNs assessment would be a
$13.3M decrease in expected revenue per annum or $227M over 20 years.

RECOMMENDATION:

1. THAT Council endorses the submission made to the Development Contributions Upper
House Committee dated 9 July 2021 as attached to this report.

2. THAT Council makes representations to the Minister for Planning and Public Spaces to
withdraw the current Infrastructure Contributions Bill and that more detailed analysis be
undertaken, greater level of consultation be conducted with local government and that the full
impacts on Councils’ capacity to fund infrastructure to support growth in the context of changes
proposed under the Bill, be better understood.
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LINK TO COMMUNITY STRATEGIC PLAN
The relationship with the Community Strategic Plan is as follows:

1. Our Living Environment
1.4 Public open space and recreation facilities and services meet community needs

2. Our Built Infrastructure

2.1 Infrastructure and assets meet community needs

2.2 Vibrant centres, public domain, villages and streetscapes
2.3 Sustainable transport is encouraged

3. Our Future Planning

3.1 Prosperous and vibrant economy

3.2 North Sydney CBD is one of NSW’s pre-eminent commercial centres
3.4 North Sydney is distinctive with a sense of place and quality design

5. Our Civic Leadership

5.1 Council leads the strategic direction of North Sydney
5.2 Council is well governed and customer focused

5.4 Council’s service delivery is well supported

BACKGROUND

Council endorsed a new Local Infrastructure Contributions Plan (LIC) in November 2020
which came into effect on 1 March 2021. The Plan was formulated pursuant to the provisions
of the Environmental Planning and Assessment Act and is a combination section 7.11 (nexus
based) and s7.12 (flat rate) Plan. The North Sydney LIC represents a total works program of
$410M of which $181M is projected to be funded by the Plan over its 16-year life span.

In March 2021, the NSW Government’s released:

* its endorsement of the Productivity Commission’s (PC’s) recommendations in its
November 2020 final report of the Review of Infrastructure Contributions in New South
Wales for the Government (‘PC final report’).

» Centre for International Economics (CIE) modelling of the revenue projection impacts
on local councils in NSW as a result of the reforms (December 2020).

North Sydney Council engaged GLN planning consultants to undertake an assessment of the
potential impacts of the proposed reforms upon Council’s capacity to levy development
contributions and subsequent impact on the capacity to fund public infrastructure. The full
analysis and assessment conducted by GLN is included as attachment 1.

CONSULTATION REQUIREMENTS

It should be noted that there has been extensive consultation and discussion undertaken on the
planned reforms between NSROC, Local Government NSW, and within the sector generally
between senior officers. These discussions have revealed unity in the sectors response to the
proposed changes.
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DETAIL

The Infrastructure Contributions Bill seeks to introduce legislation that will enable the NSW
Government to implement the recommendations of the NSW Productivity Commission
Review that was completed in 2020. The Bill contains various significant changes to enable
the way that the current development contributions regime is applied and implemented. These
are summarised below.

1. Council’s Contributions Plan (the section 7.11 component) will need to be reviewed by
July 2024 to levy only for “development contingent” infrastructure which will need to fit
into a definition of an “essential works list” (EWL). This is as yet undefined and will be
determined by Regulation, Ministerial Direction or subordinate legislation. The
expectation at this stage is that there will be restrictions to the EWL to meet the
interpretation of “development contingent works”, noting the EWL already excludes
community facility, indoor recreation and aquatic centre capital works for plans seeking
to levy more than $20K per dwelling. If the Contributions Plan includes works that are
not on the EWL, then they will need to be removed when it is required to be reviewed
(for implementation by 2024/25).

2. The reforms propose three main changes to how a council may charge s7.12 levies:

* An increase in the maximum levy percentage for residential development from 1%
to 3% of development cost, which is only to apply to additional dwellings, but with
associated thresholds on the total contribution that can charged - $10,000 per
additional house (or townhouse or semi-detached dwelling) and $8,000 per other
additional dwelling (i.e. apartment or unit). These thresholds mean that the stated
increase (to 3%) cannot in many cases actually be levied;

* The maximum of 1% of the development cost is still to apply to non-residential
development but with new threshold rates applied to the net increase in floorspace -
$35/sqm for commercial development, $25/sqm for retail development and $13/sqm
for industrial development. Similarly, these thresholds mean that the actual figure
levied will be less than current 1% in many cases; and

* A review to potentially exempt the levying of ‘non-demand based’ development, as
North Sydney’s existing s7.12 levy only applies to.

3. The introduction of ‘Regional Infrastructure Contributions’. The Bill specifically
identifies that “no connection is required between the development of land to which a
regional infrastructure contribution relates and the object of expenditure of money
required to be paid”. This represents a new contribution type (of $12,000 per dwelling
and $10,000 per apartment) which will be payable directly to the NSW Government.

In summary, the GLN review found that:

1. NSC’s current Contributions Plan framework (with both s7.11 and s7.12 contributions)
has the potential to generate $277m income in real terms over the next 20 years, or
around $14m per annum on average.

2. Forecast revenue comprises $237m in s7.11 contributions and $40m in s7.12
contributions.

3. The impact of the removal of certain facility works from the EWL, all else being equal,
would reduce Council’s s7.11 contributions revenue in real terms ($2021/22) by:
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a.  $5m per annum or $84m from 2024/25 to 2040/41 if community and indoor
recreation facility items are excluded.

b.  $3m per annum or $55m from 2024/25 to 2040/41 if open space facilities (not
indoor) are also excluded.

c.  $7m per annum or $112m from 2024/25 to 2040/41 if public domain facilities are
also excluded.

4. The impact on s7.11 revenues as a result of the reforms should not necessitate a switch
to a s7.12 levy for demand-generating development by NSC unless the EWL is so
restrictive that projected contributions are reduced by at least 50%.

5. Council should seek to re-prioritise its delivery of infrastructure works where possible
in its current CP to adjust delivery timing of facilities which may no longer be funded
by s7.11 revenue as a result of the reforms (such as community or indoor recreation
facilities).

6. Where possible, Council should provide actual evidence of its infrastructure costs to
IPART during its upcoming reviews of benchmark costs so that it can demonstrate the
actual cost of infrastructure provision in North Sydney and influence the cost outcomes.

7. North Sydney Council would receive more revenue by continuing to levy demand-
based development s7.11 contributions, rather than s7.12 levies under the reforms,
unless the s7.11 mechanism through the EWL is effectively restricted to levels below
the s7.12 maximum rates. In this case, its future contribution revenues would be
significantly reduced — by $198m or 71% to 2040/41, or by an average of $12m and
$137 per capita each year from 2024/25 to 2040/41 (all in real terms).

8. The maximum s7.12 rates in the reform recommendation are well below the maximum
percentage charges (on development cost). The non-residential s7.12 dollar limits -
purportedly representing 1% of development cost - would instead reflect about one-
fifth of the existing 1% non-residential levy in North Sydney Council’s case. This is
not an acceptable policy outcome when workers represent a large share of demand for
growth infrastructure needs in the North Sydney LGA.

9. The Productivity Commission’s intent of the s7.12 reforms does not appear to be met
for infill council areas. It is a more complex approach with the combined percentage
and threshold rates, and the maximum rates would potentially restrict revenue to a point
that North Sydney Council would not be able to deliver infrastructure needs nor recover
financially over 20 years, even with the population growth factor also increasing its
rates income.

10. North Sydney Council would lose an estimated $2.0m per annum in real terms, all else
being equal, if the NSW Government decides to exempt non-demand generating
development from s7.12 levies (e.g., residential alterations and additions, and
knockdown rebuilds).

11. The cumulative revenue losses of the proposed contributions reforms would be further
increased by the exemption of non-demand-based development from s7.12 levies, this
will place further strain on the general rates base to fund growth infrastructure
accordingly.

12. The s7.12 reforms must be adjusted, phased-in or delayed (at least until the rates base
has a chance to ‘catch up’ the revenue loss for Council) if the Government does decide
to exempt non-demand-generating development from s7.12 levies.

13. PC’s implementation plan suggests that contributions reforms for North Sydney
Council (with a new plan in place) would start impacting contribution revenues from
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2024/25 at the latest, but rate peg reforms would start impacting rates revenues from
2023/24.

14. The short to medium term negative revenue impacts of the reforms will be further
exacerbated by the delay of contribution payments to the development’s occupation
certificate (OC) stage, which is another reason why reforms should be adjusted to
reduce negative contribution revenue impacts or at the very least, be delayed or phased-
in.

15. The new Regional Infrastructure Contribution (of $12,000 per dwelling and $10,000
per apartment) and Major Transport Charge will be levied on development in the North
Sydney LGA, the latter only if there is an increase in development capacity because of
major transport projects. Council must monitor the Government’s future infrastructure
list to be funded by these contributions to ensure that the LGA is getting its ‘fair share’.

16. The impact on development from the new state-based charges in the North Sydney LGA
appears to be offset at least partially by reduced local contributions, the extent of which
will be determined with the release of further reform implementation details. The
reduced funding from development contributions to Council is intended to be offset by
the increase in rates revenue with the addition of the population growth factor.

17. The reforms encompass increased administrative and compliance burden for local
councils in the short to medium term, particularly related to the needs of the new
centralised (digitised) contributions system, the amendments to plans and the
integration of the plans within the IP&R framework.

The Bill was intended to be considered by Parliament with the State budget. It was however,
deferred to a Parliamentary Committee which invited submissions by 11 July 2021. Council
staff took the opportunity to prepare a submission to this Committee (attachment 2).

The main issues identified for North Sydney Council are summarised below.

Enormous Potential Financial Impact

Overall, GLN found that the reforms will likely reduce local contributions revenue from
development under Council’s existing Contributions Plan — potentially by as much as $7.3m
per annum in real terms, or 45% of projected revenue (see Figure 1, which shows the net
revenue position including projected extra rates revenue arising from separate rate peg reforms
being undertaken by the State Government). It is important to note that the mooted rate peg
reforms should be decoupled from the current contributions discussion. These are independent
reform measures with completely separate purposes. For illustrative purposes, however, the
net position is shown in Figure 1 below.
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Figure 1 Impact of the reforms under a likely scenario

mmm Revenue gain due to rate peg reform (with population growth) - real terms
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Note: scenario is if ‘essential works' exclude community/indoor recreation facilities and s7.12 non-demand generating
development is exempted from s7.12 levies + rates increase by the population growth factor only (excludes other rate peg
income).

This impact will take more than 20 years to reach cumulative revenue neutrality (on a
discontinued net cashflow basis).

In absolute terms, Figure 2 below identifies the extent of the various options modelled by GLN
and the extent of reductions in income of each as a result of the mooted reforms per annum and
to 2040. Whilst the impact of the reforms will depend on the extent of the yet to be determined
exclusions form the EWL, all scenarios explored by GLN will have a significant impact and
some will represent an enormous financial impact.
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Estimated revenue impact (real Compared with existing CP
terms) framework projections (real terms)

Average
Estimated Revenue annual
revenue revenue
over 20 over 20 difference
years ($m) years ($m) per (csa;pita

Scenario description

Business as usual, no reforms 2771 13.9 162.8 0.0 0.0 0.0

Community and indoor
recreation facilities excluded 153.3 17 901 -123.8 -73 -85.5
from s7.11 EWL; no s7.12 levied

Community & indoor

recreation facilities excluded

from s7.11 EWL & s7.12 levied 193.0 96 113.4 -84.1 -49 -58.1
@ 1% on non-demand

generating development

Community, indoor recreation
& public domain facilities
excluded from s7.11 EWL; no
s7.12 levied

50.6 25 29.7 -226.5 133 -156.5

All open space & community
facilities excluded from s7.11 107.8 5.4 63.3 -169.3 -10.0 -117.0
EWL; no s7.12 levied

All open space excluded from

s7.11 EWL: no s7.12 levied 182.4 91 1071 -94.7 -5.6 -65.5

$7.12 levied LGA-wide with
limits applied (under reforms)
& exempt non-demand
generating development

79.2 4.0 46.5 -1979 -11.6 -136.7

Only "growth-contingent”
infrastructure s7.11; no s7.12 228.3 1.4 1341 -48.7 -2.9 -33.7
levied

Figure 2 - Potential impact of s7.11 & s7.12 reforms on Council’s projected revenue under different
scenarios (2021/22 to 2040/21)

Impact on Established Metropolitan Areas not well Modelled or Understood

The high-level modelling conducted by the NSW Government to support these proposed
reforms, has not have been adequately reflective of all Councils, especially Metropolitan
Councils with infill development and challenges of accommodating increased density. The
provision of adequate community infrastructure, recreational facilities and public domain is
essential in high density residential and commercial zones with increasing building heights and
increasingly intensive use of remaining public space.

Importantly, GLN concluded that:
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The (Productivity Commission’s) intent of the s7.12 reforms does not appear to be met for
infill council areas. It is a more complex approach with the combined percentage and
threshold rates, and the maximum rates would potentially restrict revenue to a point that
North Sydney Council would not be able to deliver infrastructure needs nor recover
financially over 20 years, even with the population growth factor also increasing its rates
income.

The prospect of an annual decline in revenue by $7.3M (in real terms - or $124M from 2024/25
to 2040/41), would represent an immense financial impact which will have a fundamental
impact on Council’s capacity to deliver public infrastructure to effectively accommodate
growth.

Council’s social license for increased density/development comes from associated
improvements to community infrastructure

North Sydney Council has responsibly planned for and accommodated population, housing and
employment growth through its planning policies and instruments as required by the NSW
Government and the Greater Sydney Commission Regional Plan.

The disruption to local amenity and living standards represented by population or worker
growth in an already densely populated environment like North Sydney, should not be
underestimated. An essential and critical enabler of growth is the community’s confidence that
supporting infrastructure will be provided by Council to ensure that amenity and standards of
living are maintained and not eroded systematically over time. The financial capacity to
continue to fund such infrastructure will be severely undermined, meaning that some of these
works will either have to be significantly delayed, delivered to lower standards or abandoned
altogether.

A 45% reduction in projected infrastructure funding will slash Council’s capacity to deliver
essential community infrastructure and significantly impair Council’s capacity to facilitate the
growth required by the NSW Government.

The recreation and public domain projects essential to facilitating increasing urban density will
simply not be able to be funded by Council should the current infrastructure reforms be
adopted. Concurrently, the very real resistance that is experienced in North Sydney to
population and housing growth within established communities, will be further fueled and
community confidence undermined as Council’s capacity to deliver infrastructure that sustains
and “softens” growth impacts, is severally diminished.

Projects that the Community are expecting, will be delayed or not delivered

Council requires sustainable ongoing funding to deliver public infrastructure to ensure that the
NSW Government’s priorities for population and housing growth are sustained by increased
open space, transport, and community infrastructure.

A tangible example of Council’s reliance on developer contributions to accommodate and
manage growth is the ongoing upgrades to the public domain planned and being delivered in
the North Sydney CBD.

3748th Council Meeting - 26 July 2021 Agenda Page 9 of 85



Council invested $31.2M between 2015/16 to 2019/20 in CBD public domain works, of which,
$10.5M has been sourced from developer contributions reserves. There remains a significant
work program to accommodate the continuing growth and commercial expansion in the CBD.
These public domain works are essential to continue the ongoing commitment of growth
matched by the provision of a public domain and would be impossible to fund solely from
Council’s general revenue.

Council can simply not afford to fall behind in its public domain improvement program, which
relies heavily on development contributions funding.

In an established central area like North Sydney, the creation of new public open space is
extremely expensive. The Hume Street Park project for example, was developed in response
to planned growth in the St Leonards/Crows Nest precinct (subsequently adopted by the 2036
Plan). It included the undergrounding of basketball facilities, car parking and other
infrastructure to liberate the surface of structures and create new public open space. The total
cost of this project is in the order of $90-100M and is staged in three parts (stage 1 will be
delivered by end of 2021). Council’s newly adopted LIC Plan is scheduled to collect
approximately $38M in developer contributions over the 16-year life of the plan to assist in the
funding of this project. This is a long term project to address community concerns about open
space not being provided for fast-growing population. This would otherwise be impossible to
fund solely from general revenue.

Reforms Shift costs from Developers to the Community

Developer charges are relatively consistently applied across Sydney and are incorporated into
a project’s feasibility before projects are commenced. The reforms proposed will effectively
shift this cost from developers to the wider community as the shortfall in infrastructure funding
will need to be borne by other revenue sources, which in the case of local government, leverage
heavily from rates revenue as the most reliable but most heavily stretched source of revenue.
Historically, rates revenue has been used to fund services and maintenance, while infrastructure
charges fund a portion of the capital infrastructure associated with development. The additional
burden that reduced developer charges places on the wider community has a propensity to
negatively impact upon overall cost of home ownership.

The shift in the burden for infrastructure to the local community will increase overall housing
and living costs. Any notion that the draft reforms are designed to improve affordability simply
do not hold true.

Local Growth should equate to Local Infrastructure

The draft Bill introduces the capacity for the NSW Government to apply new infrastructure
charges in the form of regional infrastructure contributions. This is identified in subdivisions
4 and 5 of the draft Bill.

The NSW Government appears to be cost shifting by introducing the capacity to levy for
regional infrastructure contributions. It is widely acknowledged that development
contributions represent a finite source of infrastructure funding. In this context, it is
disappointing that while local government’s capacity to levy development contributions is
being significantly reduced through the draft Bill, the NSW Government is introducing the
capacity to charge new regional infrastructure levies on development of $12,000 per dwelling
and $10,000 per apartment.
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The collection of such contributions by the NSW Treasury, is fundamentally contrary to the
notion of the clear nexus between the source of contributions and their expenditure. This clear
nexus has been a fundamental component of local government contributions planning for
decades with development charges collected and applied in the local area in which the
development takes place. The proposed regional contributions framework introduces a level
of opaqueness in a contributions system that is currently characterised by high levels of
transparency.

The revenue base of local government is very limited as has been widely expressed previously.
The NSW Government, on the other hand, has a diverse range of policy levers at its discretion
to raise revenue for essential infrastructure.

Ministerial Powers and lack of detail

At present important information and detail regarding how the amendments to the Act will be
implemented at the Ministerial level are not known. The Bill provides the Minister with
significant powers that will potentially impact upon the capacity of local government to levy
for local infrastructure through its developer contributions regime.

The absence of this detail and the powers at the Minister's disposal under this Bill, are
concerning. As Local Government NSW states in its submission, the “Bill is akin to the State
Government asking councils to sign over a blank cheque and say “trust me.’”

Conclusion

The draft Bill, whilst deferring to the Regulation and/or Ministerial Directions for detail, will
clearly and significantly curb North Sydney Council’s capacity to realise essential
infrastructure revenue. Council’s modelling indicates that, under the most likely scenario, this
will represent approximately 45% in reduced revenue or an annual drop of $7.3M in funding.
This will simply be unsustainable given Council’s limited and restricted sources of revenue. If
applied as proposed, Council will need to significantly revise and reduce commitments to its
community through its Community Strategic Plan, slash its infrastructure works program and
consider how much growth is sustainable given the vastly reduced capacity to provide for
enabling infrastructure.

The proposed change to infrastructure charges perversely introduces a disincentive to
facilitating development, undermines Local Government capacity to support increasing density
and will further increase the cost of home ownership and living.
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