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1.1 INTRODUCTION

The purpose of this Long Term Financial Plan for Ashfield Council is to provide a
framework to assist future decision making that will secure the economic sustainability
of the organisation and ensure adequate funds are generated into the future to achieve
desirable outcomes for the community.

This plan forms part of Councils’ Resourcing Strategy. The Resourcing Strategy is
made up of the Long Term Financial Plan, the Workforce Management Plan and Asset
Management Plans.

The financial model within the Plan predicts Council’s future funding requirements in
order to maintain a strong financial position and deliver the facilities and services
expected by our community.

Setting the strategic direction of a financial plan promotes the sustainability of the
organisation and ensures the availability of funds in future years to achieve all of
Councils’ goals and objectives laid out in the Community Strategic Plan — Ashfield 2023
— Our Place, Our Future.

This Plan establishes a framework, mechanism and financial targets for the Council. It
is the basis or benchmark to guide Council in the decision making process across
multiple years. It contains guiding philosophies to promote a consistent financial
direction spanning 10 financial years and 2 Council terms.

The Policy Statements contained in this Plan provide the framework to guide decision
making, future budgets and establish a mechanism to fund future investment decisions.
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1.2 POLICY FRAMEWORK

A policy framework is necessary to help guide the development of Council budgeting
and long term financial planning. Future resource use and decision making by the
Council can be guided by the structure provided in the policy framework. Council’s Long
Term Financial Plan has been drafted to comply with the following policies:

1.2.1 Unrestricted Current Ratio

This is a measure of liquidity. Council, as a prudent financial manager should set a
minimum level at which its Unrestricted Current Ratio should be maintained.

The Unrestricted Current Ratio provides a guide as to Council’s ability to pay its debts
as and when they fall due. The ratio reports the assets available to fund each one
dollar of debt.

30-Jun-14 30-Jun-13 30-Jun-12
Unrestricted Current Ratio 3.23:1 3.01:1 3.02:1

Council aims to maintain a ratio in excess of 1.50 : 1 which, within the industry, is
considered a satisfactory result.

1.2.2 Unrestricted Working Funds Balance

This is a measure of liquidity or net financial position. Council, as a prudent financial
manager should set a minimum level at which its Working Funds should be maintained.
A minimum level of Working Funds ensures Council retains an appropriate level of
liquidity on an ongoing basis.

The unrestricted working funds balance provides an appropriate buffer for unforeseen
circumstances. A target which is linked to Council’s level of activities would be
appropriate.

30-Jun-14 30-Jun-13  30-Jun-12

$'000 $'000 $'000
Working Funds Balance 2,000 1,895 2,817
Total Income from Continuing
Operations 36,461 36,810 35,357
5.49% 5.14% 7.96%

Whilst Working Funds are not reported in the statutory financial accounts, the level of
working funds is used by the external auditors when assessing Councils short-term
financial position.

It is recommended that Council aims to maintain a working funds balance in excess of
5%.

1.2.3 Employee Leave Entitlements Coverage

At any point in time there will be outstanding leave entitlements owed to the employees
of Ashfield Council. These entitlements create a liability for Council that needs to be
met at some point of time in the future.

Council does not maintain cash reserves to fully extinguish the leave liabilities because,
as a going concern, Council does not expect to pay these liabilities in full at any one
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point in time. However, given the size of the liability and the potential for large payments
on termination or resignation of employees it is prudent to have an appropriate level of
cash reserves to minimise any adverse impact on Council’s operating budget and
working funds position.

Also, the cash reserves earn interest for Council and this interest offsets the growth in
the employee entitlement liability due to award increases and pay scale increments.

A target which is linked to the age of employees is most appropriate as it takes into
account the actual demographics of the workforce and the fact that the larger payouts
are triggered by employee retirements.

Should Council experience an unusually high level of termination payments which
cannot be funded from the current budget then the payments should be funded from the
ELE restriction. Where this occurs a strategy should be adopted to restore the
restriction to a satisfactory level over a period of two to three years.

The following are the suggested aged based targets.

Age as at 30 Minimum Maximum
June each year Goal Goal
50 & under 0% 0%
51 0% 10%
52 0% 20%
53 0% 30%
54 0% 40%
55 10% 50%
56 20% 60%
57 30% 70%
58 40% 80%
59 50% 90%
60 60% 100%
61 70% 100%
62 80% 100%
63 90% 100%
64 100% 100%
65 and over 100% 100%

These targets currently exceed the industry minimum target of 15% over the entire
workforce.

1.2.4 Efficiency and Productivity Factor

Each year as part of annual budget process, Council applies an efficiency and
productivity target of at least $500k. Achievement of this target is monitored monthly by
the Council Executive and form part of Senior Management KPlIs.

1.2.5 Investment Fund

An Investment Fund provides a reserve of cash to allow Council to fund projects that
result in additional recurrent income or reduced recurrent costs.

Whilst Council does not currently have an Investment Fund, it is prudent to have a
policy in case Council has a windfall gain, enabling the establishment of such a fund.
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All unrestricted revenues from non-recurrent sources will be added to the Investment
Fund. For example, the proceeds from a one off sale of an under-utilised Council asset
would be directed into Council’s Investment Fund. Expenditure from the Fund should be
limited to projects with identifiable benefits.

An annual dividend will be paid from the Investment Fund to unrestricted funds
equivalent to 50% of the benefits realised by investments from the fund. The dividend
from income generated by the Investment Fund will provide an additional revenue
stream for the Council to relieve the burden placed on Council by the impact of rate-

pegging.

The remaining income generated by the Investment Fund will remain in the Investment
Fund. This reinvestment will provide capital for future investments, enabling the fund to
grow over time and provide a growing revenue stream for Council.

1.2.6 Unrestricted Budget Funds

Non-recurrent sources of income such as special rate variations (SRV’s) or one off
asset sales must be directed to an internal restriction and used for specific purposes or
allocated to Council’s Investment Fund. The remaining recurrent revenue sources are
unrestricted and available to fund Council’s operations.

1.2.7 Bonds and Deposits Coverage

Similar to employee leave entitlements, it is unlikely that Council would need to repay
all its bonds and deposits in one year.

Until recently, Council maintained an internal restriction of $ for $ of bonds and deposits
held. This was an overly conservative approach as an analysis of prior years has
shown that Council generally is able to repay any bonds returned in a given year by the
new deposits that have been received in that year. Council’s policy now is to maintain a
small restriction of $250 - $300k as a safety net to cover unforeseen needs.

1.2.8 External Borrowings

Council currently has $8.4m in external debt. The loan terms are 7 years and 10 years
respectively. The 7 year loan will be settled in May 2016 and the 10 year loan is due for
settlement on 2022.

Council will also borrow a further $1.6m to fund the accelerated footpath program
during 2014/15 via the LIRS program and this loan will be paid over a 10 year period.

Council is redeveloping its Aquatic Centre for the cost of $14m. Council will be funding
this redevelopment project through borrowing of $14m and repayment of this loan will
be met with SRV funding. Expected commencement of this project will take place
during financial year 2015/16 and expected to be completed in 2016/17.

Having differing loan terms reduces Council’s interest rate risk by providing an
opportunity to go back to the market without incurring penalty interest charges, also
reducing the risk of having to refinance all of the debt at one time.

Council’s remaining borrowing capacity performs an important risk management role by
providing a source of emergency funds. For example, to fund significant unforeseen
infrastructure repairs.

Council’s current borrowings are well within accepted industry benchmarks and Council
will assess the merits of any future borrowings on a case by case basis.
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1.2.9 Infrastructure Reserve

With a focus on asset management, Council created an Infrastructure Reserve in its
first LTFP to assist Council to fund the maintenance and renewal of existing assets.

Favourable budget results are directed into the reserve for future expenditure on asset
management.

Depending upon needs at the time, the ideal goal would see the capital in the reserve
preserved and a dividend of 50% of the interest income generated by the investment
available each year for asset management expenditure. The remaining interest income
would be retained in the reserve so that the reserve and income generated will grow
over time.

Preference is given to expenditure from the reserve for maintenance and renewal of
existing assets over the upgrade of Infrastructure.

1.2.10 Election Reserve

Local Government elections are held every 4 years with the next election due in
September 2016.

Council transfers 25% of the estimated cost of holding the election into a reserve each
year. The final 25% of the estimated cost is transferred in the year of the election
together with any adjustments between the estimate and the actual costs.

1.2.11 Plant & Vehicle Replacement Reserve
Council’s current policy is that it owns its fleet of trucks, plant and passenger vehicles.

The plant and vehicle replacement program is funded in each annual budget. However
the plant and replacement reserve serves as a buffer to be drawn on in high
expenditure years or in the case of unforeseen or emergency plant replacements.

1.2.12 Information & Technology Reserve

Council needs to maintain regular investment towards Information Technology and
Communication Assets. Therefore it is prudent to set aside some funding towards this
reserve on a yearly basis considering the ICT projects in hand in line with Council’s IT
Strategy.

Council’s current policy is that it leases all IT equipment including printers, photocopiers
and the telephone system. These are operating leases with a term of either 3 or 4
years which corresponds to the equipment’s useful life.

Council also has a significant investment in computer software and licences. Minor IT
software upgrades are covered through the annual licensing fees. Every few years
there is a need to substantially upgrade the IT platform or acquire new products. As
these purchases involve a significant period of planning, they can be factored into
Council’s recurrent budget over several years where necessary.

1.2.13 Investment Income

Council’s investment income is determined by the level of funds together with the
prevailing interest rates available.

Council budgets to receive investment income on its restricted and unrestricted cash
balances. Any interest earned on its restricted cash balances (External Restrictions)
should be transferred back to those restrictions to maintain the purchasing power of the
funds.
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Reference should also be made to Council’s Investment Policy for suitable investments
and procedures.

1.2.14 Building & Infrastructure Renewal Ratio
Council is required to calculate the Building & Infrastructure Renewal Ratio each year.

A key component in the calculation of the Building & Infrastructure Renewal Ratio is the
amount spent on Buildings & Infrastructure.

In order to ensure Council maximises this ratio:

1. administration costs such as the employee costs associated with the design,
design review and supervision of the project in the costs of the project should be
included;

2. Council’s maintenance program should be reviewed to better identify works
which have extended the useable life of assets and therefore can be capitalised;

3. the works program should be delivered within the year to minimise any carried
forward works; and

4. factors which determine the annual depreciation charge should be reviewed on
an ongoing basis.

The Asset Management Plans are the key tool in assessing whether Council is
allocating sufficient financial resources to meet long term objectives and infrastructure
service levels.

1.2.15 Rating Policy

Council rating policy is that 80% of rate revenue comes from residential properties and
20% from business properties.

As the rating legislation limits the amount of rating revenue which Council can raise,
changes to Council’s rating policy or land values will not have any effect on the overall
income generated from rates.

Other Council policies relating to rates include:

¢ providing the mandatory/voluntary level of pensioner rebates;

e withholding legal action to recover rate debts from pensioners provided they
have entered into a repayment agreement; and

e allowing pensioners to accumulate rate debts where repayments are not
sufficient to repay the existing debt. These types of debts are not significant [in
relation to the value of the property or adversely impacting Council’s ability to
fund its operations], are accruing interest and are secured by the property.
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1.3 CURRENT FINANCIAL POSITION OF COUNCIL

As at 30 June 2014
Council’s overall cash position increased from $23m to $25m and Council maintained a

reasonable financial position with the working funds of $2.0 m, which is 5.49% of the
Total Revenue.

Council was able to achieve satisfactory KPls as follows:

Operating Performance Ratio -1%
Own Source Operating Revenue Ratio 92%
Unrestricted Current Ratio 3.23
Debt to Service Cover Ratio 4%
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1.4 SIGNIFICANT FORECASTING ASSUMPTIONS, UNCERTAINTIES
AND RISKS

The following assumptions, risks and uncertainties have been prepared in accordance
with the Council’s legislative requirements, and in reference to the Council’'s Community
Plan. Uncertainty increases as the number of years of prospective financial information
increases. These forecast financial statements must be read with caution utilising the
details of financial assumptions contained in this statement. Financial years 2019/20 to
2023/24 must be read with considerable caution even though in broad terms the
business of the Council should continue as has been forecast in the Community Plan.

Uncontrollable external events will significantly affect the forecast. The most significant
risks that may impact on the forecast financial statements include unexpected changes
to legislation and/or regulations including those arising from the State Government’s Fit
for the Future program.

As at January 2015, and in the absence of certain information it has been assumed that
the organisational structure of Ashfield Council and the environmental conditions will
not significantly change over the next 10 years. This will need to be reviewed over the
next 12 months.

1.4.1 Service Priorities

It is assumed that the community will continue to endorse the current range of services
that the Council provides consistent with the feedback received through Council’s
integrated planning community engagement. Extensive consultation has been
conducted as part of the development of the Community Plan to determine the range of
current and future services expected by the community ensuring meaningful, relevant
and innovative programs are delivered.

1.4.2 Population Growth Projections

Council has projected growth in accordance with census data trends over recent years
together with State Government planning requirements. Local area population
projections, according to estimates from the 2011 Australian Bureau of Statistics and
NSW Department of Planning in April 2013, indicate that the population for the Ashfield
local government area is projected to increase from 44,175 in 2013 to 47,481 in 2023
an increase of 0.8% per annum. Significant population growth above budgeted levels is
not expected over the life of this plan.

Rates income growth over the period due to an increase in the number of residences
has been estimated at 0.1% due to the already higher than average density levels.

1.4.3 Asset Ownership and Management

There are no major asset sales or change in management of significant assets that is
forecast in this plan. Any sale funds will be dealt with in accordance with the financial
policy framework previously laid out in this plan.

Ashfield Council will continue to manage its large infrastructure stock in accordance
with the Asset Management Plans detailed as part of the Resourcing Strategy.
Technology and further asset information may impact on the Council's Asset
Management Strategy. However, significant changes to Council’s strategy are not
anticipated over the life of this plan.
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1.4.4 Natural Disasters

The funding provisions in this plan assume that there will be no major natural disaster of
a type that causes widespread and significant damage to Ashfield Council’'s
infrastructure.

1.4.5 External Factors

There will be no unexpected changes to legislation, national standards, or other
external factors which alter the nature or extent of services provided by Council. This
assumption may need to be reviewed at the end of 2015 when the State Government
releases details of its proposed changes to the Local Government Act.

1.4.6 Interest Rates

Council borrowed $2.1m in June 2012 [5.62%], and has a 7 year fixed interest loan of
$3.8m which will be settled in May 2016 [8.64% p.a.]. During 2014/15 Council will be
borrowing $1.6m at a fixed rate of approximately 5.97% over 10 years to fund the
accelerated footpath program.

Interest on unrestricted cash invested is estimated at 4.0% pa.

1.4.7 Depreciation and Useful Lives

Estimates are based on Council’'s accounting policies and useful lives as stated in
Council’'s Asset Management Plans.

Future revaluations will have an impact on infrastructure remaining lives as well as
future depreciation charges and therefore the Building & Infrastructure Renewal ratio.
This plan does not anticipate significant valuation movements that would significantly
change depreciation charges on infrastructure.

1.4.8 Outsourcing

Where Council outsources physical works and professional services, it is assumed this
practice will continue over the life of the plan. There are no plans to alter the current mix
of in house / outsourced delivered services.

1.4.9 Asset Renewal

There is a risk of deferred maintenance resulting in additional funding requirements
and/or reduced service levels.

The estimates used in the LTFP correspond with the Asset Management Plans.
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1.4.10 Changes to Planned Service Levels

Where changes to services levels are anticipated, the Council assumes that any
services not provided for, or not fully provided for in the Community Plan will be
considered by the Council in the future, and in a manner that is consistent with the
requirements of the Local Government Act.

In doing so it is assumed that the capacity of the Council to fund these services will be
assessed against the key financial management ratios and financial policy framework
stated in this plan.

1.4.11 Rate-Pegging

The Independent Pricing and Regulatory Tribunal of New South Wales (IPART)
determines the rate peg that applies to Council’s general income.

IPART determines the rate peg that will apply to all councils for the year using a Local
Government Cost Index. This Index attempts to calculate the changes in the operational
costs of councils in New South Wales.

The rate peg percentage is then calculated by subtracting a determined productivity
factor for councils from the Local Government Cost Index.

The rate peg for 2015/16 is calculated by:

e Taking the increase in the Local Government Cost Index (LGCI) for the year to
September 2014 of 2.47%.

¢ Deducting a productivity factor of 0.04%, and

e Rounding adjustment of 0.03%

The following table provides the history of rate-pegs.

Year Rate Peg

2015-2016 2.4%
2014-2015 2.3%
2013-2014 3.4%
2012-2013 3.6%
2011-2012 2.8%
2010-2011 2.6%
2009-2010 3.5%
2008-2009 3.2%
2007-2008 3.4%
2006-2007 3.6%
2005-2006 3.5%

On 2 December 2014, IPART announced that the rate peg to apply in the 2015/16
financial year will be 2.4%.
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1.4.12 Rates Growth

Given the low level of expected growth in population and the already higher than
average density levels, rates growth has been based on a forecasted 70 new strata
plan assessments per annum. An additional 0.1% in rates growth has been used in the
LTFP.

1.4.13 Stormwater Management Charge

The Stormwater Management Charge was introduced in the 2007-08 financial year to
establish a sustainable funding source for providing improved stormwater management
across the Local Government Area. This charge does not form part of Council's
General Rate.

The amount chargeable has been prescribed under the Local Government Act with no
scope for adjustments in line with inflation or any other costs. It is assumed the charge
will remain in place for each year of the LTFP and it is forecasted the funds raised will
only increase in line with the growth in the number of new assessments i.e. rates
growth.

1.4.14 Inflation - CPI

The following table provides the consumer price index as forecasted by Global Market
Research — Commonwealth Bank (November 2014):

Inflation Year Consumer Price Index

2015-2016 3.00%
2016-2017 2.50%
2017-2018 2.50%
2018-2019 2.50%
2019-2020 2.50%
2020-2021 2.50%
2021-2022 2.50%
2022-2023 2.50%
2023-2024 2.50%
2024-2025 2.50%

The correlation between the CPI and the rate-peg, although not perfect, minimises the
impact of increases in costs. Therefore the relativity between the estimate of rate-peg
increases and Inflation - CPI is more important than estimating the likely movement in
costs such as electricity and gas charges.

In the current LTFP a rate of 2.5% has been used for all years.
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1.4.15 Section 94 Contributions

As the timing of the receipt of Section 94 contributions is outside Council’s control and
the fact that Section 94 contributions must be used for specific purposes, Section 94
contributions have been excluded from the LTFP. Given the nature of the LGA, Council
receives very low levels of S94 funding on a relative basis.

1.4.16 Employee Costs and Superannuation

The Federal Government recently introduced changes that increase the superannuation
guarantee rate (charge percentage) from 9% to 12%. The current contribution rate of
9.5% is eventually increased to 12% by 2025/26.

The LTFP has used an annual increase of 3.5% for employee costs. This rate includes
general award increases plus performance increases.
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1.5 SENSITIVITY ANALYSIS

1.5.1 Rate and Annual Charges Revenue

The following graph demonstrates the sensitivity of the assumption that rates and
annual charges will increase at 3.0% per annum.

The key finding is that a difference of 2% in the rate peg per year accumulates and after
10 years has a $7.2m impact on Council’s rates and annual charges revenue.

2% Variance in Rates and Annual Charges
Revenue

50,000

45,000

40,000

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

February 2015 Page | 17




1.5.2 Employee Costs

The following graph demonstrates the sensitivity of the assumption that employee costs
will increase at 3.5% per annum.

The value of 3.5% is a combination of award increases, competency / performance
increases and changes in staff levels. The key finding is that a difference of 2%
accumulates and after 10 years has a $4.8m impact on Council’'s overall employee
costs.

15 000 2% Variance in Employee Costs
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1.6 SCENARIO 1 - Extrapolation of Council's Current Activities (Base
Case)

1.6.1 Description

Scenario 1 is an extrapolation of Council’s current activities over the next 10 years. With
this model Council maintains the current level of capital expenditure, without raising any
additional revenue for new services or capital works.

In this model, Council’'s expenditure on capital works is averaged around $3.5m. This
produces a Building & Infrastructure Renewals ratio of about 57%.

1.6.2 Outcome

Council’'s working funds position is increasing in 2019 to $4,488k and subsequently
decreasing and moving downwards. This clearly shows that Council is unable to
continue to meet current service levels in the long term without additional sources of
revenue.

Working Funds
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20,000

15,000

10,000

. | /\ | | |
ZOWZO']S 2019 2020 2021 2022 24 2025

-5,000

-10,000

-15,000
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1.6.3 Review of KPI's

KPI

Operating Performance Ratio

Benchmark
0%

Rating

Average ratio of -1.0%, which is
below the bench mark level of 0%.
However this ratio is trending
upwards and moving in to the
positive territory in 2020 and
beyond. It should be noted that
these outer years of the plan are
less reliable in terms of budget
forecasts.

Own Source Operating
Revenue Ratio

60%

Average ratio is 94%, which above
the benchmark level of 60%. This is
due to Council’'s lower level of
reliance on grant funding and
contributions.

Unrestricted Current Ratio

1.50

Average ratio of 2.10, which is
above the bench mark level of 1.50

Working Funds

Unsatisfactory and moving towards
an unsustainable position.

Working Funds Ratio

Unsatisfactory and moving into an
unsustainable position without any
additional infusion of new revenue
source.

Debt Service Ratio
(Principal & Interest)

5%

Average ratio of 2.1%, which is
below the benchmark level of 5%.

Building & Infrastructure
Renewals Ratio

100%

Average ratio of 57%, which is well
below the benchmark level of
100%.Additional capital funding is
required to be channelled towards
capital renewals program to
improve this ratio.

Capital Expenditure Ratio

110%

Average ratio of 68% which is
below the benchmark level of
110%. Additional funding needs to
be channelled to the capital works
program in order to improve this
ratio.
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1.6.8 Conclusion

A KPI review indicates that this scenario will not be a sustainable model into the
future due to Council being unable to meet KPI benchmark levels on ratios such as
Operating Performance Ratio, Working Funds Ratio, Building and Infrastructure Ratio
and Capital Expenditure Ratio.

Operating Performance Ratio

This ratio measures a Council’s achievements of containing operating expenditure
within operating revenue. It is important to distinguish that this ratio is focusing on
operating performance and hence capital grants and contributions, fair value
adjustments and reversal or revaluation decrements are excluded. The Benchmark is
greater than 0% and Ashfield Council averaged -1.0% under this model.

Own Source Operating Revenue Ratio

This ratio measures financial flexibility, it is the degree of reliance on external funding
sources such as operating grants and contributions. A Council’s financial flexibility
improves the higher the level of its own source of revenue. The Benchmark is greater
than 60% and Council averaged 94% under this model.

Unrestricted Current Ratio

The Unrestricted Current Ratio is specific to local government and is designed to
represent a Council’'s ability to meet short term obligations as they fall due.
Restrictions placed on various funding sources (i.e Section 94 developer
contributions) complicate traditional current ratios used to assess liquidity of a
business. The Benchmark is greater than 1.5 and Council averaged 2.1 under this
model.

Debt Service Ratio

This ratio measures the availability of operating cash to service debt including
interest and principal and lease payments. The Benchmark is less than 5% and
Council averaged 2.1% under this model.

Building and Infrastructure Ratio

This ratio assesses the rate at which infrastructure assets are being renewed relative
to the rate at which they are depreciated. The Benchmark is greater than 100% and
Council averaged 57% under this model indicating that more spending is required on
infrastructure renewals.

Capital Expenditure Ratio.

This ratio assesses the extent the Council is expanding its asset base through capital
expenditure on both new assets and the replacement and renewals of existing
assets. The Benchmark is greater than 110% and Council averaged 68% under this
model.

February 2015 Page | 25




1.7 SCENARIO 2 - Full Special Rate Variation Approved

1.7.1 Description

Scenario 1 assumes that IPART approves in full Council’s application for a Special
Rate Variation to commence from the 2015/16 financial year.

Scenario 1 assumes the business as usual scenario with the addition of increases in
infrastructure spending as follows.

e Redevelopment of the Ashfield Aquatic Centre at a cost of $7m in 2015/16
and $7m in 2016/17.

e Servicing of a loan to fund the project costs for the Aquatic Centre
Redevelopment over each year of the plan.

e An additional $2.7m per annum in infrastructure renewals ($1.1m on Roads /
Footpath, $1.0m on Buildings, $0.1m on Stormwater and $0.5m on Parks)

The borrowing of $14m for the redevelopment will have an impact on Council’'s
borrowing capacity and capital renewals ratios.

In this model, Council’s expenditure on capital works is averaged around $8.0m over
the 10 year period.

1.7.2 Outcome

Council’s working funds position is declining to -$5.3m in 2017, this is due to
completion of the Aquatic Centre redevelopment project in 2 years. After the
completion of this project, the working funds position is improving to a positive
territory in 2019 and then declining from 2020 onwards.

Working Funds
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1.7.3 Review of KPI's

KPI

Operating Performance
Ratio

Benchmark

0%

Rating
The operating performance
ratio improves over each
year of the plan, moving
above the benchmark in
2018 onwards.

Own Source Operating
Revenue Ratio

60%

Average ratio is 95%, which
above the benchmark level
of 60%. This is due to
Council’s lower level of
reliance on grant funding and
contributions.

Unrestricted Current Ratio

1.50

Average ratio of 1.60, which
is above the bench mark
level of 1.50. This shows
Council is in a favourable
financial position to meet its
working capital to fulfil its
obligations in the short term
for unrestricted activities.

Working Funds

Unsatisfactory.

Working Funds Ratio

Unsatisfactory.

Debt Service Ratio
(Principal & Interest)

5%

Average ratio of 6%, which is
above the benchmark level
of 5%. However peaking in
2016 due to repayment of a
loan and trending lower
below the benchmark level
thereafter.

Building & Infrastructure
Renewals Ratio

100%

Average ratio of 126%,
which is above the
benchmark level of 100%.
Under this scenario Council
is spending more funds
towards its infrastructure
assets renewals.

Capital Expenditure Ratio

110%

Average ratio of 155%,
peaking in the early years
with the Aquatic centre
Redevelopment.
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1.7.8 Conclusion

This scenario indicates a reasonably healthy overall financial position with the
exception of the working funds position and working funds ratio, which are declining.

Operating Performance Ratio

This ratio measures a Council’'s achievements of containing operating expenditure
within operating revenue. It is important to distinguish that this ratio is focusing on
operating performance and hence capital grants and contributions, fair value
adjustments and reversal or revaluation decrements are excluded. The Benchmark is
greater than 0% and Council averaged 8% under this model.

Own Source Operating Revenue Ratio

This ratio measures financial flexibility, it is the degree of reliance on external funding
sources such as operating grants and contributions. A Council’s financial flexibility
improves the higher the level of its own source of revenue. The Benchmark is greater
than 60% and Council averaged 95% under this model.

Unrestricted Current Ratio

The Unrestricted Current Ratio is specific to local government and is designed to
represent a Council's ability to meet short term obligations as they fall due.
Restrictions placed on various funding sources (i.e Section 94 developer
contributions) complicate traditional current ratios used to assess liquidity of a
business. The Benchmark is greater than 1.5 and Council averaged 1.6 under this
model.

Debt Service Ratio

This ratio measures the availability of operating cash to service debt including
interest and principal and lease payments. The Benchmark is less than 5% and
Council averaged 6% under this model.

Building and Infrastructure Ratio

This ratio assesses the rate at which infrastructure assets are being renewed relative
to the rate at which they are depreciated. The Benchmark is greater than 100% and
Council averaged 126% under this model.

Capital Expenditure Ratio.

This ratio assesses the extent the Council is expanding its asset base through capital
expenditure on both new assets and the replacement and renewals of existing
assets. The Benchmark is greater than 110% and Council averaged 155% under this
model.
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1.8 SCENARIO 3 - Partial SRV (includes Infrastructure component
without the Aquatic Centre redevelopment)

1.8.1 Description

Scenario 3 is an extrapolation of Council’s current activities over the next 10 years
and models a partial SRV ($2.7m in additional capital expenditure projects each
year) to maintain infrastructure assets in line with the community’s expected / desired
service levels.

In this model, Council’s expenditure on capital works is assumed around $6.1m. This
produces a Building & Infrastructure Renewals ratio of about 116%.

1.8.2 Outcome

Council’'s working funds position is improving to a healthy position, this is due to
timing of completing $2.7m infrastructure projects.

Working Funds
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1.8.3 Review of KPI’'s

KPI

Operating Performance
Ratio

Benchmark
0%

Rating
Average ratio of 6.40%,
which is above the bench
mark level of 0%. This ratio
is trending upwards from
year 2018 onwards.

Own Source Operating
Revenue Ratio

60%

Average ratio is 94%, which
is above the benchmark
level of 60%. This is due to
Council's lower level of
reliance on grant funding and
contributions.

Unrestricted Current Ratio

1.50

Average ratio of 2.90, which
is above the bench mark
level of 1.50. This shows
Council is in a healthy
position to meet its
obligations in the short term
for unrestricted activities.

Working Funds

Satisfactory and trending
upwards.

Working Funds Ratio

Satisfactory and trending
upwards.

Debt Service Ratio
(Principal & Interest)

5%

Average ratio of 2.1%, which
is below the benchmark level
of 5%.

Building & Infrastructure
Renewals Ratio

100%

Average ratio of 116%,
which is above the
benchmark level of 100%.
This ratio shows that Council
is spending more funds
towards its infrastructure
asset renewals.

Capital Expenditure Ratio

110%

Average ratio of 119% which
is above the benchmark level
of 110%.
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1.8.8 Conclusion

This model indicates a healthy overall financial position. Council is able to meet benchmark KPI's
such as Operating Performance Ratio, Own Source Operating Revenue Ratio, Unrestricted Current
Ratio, Workings Funds Ratio, Debt to Service Ratio, Building and Infrastructure Ratio and Capital
Expenditure Ratio. This model clearly shows that Council’s financial position is sustainable and
Council is in a position to meet the services levels of the community.

Operating Performance Ratio

This ratio measures a Council’s achievements of containing operating expenditure within operating
revenue. It is important to distinguish that this ratio is focusing on operating performance and hence
capital grants and contributions, fair value adjustments and reversal or revaluation decrements are
excluded. The Benchmark is greater than 0% and Council averaged 6.4% under this model.

Own Source Operating Revenue Ratio

This ratio measures financial flexibility, it is the degree of reliance on external funding sources such
as operating grants and contributions. A Council’s financial flexibility improves the higher the level of
its own source of revenue. The Benchmark is greater than 60% and Council averaged 94% under
this model.

Unrestricted Current Ratio

The Unrestricted Current Ratio is specific to local government and is designed to represent a
Council’s ability to meet short term obligations as they fall due. Restrictions placed on various
funding sources (i.e Section 94 developer contributions) complicate traditional current ratios used to
assess liquidity of a business. The Benchmark is greater than 1.5 and Council averaged 2.9 under
this model.

Debt Service Ratio
This ratio measures the availability of operating cash to service debt including interest and principal
and lease payments. The Benchmark is less than 5% and Council averaged 2% under this model.

Building and Infrastructure Ratio

This ratio assesses the rate at which infrastructure assets are being renewed relative to the rate at
which they are depreciated. The Benchmark is greater than 100% and Council averaged 116%
under this model.

Capital Expenditure Ratio.

This ratio assesses the extent the Council is expanding its asset base through capital expenditure
on both new assets and the replacement and renewals of existing assets. The Benchmark is greater
than 110% and Council averaged 119% under this model.
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1.9 ANNUAL REVIEW

In order to keep this plan current for use as a decision support tool Council will review the plan
annually to assess the underlying assumptions as well as the performance against the forecasts.

The Long Term Financial Plan will be updated annually to enable the development of the annual
Operational Plan for Council.

Future budgets will be prepared so that they remain consistent with the targets set by this Plan.
Annual budgets will need to be reassessed in light of any changes to the range of services
delivered, service levels or funding available and any decisions taken in relation to Fit For The
Future.
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