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Local Government NSW (LGNSW) is the peak body for local government in NSW, representing NSW
general purpose councils and related entities. LGNSW facilitates the development of an effective
community-based system of local government in the State.

OVERVIEW OF THE LOCAL
GOVERNMENT SECTOR
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INTRODUCTION

Local Government NSW (LGNSW)is the peak body for local government in NSW,
representing NSW general purpose councils and related entities. LGNSW facilitates the
development of an effective community-based system of local government in the State.
This submission is made in draft form, pending approval of the LGNSW Board. Any
amendments will be forwarded in due course.

LGNSW welcomes this Inquiry as a positive step towards resolving the ongoing conflict
between the NSW Government and local government in relation to the ownership and
management of the assets, premises and funding of the NSW Rural Fire Service (RFS).
LGNSW was one of the advocates for this Inquiry and is pleased to have the opportunity
to make this submission. LGNSW would also welcome the opportunity to present to the
Committee when hearings are held.

Local government is an unwilling partner in the current asset, premises and funding
arrangements and firmly believes these arrangements are out of date and in dire need
of need of comprehensive reform.

TERMS OF REFERENCE

That the Public Accounts Committee inquiry into and report on:

1. The mechanisms for:
a. Funding Rural Fire Service assets and premises
b. Maintaining Rural Fire Service assets and premises
c. Accounting for the ownership of RFS assets and premises
d. Operational management, including the control of assets and premises, risks,
and impacts to local government, and the ability to affect a response to
emergencies.

2. Whether the following arrangements between Councils and the Rural Fire Service
are fit for purpose:

Service agreements

The division of responsibilities for bushfire management and hazard reduction

Upkeep of assets

The provision of insurance

Provision of land and construction management for RFS premises

S0 a0 oo

Bushfire Management Committees.
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3. The appropriate role for local authorities in the provision of emergency services.

4. The sustainability of local government contributions to emergency service
provision.

5. Any other related matters.

LGNSW considers the Terms of Reference (ToR) to be sufficiently comprehensive to
deal with the key issues of concern to local government. This submission is guided by
the ToR and seeks to address all key issues.

BACKGROUND

LGNSW would like to make it clear from the outset that councils strongly support the
RFS and recognise that it is a world leading firefighting service. Councils particularly
respect and support the large community volunteer base of the RFS. While seeking
reform of funding and asset management arrangements, LGNSW is not making
criticism of the core operations or performance of the RFS. Nor are we suggesting that
funding should be reduced. LGNSW maintains that all of our emergency services need
to be adequately funded. With the frequency and intensity of natural disasters expected
to increase as the result of climate change, it is expected that emergency services
funding will need to increase over time.

However, local government is growing increasingly dissatisfied with many of the current
asset, premises and funding arrangements. The major bone of contention involves the
question of ownership of what are known as the “red fleet” assets, which are essentially,
RFS trucks, vehicles and firefighting appliances. However, there are also other issues of
concern around premises, funding and service level agreements. The assets issue has
come to a head in recent years with a large number of councils refusing to recognise
RFS red fleet assets as council assets in their financial statements or record the
associated depreciation.

Some of the current arrangements, including the vesting of asset ownership with
councils, are a legacy of the local government origins of the RFS. These date back to
the early 1900s when councils had direct responsibilities for organising and delivering
bush fire services. The provision of emergency services has changed dramatically since
then.
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Over many years, the RFS has evolved from a purely community-based initiative,
through to then being part of the local council, and now to being a State Government
Agency with responsibilities under national emergency management arrangements.
This evolution needs to be reflected in the Rural Fires Act so that the accountability and
the responsibility for RFS are fully aligned.

Even since the Rural Fires Act took effect in 1997 the relationship between local
government and the RFS has significantly changed. These changes have further moved
the RFS away from more than 100 separate bushfire services and strong reliance on
local government, towards a single State Government Agency (the RFS)with a
coordinated command structure up to the RFS commissioner.

As an example, even after the commencement of the 1997 Act, fire control officers
were employees of each council. However, 2001 amendments to the Rural Fires Act
transferred fire control staff from the employment of each council to the employment
of the RFS.

In simple terms, the RFS has evolved from a purely community-based activity through
to being part of the local council, and now to being a State Government Agency which
also now has first response responsibilities that extend well beyond bushfire
management and control.

RED FLEET ASSETS

The “red fleet” dispute is centred on the question of ownership of these assets.
Councils maintain that they do not have effective ownership of these assets as
accounting codes relate ownership to management and control. Councils no longer
have a say in the acquisition, deployment, usage or disposal of RFS assets and
therefore do not have management and control of the assets. In reality, management
and control sit firmly with the RFS. Indeed, comparable assets held by Fire and Rescue
NSW (FRNSW) and the State Emergency Service (SES) are appropriately vested with
those organisations. LGNSW is firmly of the view that there should be consistency in
ownership between the services and cannot see any justification for maintaining local
government ownership, which reflects historical arrangements that are no longer
relevant.

Despite the evolution of the RFS and the clear case that ownership should be vested
with the RFS, the NSW Government is maintaining an irrational position that RFS
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firefighting assets are the property of councils and must be recorded in councils’
financial statements.

This means that councils are required to record the assets in their financial statements
and absorb the depreciation expense for these assets as well as the costs of
inspecting, recording and booking these assets in their accounts.

RFS assets are often specialised vehicles and machinery. Requiring councils to
undertake a stocktake of these assets is no simple task. As a starting point, council do
not have complete and accurate records of these assets as they have no say in their
acquisition, deployment and disposal. In recent years, the Office of Local Government
has provided LGNSW with a list of red fleet assets compiled by the RFS for operational
purposes, and LGNSW has been asked to make this available to councils. In doing so,
LGNSW has provided the data to councils for use at their own discretion but could not
vouch for its accuracy. LGNSW also highlighted to councils that the data does not
provide current valuations for any of the assets (the information provided is the new
replacement cost, not the depreciated value).

It is manifestly inefficient and a drag on productivity to require around 100 councils to
individually inspect these specialised assets that councils do not have any control over,
and then make an assessment as to current condition and value. One council has
estimated that the cost to administer an annual stocktake and condition inspection of
these assets amounts to up to S20,000 annually and requires the council to engage a
third-party professional to undertake the audit due to the specialised nature of the
assets. The council adds that when information is requested from the RFS to support
this exercise, the information is often late and of unreliable accuracy. Replicating this
inefficient process across 100 councils in NSW is clearly a poor use of public money.

This diversion of resources distracts councils from their core work for the community
and does not provide any public benefit. It would be far more logical and efficient for
the single specialised agency that owns and operates this equipment, the RFS, to
undertake this stocktake and reflect these assets in its own financial statements.
Again, this approach would be consistent with how FRNSW and SES assets are
administered.

This NSW Government policy disproportionately impacts smaller rural and regional
councils as they have a proportionally larger RFS presence. These councils are already
struggling to remain financially sustainable and cannot afford this imposition. The NSW
Government and the NSW Auditor General argue that the depreciation expenses are
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merely book entries and not a cash expense. However, this view fails to recognise that
the expense impacts on council financial performance ratios and has also resulted in
qualified audit opinions. This reflects poorly on a council’s financial management.
Furthermore, dismissing the relevance of the depreciation expense does not answer
the fundamental question of why the assets should be vested with councils, nor why
each council should individually inspect and assess these specialised assets over which
they have no control.

Up until December 2023, the NSW Government's Local Government Code of Accounting
Practice and Financial Reporting provided for councils to determine whether or not
they record the RFS assets as council assets based on their professional opinion.

Despite this provision, for 2021-22 financial statements the NSW Auditor General
issued 36 qualified audit opinions to councils who have made the principled and
professional decision not to recognise RFS assets as council assets.

In December 2023, the NSW Government's Local Government Code of Accounting
Practice was updated and now seeks to require councils, contrary to reality, to
recognise material rural firefighting equipment in their financial statements.

The local government sector’s position on this matter is further supported by an
independent expert report by a former member of the Australian Accounting Standards
Board (AASB), commissioned by the NSW Government, which found that councils have
no substantive rights for the control of fire-fighting equipment - vesting by itself does
not confer control. This expert report went on to recommend that councils should not
recognise these assets, and that they should be recognised in the financial statements
of the RFS.!

The NSW Government has made reference to the responsibilities of local government
under the Rural Fires Act as a justification for councils recognising RFS assets in
council financial statements. The independent expert report commissioned for the
NSW Government directly rebuffed this claim, highlighting that while councils have
secondary and ancillary obligations under the Rural Fires Act, the RFS has the
substantive responsibilities for the prevention, mitigation and suppression of bush and
other fires in NSW.

Colin Parker, Principal and Former Member of the Australian Accounting Standards Board, GAAP Consulting, ‘Review of
accounting for ‘red truck’ assets and other fire-fighting equipment in NSW’, April 2018. The report is listed as a final draft, and
notes that the Office of Local Government asked that the draft report first be considered by NSW Government before any
consultation with the local government sector. This local government consultation on the report never occurred and the report
was not shared publicly until it was successfully released under a Government Information (Public Access) Act request in 2022.
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The NSW Government has also referred to the RFS service agreements with each
council as evidence of councils' ultimate control and ownership of RFS assets. The
independent expert report also contradicts this claim, finding that:

In my opinion, the RFS has the substantive ability to affect the service potential
of fire-fighting equipment through the RFS commissioner’s powers under the
Act.

In essence, the councils’responsibilities under the Act have been contracted to
the RFS. The RFS has control of district equipment and premises. It is the RFS
that enjoys the assets’service potential.?

PRIVATE MEMBERS BILL

LGNSW and councils have been advocating for the ownership argument to be resolved
for several years by the amendment of the Rural Fires Act. LGNSW and councils have
been strongly supportive of the Rural Fires Amendment (Red Fleet) Bill 2024 introduced
to Parliament by Adam Marshall MP.

The Bill would make clear that RFS assets vest in the State Government, in the same
way that the assets of other critical frontline emergency services such as FRNSW and
the SES are vested in the State Government.

This change will also provide the foundation for the improved management and
strategic planning of the firefighting fleet recommended by the NSW Audit Office in its
report on Planning and managing bushfire equipmentreleased in February 2023.

The Bill would do this by simply amending section 119 of the Rural Fires Act to clearly set
out that RFS fire-fighting equipment is vested in the RFS. Therefore, the RFS will be
required to account for this equipment and its depreciation costs.

The evolution of the RFS over many years needs to be reflected in the Rural Fires Act so
that the accountability and the responsibility for RFS are fully aligned.

RFS FUNDING

The funding needed for our emergency services currently comes from the Emergency
Services Levy (ESL)oninsurance policies(73.7 per cent), the ESL on councils(11.7 per
cent)and the State Government contribution (14.6 per cent).

2 |bid.
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The three agencies covered by this arrangement are:

e Fire and Rescue NSW(FRNSW)is responsible for the provision of fire, rescue and
hazmat services in cities and towns across NSW.

e The NSW Rural Fire Service (RFS)is responsible for combating bushfires in NSW and
leads coordinated bushfire fighting operations across 95 per cent of the State’s land
mass including a growing proportion of the Sydney metropolitan area including
multi-storey structures due to historical fire service districts.

e The NSW State Emergency Service (SES)is responsible for responding to flood and
storm emergencies in NSW, with a majority of rescue efforts in rural parts of the
State.

The arrangements concerning the determination and collection of the ESL are
currently subject to a NSW Treasury review.

LGNSW has long advocated that the ESL on both insurance and councils should be
removed and replaced with a broad-based property levy. This is the model already
adopted by most other states and is supported by LGNSW on the grounds that it
provides greater transparency, accountability and equity.

While there is a combined funding arrangement it should be noted that there are
different budget allocation models utilised by each agency. For example, the SES
budget is allocated on a per capita basis while RFS allocations have been made on a
district basis and FRNSW allocations are based on property value. This mixed
methodology is confusing and lacks clarity. It also has the potential to cause mixed
outcomes in terms of equity.

The ESL contributions paid by councils do not represent the entirety of council
contributions to the RFS. Council obligations under the Rural Fires Act and associated
Service Agreements often impose additional costs on councils. For example, the
district allocations do not always cover the full costs of premises and insurance.

RFS PREMISES

Section 12A of the Rural Fires Act and the related Service Agreements place the onus
on councils to provide the RFS with suitable premises. Extracts from Rural Fire District
Template Service Agreement 2010 also list the additional premises related costs that
councils are responsible for:
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Section 6.5:
(b)pay all rates, taxes, electricity, gas, oil and water charges separately metered

and charged to the Premises;

(c)maintain the Premises in good repair in accordance with paragraph 6.7; and
(d) effect and keep current at all times during the continuance of this Agreement
the following insurances:

(i) building insurance; and
(ii) public risk insurance in an amount of not less than $20,000,000.

Section 6.7:
The Councils will undertake all painting, maintenance and repairs of the Premises
involving:
(a)the roof and external structure of the Premises;
(b)any internal or external fittings or fixtures placed by the Councils;
(c)any work that must be carried out by a licensed trades person, including, but
not limited to:
(i)electrical repairs and maintenance,; and
(ii) plumbing repairs and maintenance,; and
(d) maintenance and repair of any air conditioning or heating system.

Section 10:

The Councils agree that during the Term they will effect and keep current the
following insurances “the Councils'Insurances”:

(a) Property damage and public liability insurance in relation to the Premises;

(b) Compulsory third party and comprehensive insurance in relation to any motor
vehicles which form part of the District Equipment, except where otherwise
agreed in writing between the Councils and the Commissioner;

(c)property damage and public liability insurance, third party and comprehensive
insurance, in relation to all Premises and District Equipment controlled, occupied
or managed by the Commissioner or the Service.

These requirements place a considerable cost burden on councils, frequently
surpassing the Emergency Service Levy (ESL) that they already contribute. Councils
have noted the inconsistency and complexity of funding arrangements for premises. At
some times, funding originates from the Rural Fire Fighting Fund (RFFF), at others it is
funded fully or partially by councils, and occasionally it may stem from a central source.
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Many councils have indicated that they would be pleased to transfer the building assets
to the RFS to remove these costs on councils.

A number of councils have also suggested that cost savings could be achieved by
combining emergency service premises and facilities (RFS, SES & FRNSW) where
opportunities arise. Councils have advised that this has been generally resisted by the
individual emergency services.

SERVICE AGREEMENTS AND THE RURAL
FIRES ACT

All RFS/Council Service Agreements we understand are now out of date, expired or
possibly only receiving one year extensions. The most recent agreements appear to
have been signed around 2010. It has also been noted that the agreements have been
lost or forgotten in some instances. A new template agreement has been under
development for a number of years and a draft was recently due to be released for
consultation. However, LGNSW has been advised that this has been deferred pending
the outcomes of this Inquiry.

Service Agreements are meant to give effect to the Rural Fires Act 1997 under which
councils are responsible for rural fire fighting functions. This is spelt out in clause 4 of
the existing but defunct agreement template:

Section 4:

Commissioner to exercise Councils' Functions and manage the UDistrict This
Agreement is a rural fire district service agreement under section 124 of the Act.
The Commissioner will, in consideration of an annual fee of S1.00 payable by the
Councils: (a) exercise, for the Term, all of the functions imposed on the Councils
by or under the Act

(b)undertake the day to day management of the Service in the District.

The existing agreements do not reflect the reality of the modern relationship between
councils and the RFS. While the Rural Fires Act substantially modernised the
relationship between the RFS and local government, a number of significant but
outdated arrangements have persisted and were carried over into the new Rural Fires
Act. The Act and related Service Agreements are predicated on local government
responsibility for bushfire fighting and localised ownership of assets, including
premises, fire fighting vehicles and appliances.
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In reality, the RFS has assumed the responsibility for bushfire fighting and in
recognition of this reality, should logically have ownership of bushfire fighting assets.

This is further demonstrated by the perceived requirement for the RFS to seek the
concurrence of councils before deploying RFS equipment to another fire district or
local government area. According to councils, this is not the reality. The Rural Fires Act
and related Service Agreements make it very clear that the RFS Commissioner has the
authority and responsibility to make these decisions unilaterally. For example, Section
44 of the Rural Fires Act provides that:

44 Commissioner’s responsibility:

(1) The Commissioner is to take charge of bush fire fighting operations and bush
fire prevention measures and to take such measures as the Commissioner
considers necessary to control or suppress any bush fire in any part of the State
if, in the opinion of the Commissioner.....

45 Power to give directions etc:

(1) The Commissioner may give such directions as the Commissioner considers
necessary to fire control officers, deputy fire control officers, officers of rural
fire brigades, local authorities, officers or members of Fire and Rescue NSW,
members of the NSW Police Force...

NSW Treasury underlines this position in its current Consultation Paper on Reforming
the Emergency Services Funding Systemwhere it states that:

The NSW Rural Fire Service is responsible for combating bushfires in NSW and
leads coordinated bushfire fighting operations across 95 per cent of the States
land mass.’

This description strongly suggests that the RFS effectively has the responsibility and
controls its assets and thus should own them.

S Reforming the emergency services funding system - Consultation paper. NSW Treasury, 10 April 2024.
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https://hdp-au-prod-app-nsw-haveyoursay-files.s3.ap-southeast-2.amazonaws.com/3617/1271/3442/Emergency_Services_Funding_Reform_-_Consultation_Paper.pdf

SUSTAINABILITY OF LOCAL GOVERNMENT
CONTRIBUTIONS

It is widely acknowledged that NSW councils are facing significant challenges in
maintaining financial sustainability. The ongoing increase in the ESL on councils is
exacerbating these challenges. Thisissue is aggravated by the additional contributions
that councils are obligated to provide, particularly to the RFS.

Disappointingly, it is an example of cost shifting onto local government and ultimately
ratepayers.

LGNSW's latest cost shifting report was released in November 2023, highlight a total
cost shift to councils of $1.36 billion in 2021-22, which is the equivalent of more

than S460 per ratepayer annually. This is a dramatic increase of 78 per cent since the
2015-16 financial year, when the total cost shift was estimated at $820 million.

The ESL on councils was identified as one of the major cost shifts at S165 million.
For further information, please refer to the summary and full report below.

o Summary and Highlights: Cost shifting 2023: How State Costs Eat Council Rates
o Full Report: Cost shifting 2023: How State Costs Eat Council Rates

The following tables also clearly demonstrate that the escalation of emergency
services budgets and the ESL on councils far exceeded the rate peg over the past 10
years. LGNSW has conducted independent analysis with the following data obtained
from NSW Budget Papers over the last decade and observed the following:

1) Total ESL council contributions rose by 124 per cent in the 10 years from 2013-14
to 2023-24.

2) Total budgets for the three agencies covered by the emergency services
arrangements have risen by 98 per cent over the 10 years.

3) Overall, the escalation of emergency services budgets and the ESL on councils
far exceeded the rate peg over the past decade.
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https://www.lgnsw.org.au/common/Uploaded%20files/Cost_Shifting/ML_Report-LGNSW-Annual_Cost_Shifting.pdf

Table A - ESL Contributions

2013-14 2014-152015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24
$m $m $m $m $m $m $m $m $m $m $m

ESL Contributions 716 720 786 785 794 785 907 1086 909 1171 1392
ES Council Contributions 127 124 143 175 147 186 220 211

716 720 786 912 918 928 1082 1233 1095 1391 1603
% Change / Year | | 0.6%| 9.2% 16.0% 0.7% 1.1% 16.6% 14.0% -11.2% 27.0% 15.2%

Table B - RFS, SES & FRNSW Budgets

2013-14 2014-152015-16 2016-17 2017-18 2018-19 2015-20 2020-21 2021-22 2022-23 2023-24
Sm Sm Sm Sm Sm $m $m $m $m $m $m

NSW Rural Fire Service 343.1 342.8| 374.9 390.7 422.8 478.8 910.4 630.1 573.6 705.7 808.4
NSW State Emergency Service 94.6 100.8| 122.7 146.1 136.6 141.1 142.2 173.2 200.6 255.3 357.2
Fire and Rescue NSW 709.7 736.1| 741.9 740.2 761.6 803.9 909.2 915.3 986.1 1086| 1107.1

11474 1179.7 12395 1277 1321 1423.8 1961.8 1718.6 1760.3 2047 2272.7
% Change / Year 2.8% 5.1% 3.0% 3.4% 7.8% 37.8% -12.4% 24% 16.3% 11.0%

Table C - Rate Pegging Limit and CPI rates

2013-14 2014-152015-16 2016-17 2017-18 2018-15 2019-20 2020-21 2021-22 2022-23 2023-24

Refer to |Refer to
3.40% 2.30%| 2.40% 1.80% 1.50% 2.30% 2.70% 2.60% 2.0%|table* |table®
CPI 3.00% 1.50%| 1.00% 1.90% 2.10% 1.60%| -0.30% 3.80% 6.10% 6.00% 4.10%

Rate Peg Limit

*Refer to tables:

2022-23: https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Rate-
peg-2022-23-Table-of-rate-pegs-for-each-council.PDF

2023-24: https://www.ipart.nsw.gov.au/sites/default/files/cm9_documents/Table-
Population-factors-and-rate-peg-by-council-2023-24-September-2022.PDF

CONCLUSION

This submission makes a clear case for the comprehensive reform of arrangements for

the assets, premises and funding of the NSW Rural Fire Service. Current arrangements
are out of date and no longer reflect the reality of the current functional arrangements
between the RFS and local government.

In conclusion LGNSW makes the following recommendations.
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That the Public Accounts Committee:

1.

support amendment of section 119 of the Rural Fires Act 199710 clearly set out
that the red fleet assets are vested in the RFS. This should be done in the near
term.

. recommend that the Rural Fires Act 1997be subject to a comprehensive review

as noted above.

recommend that the review of the Act should investigate and redefine the
respective roles, responsibilities and functional arrangements of the RFS and
local government.

recommend that lead responsibility for bushfires be transferred from local
government to the RFS to reflect current practice.

recommend that the negotiation of new Service Agreements be further delayed
until the Act review has been completed.

support the removal of the ESL on insurance and local government, to be
replaced by a broad-based property levy.

LGNSW would be pleased to provide clarification on any matter raised in this
submission. For further information, please contact, Shaun McBride, Chief Economist,
at shaun.mcbride@lgnsw.org.au or on 02 9242 4072.
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