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Special Variation Application Form – Part B

1.	Introduction

Newcastle is the second largest city in NSW and is the gateway to the Hunter Region.  Over recent decades The City of Newcastle has been undergoing significant change as its economy evolves from one based predominantly on heavy industry to now support a diverse economy based around tourism, education and medical services, while maintaining its position as the largest coal exporting harbour in the world. 

In more recent years these changes are driving the revitalisation and renewal of the City, but as one of the oldest cities in Australia this is not without its challenges for Council.  The Honeysuckle renewal has seen a transformation of the harbour foreshore with multistorey residential apartments replacing the loading docks and with parks and play areas replacing railway sidings.  This urban renewal has been accompanied by a cultural renaissance with a renewed vision for the future of the City.  This is driving the community’s desire for the Council to improve the supporting infrastructure and service delivery levels at an increasing pace.  The requirements of the community are quickly evolving during this dynamic renewal period. 

The enormity of the financial challenges facing Council, as it grapples with a severely constrained financial position and a community’s desire for improved services and urban renewal, was first highlighted in The Newcastle Report prepared by Professor Percy Allan in 2007 (Attachment 13).  Subsequent reviews completed by the NSW Treasury Corp and the Council’s independent Financial Advisory Panel confirmed that the financial position was continuing to deteriorate and that urgent action was required to address the situation.

In early 2013 the newly elected Council determined that urgent and decisive action was required in order to address the financial sustainability of the Council.  In consultation with the independent Financial Advisory Panel a set of Budget Principles were implemented as part of the Delivery Program for the 2013/14 financial year.

With the financial challenges facing Council and the limited resources available to deliver the vast range of services expected by the community the initial response from Council was to focus available resources on priorities which work towards both the community’s expectations for services and their vision for a future city. 

In response, the Executive Management Team considered the priorities of the community which had been set through the Newcastle 2030 Community Strategic Plan and applied the adopted Budget Principles to develop an Operating Plan which incorporated a number of initiatives aimed at improving the operating efficiency of the Council with the primary goal of achieving a sustainable operating surplus. 

Council has placed a heavy focus on improving productivity and efficiency.  A new senior management team was engaged and has implemented a range of cost reduction initiatives and made some difficult decisions about prioritising services and projects to be delivered.  Over the last two years this decisive action has reduced spending and significantly reduced the gap between income and expenses. 

Council has delivered on their promises and the changes implemented have made a substantial impact.  The results for the 2013/14 financial year and the 2014/15 year to date demonstrate a remarkable turnaround in the financial performance of the Council with a reduction in the underlying operating deficit of in excess of $10m.  The recently updated Long Term Financial Plan (LTFP 2015-2025) (Attachment 3 and related workbook Attachment 26) has confirmed this hard work is not enough to secure our financial future in the long term.  An increase in rate revenue, via a successful Special Rate Variation (SRV) application (which is the last of the Budget Principles to be implemented), is now required to achieve a position of financial sustainability and provide the facilities and services that are being demanded by the community to revitalise the City.

There has also recently been a renewed focus by the NSW State Government on the urban renewal of The City of Newcastle.  Together with the improving performance of the Council the community sentiment is driving a demand for the Council to improve the pace of change.  There is a real sense in the community that they want their civic leaders to “get on with it and stop talking about it”.

The recent changes to the composition of the Council, after the mayoral by-election in November 2014, have brought with it a shift in focus by the Council which is underpinned by the feedback from the community.  There is strong support for Council to do more than just achieve financial sustainability.  The community wants the Council to make a greater contribution to the revitalisation of the City and they have expressed a desire to see an improvement in the infrastructure provided and the service delivery levels they are receiving.

During the Road to Recovery engagement campaign for the proposed SRV application, undertaken during October 2014, there were three funding options presented to the community:

· Option 1:	Take no action (no SRV).
· Option 2:	Fund financial sustainability (SRV for rate increase of 6.5% to 6.8% pa for five years).
· Option 3:	Fund revitalisation (SRV for rate increase of 8% pa for five years).

The response from the community was overwhelmingly in support of a rate increase to ensure the future financial sustainability of the Council (ie Options 2 or 3).  There was also strong community support for a higher rate increase to support the revitalisation of the City (ie Option 3).

The mayoral by-election followed immediately after the SRV Road to Recovery engagement campaign.  The current Lord Mayor was subsequently elected on a campaign which supported improved service delivery levels including the reinstatement of some services cut during the previous 18 months.  

On the basis of this feedback from the community the elected Council resolved on 25 November 2014 to apply to IPART for an SRV to allow for rate increases of 8% pa for five years (Option 3).  Accordingly this application has been prepared on that basis. 










2.	Preliminaries
2.1 Focus on Integrated Planning and Reporting

In 2013 New South Wales Treasury Corporation published its report on the Financial Sustainability of the New South Wales Local Government Sector.  This report highlights just how critical financial sustainability is to the future survival of the sector.  Even prior to the publication of this report the financial challenges facing Council were well documented in the Percy Allen Report (Attachment 13) which was completed in 2007.

All Integrated Planning and Reporting (IP&R) documentation produced and approved by Council since the IP&R Framework introduction in 2010 and the adoption of Council’s first IP&R Plans in 2011 reference the substantial financial challenges Council faces to maintain the standard and breath of service delivery and infrastructure expected by the community.  Council has embraced the opportunitues offered by IP&R to truly engage the community in a vision for the City, create greater awareness of Council’s services, ensure alignment of service planning and delivery with community desires.

However it became apparent following the 2012 Council elections that the very real financial and service challenges facing the organisation had not been adequately addressed.  The newly elected Council took immediate steps to urgently address the issue of financial sustainability and developed a set of Budget Principles, detailed below, which they took to the community and on which the  Delivery Program 2013-2017 was based.  This document highlighted that a business as usual approach was not financially sustainable.  One of the additional strategies outlined in the Delivery Program and included in the LTFP 2013-2023 was the potential need for an SRV.  The Delivery Program was updated in the development of the Operational Plan for 2014/15 and the message remained the same, namely Council was still not on a path of financial sustainability despite singificant progress on reducing costs and improving revenues and therefore an SRV would still be required ( projected at 6.5% to 6.8% per annum commencing in 2015/16 and running for a period of five years).

The Council’s Integrated Strategic Financial Analysis (ISFA) (Attachment 24), was prepared in November 2012 and incorporated expert independent advice provided by the Financial Advisory Panel (Attachment 23).  ISFA identified that the budget position at that time and increasing deficit forecast was not sustainable in the long term.

In response to that financial position Council adopted a set of Budget Principles on 18 April 2013.  These principles have underpinned the development of the Delivery Program for the 2013/14 financial year (Delivery Plan 2013) and the revised Delivery Program for the 2014/15 financial year (Delivery Program 2013-2017 page 48 Attachment 2) together with respective annual Operational Plans.  The Budget Principles, which were first adopted for the 2013/14 financial year, are listed below along with some explanatory commentary where appropriate: 

1. Reduction in net operating expense of at least 10% over the next two years.
(Note:  reduction in net operating expenses is assessed against total operating expenses and can be realised via a combination of revenue enhancement and expense reduction).

2. Achieve at least a 2.7% net overall funding surplus, (in accordance with Fiscal Star recommendations to the Division of Local Government), by 2014/15.  This is a minimum of $8m (in 2012/13 dollars). 
(Note: A funding surplus was realised in 2013/14 and 2014/15 is currently in surplus).  
Maintain a minimum of 2.7% net overall funding surplus for each and every budget year from 2015/16 until 2021/22. 
(Note:  Due to the extensive capital works required to address the backlog the average net funding position over time could not be maintained without significant adjustment to the status quo.  Maintaining a reasonable net funding position remains a priority with a goal of reaching a modest surplus as a long term trend.  A Net Operating Surplus is seen as a more important objective and helps establish a strong funding position in the long term.  Fit for the Future and the Comrie Report recommend a minimum breakeven operating position (but ideally up to 10%).

3. Maintain a minimum of 2.7% net overall funding surplus for each and every budget year from 2015/16 until 2021/22.

4. Identify redundant assets for disposal and for the proceeds to be placed in the Land and Property Reserve.

5. The Land and Property Reserve to be used as a funding source for:
a) Renewal of key assets identified and prioritised in the Infrastructure Backlog, and 
b) Reduce/replace debt as an infrastructure backlog funding source.
 
6. To reduce The City of Newcastle's Infrastructure Backlog Ratio to less than 2% over the next 10 years or $32m (in 2012/13 dollars). *
(Note:  The infrastructure Backlog Ratio is calculated by dividing the value of the backlog by total infrastructure carrying value).

7. To restrict debt levels so that the net financial liabilities ratio of 40% is not exceeded in any one year between 2013/14 and 2021/22. 

8. That no project commences until funding for the full cost of the project is secured or has certainty.

9. The special projects capital be prioritised in accordance with community ranking from the Micromex Research 2011 Report and timing for delivery matched to cash flow.  These priorities were set in accordance with the community’s preferences: 
Priority 1:	Revitalising Hunter Street 
Priority 2:	Revitalising our coast 
Priority 3:	Upgrading Blackbutt Reserve 
Priority 4:	Providing new cycleways 
Priority 5:	Improving our swimming pools 
Priority 6:	Modernising our Libraries 
Priority 7:	Expanding our Art Gallery.

10. The cash flow for special capital projects listed in (9) above be sourced from; 
a) The 5% capital restricted Special Rate Levy awarded to Council in 2012 
b) Section 94 funds and 
c) Existing reserves. 

11. A general purpose (s508A) rate variation be used only as a last resort to achieve financial sustainability and the associated targets above.

Through its commitment to the IP&R process, including the ongoing update of the key IP&R documents, the Council has demonstrated a commitment to fiscal responsibility and has implemented the necessary remedial action to begin to address the operating deficit.  This has involved making some difficult decisions and implementing these decisions effectively.  The results of this hard work can be seen in the reported result for 2013/14 (Financial Statements for the year ended 30 June 2014 Attachment 20) and the current year to date results. 

Despite these improvements it has become increasingly clear with the most recent update of our LTFP 2015-2025 that without the SRV proposed in this application financial sustainability cannot be achieved while providing the improved service delivery required by the community.

While the need for an SRV has been clearly articulated throughout all of the recent IP&R documents the dynamic environment in which the Council is currently operating has meant that the final amount of the rate increase required was only recently determined.  This was foreshadowed in the current Delivery Program page 20 Attachment 2 which noted:
“A community consultation process will be undertaken before a final SRV amount and duration is recommended to Council for adoption.”

This consultation was undertaken during the Road to Recovery engagement for the proposed SRV in October 2014.  During this engagement a number of alternate funding options were presented to the community, including the SRV option previously detailed in the IP&R documents (ie Option 2) as well as an alternate SRV option which would enable the Council to fund the revitalisation of the City (ie Option 3).  This third option was developed in response to the emerging support to increase the pace of the City’s revitalisation and the increasing sense of urgency from the community for the Council to deliver the Community’s vision for the City.  

As outlined in more detail in this application various alternative funding options have been considered, however the analysis in the LTFP clearly demonstrates that the only viable option available to ensure the financial sustainability of Council is to increase the revenue base.  Further analysis, undertaken with recent update of the LTFP 2015-2025 supports the conclusion that in order to achieve financial sustainability and to support the level of services currently desired by the community the only viable option available is to increase rates in line with funding Option 3 which is the basis of this SRV application.

2.2 Key Purpose of Special Variation 

At the highest level, indicate the key purpose(s) of the special variation by marking one or more of the boxes below with an “x”.
	Maintain existing services
	|X|

	Enhance financial sustainability
	|X|

	Environmental services or works
	[bookmark: Check3]|_|

	Infrastructure maintenance / renewal
	[bookmark: Check1]|_|

	Reduce infrastructure backlogs
	|_|

	New infrastructure investment
	[bookmark: Check2]|_|

	Other (specify)
	[bookmark: Check5]|X|

	
	


	NB: “Other” includes reinstatement of previously reduced services and selective service level improvement as identified under funding Option 3 detailed in the updated LTFP 2015-2025 and which was outlined during the Road to Recovery community engagement process.

On 25 November 2014 the elected Council resolved to apply to IPART for a SRV to increase rates by 8% per year, over five years, commencing from 1 July 2015 (Attachment 8).  The increase is inclusive of the rate peg and each rate rise would remain in the base rate going forward. 

The key purpose of the SRV and Council’s main focus is to ensure that the Council is able to meet the service delivery requirements of the community while also achieving financially sustainable by 2022/23 financial year. 

In addition to ensuring the financial sustainability, the higher rate increase proposed under funding Option 3 will also allow Council to fund revitalisation of the City by reinstating and/or selectively improving facilities and service delivery standards as outlined below.

Funding Revitalisation
This will allow Council to improve current service levels into the future.  We will be able to accelerate the completion of our priority projects as well as make substantial reductions to our infrastructure backlog.  This means our facilities, roads, footpaths, sportsgrounds, parks and playgrounds will be in better condition.  We will be able to contain increases to user fees and charges and we will be able to invest in new community infrastructure as our population increases.  Additional expenditure will be required to undertake the following:
· Complete the restoration of the sandstone façade of City Hall
· Replacement of bus shelters
· Improve our community facilities such as our swimming pools and libraries 
· Modernise our Libraries
· Online DA tracking
· Expanded community engagement program
· Increase bush regeneration works
· Complete maintenance work to eliminate the backlog
· Schedule more pedestrian and local traffic improvements
· Accelerate delivery of the Hunter Steet revitalisation project
· Accelerate delivery of Blackbutt Reserve improvements
· Accelerate delivery of the coastal revitalisation project
· Implement projects from the Cycling Strategy and Action Plan
· Actively contribute to the revitalisation of Newcastle
· Support the economic revival of Newcastle.

Reinstatement and Increase Services
The Road to Recovery engagement process together with the further endorsement provided by the outcome of the recent Mayoral and Ward 3 by elections has resulted in significantly greater support in the community for Option 3 than originally anticipated.  The community has provided clear feedback that in addition to ensuring financial sustainability the minimum they expect from their Council is that the current service levels are maintained but there is also strong support for the selective restoration and improvement in facilities and services.  In response to this community feedback and the Council elections a number of formal Council decisions have been made to increase service levels in a number of areas.  This will result in expenditure levels higher than those included in the previously LTFP 2013-2023.  These include:
· Amendments to swimming pool charges and continuing the operation of the Beresfield Pool
· Additional Lifeguard service 
· Reduction in revenue for the museum and art gallery and increase in their operating expense and
· Maintain current staff numbers.

As part of the ongoing IP&R process and in conjunction with the SRV application Council has undertaken extensive financial analysis of all potential funding options.  This analysis has been used to update the LTFP 2015-2025 which was adopted by Council at the first meeting for 2015 held on 24 February.  Our analysis has confirmed if Council continues to operate on a, ’business as usual’ basis (ie without a significant increase in our revenue), our financial sustainability and ability to service the community will be severely compromised, with large operating deficits forecast and a rapid decline of Council’s reserve funds predicted.  This is unsustainable.

The purpose of this SRV in context to the 2012 SRV
The Determination provided by IPART for Council’s application for a special variation 2012/13 provides useful context for the current application and clarifies the distinction between the purpose of the 2012 SRV and the current one.  The determination provides an insightful perspective of Council’s financial position and the issues to be addressed to achieve sustainability.  Consequently a number of quotes from the determination have been included with some relevant commentary (all references are to the IPART Determination).  

In 3.1 Criterion 1 - Demonstrated need for the rate increases implied by the special variation IPART notes the following:

“They (the projects) each link to 2 or more of the 7 strategic directions identified in the Newcastle 2030 Community Strategic Plan, which was developed after 18 months of community consultation.  Therefore, we are satisfied that the special variation is consistent with the community’s objectives and reflects the community’s priorities.”

The purpose of the 2012 SRV was to address the community need for enhanced assets (and not to address issues such as financial sustainability or the infrastructure backlog).

“Newcastle City Council requested the special variation to partially fund a program of
9 civic projects, worth a total of approximately $178.1m over 10 years.”

“In addition to the estimated $45.6m the requested special variation will generate over the 9 years to 2020/21, the council proposes to fund its civic projects program through:
· the sale of underutilised or redundant council assets (estimated to raise $51.55m)
· increased grant income for capital works projects ($19.83m)
· section 94 Developer Contributions ($7.61m)
· a loan for the coastal revitalisation project ($2.19m)
· using reserves and unspent funds carried forward from previous years ($10.28m).”

The civic projects were only partly funded by the SRV.  There was dependency on increased grants and developer contributions.  To date these addtional funds have not been available to fund the special projects.  As noted below in further commentary from the determination there is a lack of reliability of these sources of funds.  Grants have been constrained and cannot always be readily applied to the priorities within the scope of the SRV.  In addition s94 developer contributions have not increased and are constrained to a purpose proximate to the associated development (generally cannot be applied to the special projects).  

“However, the council acknowledged that, even with the special variation and these other funding sources, there will be a shortfall in meeting the costs of the proposed civic projects.  It indicated that further asset sales and efficiency gains will be required.”

Council has met this original asset sale target however it has been diffcult to materially increase asset sales beyond this amount.  In addition the proceeds have been applied to reduce the backlog in accordance with the Budget Principles.  As noted (and explained in commentary below) significant effciency gains have been achieved but needed to be applied to address the operating deficit.  If this action had not been pursued the current SRV application would be for a substantially higher amount.

“The council has estimated that it needs to spend $112.8m to bring its assets up to a satisfactory standard, and $44.8m per annum on maintenance.  It is currently spending $34.7m per annum on maintenance, resulting in a growing infrastructure backlog.”

Based on the numbers in the 2012 applications (reflected in the quote) the significant gap in maintenance expenditure noted would add a further $10m to the existing annual deficit, or another $100m over ten years (in current dollars).  

“In its application, the council indicated that separate from the civic priority projects, it proposes to spend $234.2m over 10 years on a major asset preservation program (roads, drains, buildings, natural assets) and reducing the infrastructure backlog.  In addition, it estimated that the proposed asset sales to raise funds for the civic projects will also reduce the infrastructure backlog, by around $30.5m over the first 3 years.”

The asset sales have helped reduce the asset backlog.  The reduction in asset backlog due to sales (or pending sales) of assets with associated backlog is approximately $24m.  The currently proposed SRV will provide the additional funding required to continue to address the backlog.

“A major risk to the proposed civic projects program of works is the reliability of the non-rate sources of funding for the program.  The council’s application did not indicate how it would manage this risk, and what insufficient revenues may mean for the proposed 9 civic projects.  Nevertheless, we are satisfied that the council has demonstrated that it needs to generate some of the additional revenue it requires for these projects through rate increases, and that it has considered, and plans to utilise, alternative revenue sources as part of its funding proposal.  The council considers that without the special variation these projects will not be able to proceed.”

Non-rate sources of funding such as grants and developer contributions have proven unreliable.  Funding provided by the Financial Assistance Grant has actually decreased.  This is a major funding source for Council.  As already noted developer contributions are not a reliable source.  Council has improved revenue from commercial sources (Summerhill Waste Management Centre) however these are needed to address the net operating deficit.  In simplistic terms if depreciation is representative of the level of investment required for renewal, then Council needs to generate an operating surplus to generate a sustainable funding source for new asset development. 

“The council has forecast increasing operating deficits in both the base case and special variation scenarios over the 10 years of its Long Term Financial Plan.  This is because it assumes that its rates income will increase at a slower rate than expenses.v In particular, it expects that expenses will grow due to the acceleration of its infrastructure backlog reduction program (from $12m to $25m), cost shifting from other government agencies, and increases in the NSW Government Waste Levy.”

“The council indicated that although the requested special variation will not resolve its recurrent sustainability issues, it should reduce the size of its operating deficit, largely as a result of increased rates income. In the base case, the operating deficit is expected to grow to $26.4m by 2020/21, compared to $19.5m in the special variation scenario. The council will need to take further action to address its projected operating deficits”.

IPART notes that Council needs to take further action to address its projected operating deficits and reflects Council’s view that the 2012 SRV was not requested to address sustainability.  Whilst the SRV does indeed increase revenue and reduce the operating deficit these funds are restricted for capital purposes.  It could be argued that the treatment should be similar to capital grants (that are also restricted for capital purposes).  Any ongoing operating deficit however  is viewed as not sustainable (Fit for the Future guidelines and Comrie Report) and this would support IPART’s position that Council needs to take further action, which Counci has done and is continuing to do so.

The funding position however is adversely affected by the 2012 SRV as all the revenue generated will be utilised on the projects specified and internal funds will also be required to fund the shortfall.  This has proven to be the case as Council is expending a larger amount per annum on the projects identified than received through the 2012 SRV.

“The council’s civic projects are of a discretionary nature and do not by themselves address issues of financial sustainability.  However, the projects form part of a restructuring of the council’s asset base that is in line with community priorities.  The restructuring of the council’s asset base, if successful, will directly reduce the maintenance backlog.”

The restructuring of the asset backlog did assist in reducing the backlog as noted.  This restructuring could only assist with a portion of the backlog.  The remaining backlog will require additional funding.  Most of Council’s remaining assets are not suitable for sale (for example roads, drainage, pathways).  These asset classes account for the majority of ongoing maintenance and asset renewal requirements. 

In 3.4 Criterion 4 - Sustainable financing strategy consistent with the principles of intergenerational equity.

“Separate to this application, the council is also intending to borrow a further $10m per annum for 10 years to reduce its infrastructure backlog.  It is estimated that total borrowings will increase from $55.3m in 2011/12 to $120.6m in 2020/21.  These borrowings will occur regardless of the special variation and will increase the debt service ratio from 2.6% in 2011/12 to 4.5% in 2020/21.  This is still well within the DLG’s accepted benchmark for the debt service ratio (less than 10% is satisfactory).”

It is noted in the 2012 SRV application that the borrowing of $10m per annum is for the purpose of addressing the infrastructure backlog and will be required regardless of the 2012 SRV.  This is an acknowledgement that Council does not have the capacity to internally fund the reduction of the infrastucture backlog.  Consequently there could be some uncertainty about Council’s capacity to repay.  

“Once the backlog has been reduced to a satisfactory level, the council intends to maintain it at this level from operating revenues and not rely on further borrowing.  Reducing the backlog will reduce the level of future debt required.  Asset sales will also reduce the level of the backlog and in turn reduce the level of borrowing required.”

Without an increase in rate revenue (via an SRV) the Council’s financial position is not sustainable.  As detailed in the LTFP 2015-2015 increased borrowing without addressing the underlying operating position is not a prudent or sustainable option.  

The following conclusions can be reached:

· The 2012 SRV was for the development of assets to meet community needs and not to address the gap in Council’s financial sustainability.
· IPART in its determination recognised that Council was not financially sustainable and needed to take action to address its sustainability as a separate initiative.
· Whilst the 2012 SRV reduced Council’s operating deficit the revenue could not be applied for operating purposes and therefore did not improve Council’s ability to cover operating costs.  The projects required additional funding which adversely impacts Council’s reserves.

Council has ensured the special projects remain as scoped and are progressing in line with capacity to deliver including and consistent with the community priority ranking.  The top four priority projects are all progressing.  Extensive investment has been made in Coastal Revitalisation and Cycleways.  Work has also progressed on Hunter Street Revitalisation and Blackbutt Reserve.  As previsously identified the required investment in these four projects exceeds the funding generated by the 2012 s 508(2) SRV. 

While the primary focus has been on the top four priority projects some progress has been made on some of the remaining  priority projects.  For example, the outsourcing of the management of four of the five Council swimming pools has resulted in a significant improvement in service, an associated increase in patronage and the contracted service provider undertaking an upgrade of some of the facilities.  Two Council car parks were sold enabling a private operator to undertake the improvements required which also resulted in the removal of the two items associated with carparking from the priority list whilst also reducing the backlog.  There is ongoing investment in Council libraries.  Council agreed to defer any investment in the Art Gallery when federal and state grant funding was rescinded.  All other priorities remain and will be addressed via an extended timeframe.  This is reflected in the current LTFP with special project ependiture reflected for the full 10 year projection.     


The path to NCC’s Special Rate Variation Application

	Key Dates
	Special Rate Variation Process	

	October 2012
	An idependent report commissioned by the Division of Local Government (DLG) and undertaken by the NSW Treasury Corporation (TCorp) idenitified the Council’s “liquidity position will reduce over the period and likely result in Council becoming illiquid if they continue with the scheduled capital expenditure program due to reducing current assets and increasing current liabilities.

	March 2013
	An information and engagement campaign, Talking Numbers, was coordinated in March 2013 to present Council’s financial position to the community along with seeking feedback on its strategy to create financial sustainability.  Talking Numbers presented the community with a multi faceted solution to becoming a resilient, sustainable organisation in to the future, including:
· Creating efficiencies and reducing operating costs
· Priorities reducing the infrastructure backlog
· Reviewing proposed new work
· Increasing revenue
· Appying for an SRV.

	April 2013
	Council’s course of action following TCorp’s review was to develop the Integrated Strategic Financial Analysis (ISFA) in order to address these financial challenges.  The ISFA was reviewed by the independent members of the Internal Audit Committee and advice was sought from a Financial Advisory Panel (FAP) which was made up of Business Leaders.  The Audit Committee and FAP provided the following advice to Council:
· Council is not financially sustainable in the medium to long term
· Council will become insolvent as early as 2017 if no corrective action is taken
· The infrastrcuture backlog is a serious issue to be addressed
· Taking on extra debt is high risk strategy and should be avoided
· Taking on large scale capital projects should be avoided (until the solvency and deficit issues are addressed)
· Bringing budgets back into surplus is essential
· No one single solution will work and all solutions have an impact on the community ans services to varying degrees.
· A number of strategies  and initiatives are required in order to adequately address the budget issues including the possibility of an SRV.

	April 2013
	11 key Budget Principles were established and endorsed by Council on 18 April 2013 
1. [bookmark: _Toc367100009]Reduction in net operating expense of at least 10% over the next two years.
2. [bookmark: _Toc367100010]Achieve at least a 2.7% net overall funding surplus, in accordance with Fiscal Star recommendations to the DLG, by 2014/15.  This is a minimum of $8m (in 2012/13 dollars).
3. [bookmark: _Toc367100011]Maintain a minimum of 2.7% net overall funding surplus for each and every budget year from 2015/2016 until 2021/22.
4. [bookmark: _Toc367100012]Identify redundant assets for disposal and for the proceeds to be placed in the Land and Property Reserve.
5. [bookmark: _Toc367100013]The Land and Property Reserve to be used as a funding source for:
a) [bookmark: _Toc367100014]Renewal of key assets identified and prioritised in the Infrastructure Backlog, and
b) [bookmark: _Toc367100015]Reduce/replace debt as an infrastructure backlog funding source.
6. [bookmark: _Toc367100016]To reduce The City of Newcastle's Infrastructure Backlog Ratio to less than 2% over the next 10 years or $32m (in 2012/13 dollars).
7. [bookmark: _Toc367100017]To restrict debt levels so that the net financial liabilities ratio of 40% is not exceeded in any one year between 2013/14 and 2021/22. 
8. [bookmark: _Toc367100018]That no project commences until funding for the full cost of the project is secured or has certainty.
9. [bookmark: _Toc367100019]The special projects capital to be prioritised in accordance with community ranking from the Micromex Research 2011* Report and timing for delivery matched to cash flow.  These priorities are set according to the support as follows:
Priority 1:  Revitalising Hunter Street
Priority 2:  Revitalising our Coast
Priority 3:  Upgrading Blackbutt Reserve
Priority 4:  Providing new cycle ways
Priority 5:  Improving our swimming pools
Priority 6:  Modernising our Libraries
Priority 7:  Expanding our Art Gallery.
10. [bookmark: _Toc367100027]The cash flow for special capital projects listed in (9) above be sourced from: 
a) The 5% capital restricted Special Rate Levy awarded to Council in 2011.
b) Section 94 funds and
c) Existing Reserves.

11. A general purpose (s508A) rate variation be used only as a last resort to achieve financial sustainability and the associated targets above reserves.

	May 2013
	Further developing on the Talking Numbers campaign (March 2013) the Community Consultation period for the Delivery Program 2013-2017 Operational Plan 2013/14 was on public exhibition from 8 May to 5 June 2013.

	June 2013
	Council adopted the Operational Plan 2013/14 and 4 year Delivery Program incorporating the ISFA prinicples.  This included significant reduction in staff establishment and reduction to some service levels.  The Council resolution adopting the Operational Plan 2013/14 and 4 year Delivery Program included 10.25% savings over two years and total savings of $189.7m over 10 years.

	June 2014
	The organisation restructure has been accelerated and undertaken over one rather than two years resulting in staff being reduced at all levels of the organisation.  Total staff (actual equivalent full time staff or EFTs) have been reduced from 1017 to 935 EFT and a further reduction to 920 by the end of 2014/15.)

	May 2014
	The Community Consultation period for the Delivery Program 2013-2017 and 2014/15 Operational Plan included separate media coverage and public presentations incorporating and addressing the potential requirement for SRV in 2015/16.

	June 2014
	Council adopted the Delivery Program 2013-2017 and Operational Plan 2014/15 which referenced the need for a SRV starting 2015/16.  The Special Rate Variaiton is required to return the budget to surplus and secure our financial future.  The Delivery Program noted that a community consultation process will be undertaken before the final SRV amount and duration is recommended for approval.

	October 2014
	Community Engagement Strategy was implemented in October 2014.  Key activities to inform the community included an extensive print advertising campaign, an information brochure hand delivered to all housholds (72,000 copies) a dedicated section in the quarterly Council News mail out to 54,000 rate payers and information on Council’s website.  Media releases, opinion pieces, online advertising, social media and e-newsletters were also used to maximise community awareness.  Two in every three community members gave their first preference to the SRV funding options (Option 2 and Option 3).

	November 2014
	Council resolved on 25 November 2014 to apply to IPART for an SRV to allow for rate increases of 8% pa for five years (Option 3).  

	February 2015
	Council resolved to adopt the updated LTFP 2015-2025.



2.3 Capital Expenditure Review

This section is not applicable as there are no new capital expenditure projects planned which would exceed $1m.  The objectives of Option 3 are:
· Address the infrastucture backlog.  The list of backog items have already been identified and documented.  Any further revisions will be updated in the next operational planning cycle. 
· Reinstatement or increase in services.  These will in some instances involve some capital investment however these projects will be of a limited scale.
· Accelerate special projects.  The scope of projects associated with the 2012 SRV remains unchanged from the original scope.  There are no additonal projects proposed.



3. Assessment Criterion 1: Need for the variation

Numerous reviews (both independent and internal) have been undertaken regarding Council’s financial sustainability.  These reviews have universally highlighted the need for action to avoid the financial position deteriorating to the point where Council’s solvency might be questioned.  Whilst significant progress has been made based on the advice and recommendations received the magnitude of change required to address Council's finances necessitates a different revenue path.  (This is covered further below but can be referenced in recent documentation in the following:  2013-2017 Delivery Program – Attachment 2, pp12-16; 2013/14 Annual Report – Attachment 21, p50; LTFP – Attachment 12, p53, p61-68 and p103-121).

Council’s weak financial position was raised eight years ago.  The Newcastle Report (Review Today Pty Ltd, Professor Percy Allan, 2007 – Attachment 13) highlighted that the Council was on a trajectory that was not sustainable.  Professor Allan highlighted that Council had a substantial infrastructure backlog and had insufficient revenue under even the restrained option to fund it.  The report identified a backlog of $134m with infrastructure renewal of $630m required over the next 20 years.  The report noted that infrastructure would need to increase to support a growing population.  The need to address the underinvestment in infrastructure was identified and reflected as a priority in Council’s Management Plans however the backlog has remained at unsustainable levels and therefore action plans to date have not been sufficient to satisfactorily address the infrastructure backlog. 

The need to meet community needs in a financially sustainable manner has remained an ongoing challenge for Council over many years,). The Newcastle Report noted (pp12-13) the following on infrastructure: 

“The existing spending policy assumes that the infrastructure backlog and future renewals are funded by just over a third of what is required” 

The report further noted regarding community needs (p8):

“with infrastructure the public wants better footpaths, nature strips, roads and associated infrastructure, parks, gardens, sporting ovals and playgrounds, ocean baths and beaches [but] only 39% are prepared to pay more for it”. 

As a consequence of the lack of substantive progress on the infrastructure backlog and the precarious financial position subsequent assessments of Council’s finances have highlighted the same issues and generally the same remedies as the Newcastle Report.  

This section will reference material which demonstrates there is an ongoing need or desire by the community for the sustainable maintenance improvement of existing services and associated infrastructure however, since the Newcastle Report in 2007 there has been substantial change in the level of community support to pay for this via rate increases above the IPART rate peg.  As detailed in Section 4 below, the Road to Recovery engagement strategy captured the level of support for three different rating options and, based on the preferred survey methodology of IPART, 72% of all respondents supported an SRV of some form.  Whilst very important, the community need and support for a SRV is not of itself sufficient to justify an SRV. 

In this section Council will also demonstrate:
· the quantum of the sustainability gap based on the community’s service level requirements;
· what action has been taken or can be taken to try to avoid the need for an SRV; and,
· demonstrate why an SRV is the only viable and financially sustainable option for Council.       

This section will also provide some historical context including both pre-IP&R and IP&R documents which have identified the need, explained the causes and considered options along with recommendations regarding the Council’s financial position.  The approach taken by Council to date has been to take whatever action could be taken to reach a position where community needs are met and then assess the gap in financial sustainability.  The analysis undertaken in the updated LTFP 2015-2025 confirms that the application for an SRV is the only viable funding option available and is effectively an action of last resort to ensure the long term financial sustainability of the Council.  

Within this context, IP&R documents will be referenced which highlight the current community needs, how the decision to seek higher revenues has been reached, why an SRV is the only viable option available and how the SRV addresses Council’s and the community’s needs.

The first Long Term Financial Plan developed in 2011 (LTFP 2011) under the newly implemented IP&R framework encapsulated the issues facing Council and projected ever widening annual operating deficits.  In Section 8 (p22) the LTFP noted:

“The visionary Long Term Financial Plan to 2021 in its current state shows shortfalls in funding in certain years and will not meet the key management strategies noted above”.

Management Strategies and Principles referenced included:
· Financial stability and sustainability.
· Achieving and maintaining a balanced budget philosophy.
· Having sufficient cash and available working capital.
· Maintaining strong liquidity.
· Continuing to reduce the outstanding infrastructure backlog.

Council’s Actual Net Operating Result (before Grants and Contributions provided for Capital Purposes) was in deficit prior to the first LTFP and has remained in deficit since.  Listed below are the results for the years from FY07 to FY13 (source Annual Financial Statements):

FY07		  ($3,279k)
FY08		($10,209k)
FY09		($24,231k)
FY10		     ($311k)
FY11		($21,526k)
FY12		($13,317k)
FY13		($13,405k)
FY14		       $754k

These results also include revenue that cannot be utilised to cover operational expenses (ie need to be applied for capital purposes).  If revenue for restricted purposes (2012 SRV, stormwater charges) or not actually received (share of profits via consolidation of Newcastle Airport results - actual dividend received is significantly lower) are excluded the deficits would be larger.  

Council’s 2013/14 annual results reflected a modest surplus of $754k before excluding 2012 SRV revenue and consolidation of Newcastle Airport results.  After excluding these items the deficit was $6.2m.  This position however understates the sustainability gap as key financial ratios in the annual report indicate that Council underspent on asset maintenance by $2.3m and on infrastructure renewal by over $14m, which would also have an operating expenditure impact (General Purpose Financial Statements for year ended 30 June 2014 – Attachment 20, p92).

Despite the issues of financial sustainability and the infrastructure backlog being raised in the first LTFP 2011 and persistently since, Council has not sought an SRV to address these sustainability issues.  Council did successfully seek an SRV to undertake new projects.  That SRV (2012 SRV) had a clear objective to deliver new infrastructure, prioritised based on community feedback.  All those SRV funds, and also significant internal funds, have been applied to that specific purpose.  

TCorp prepared Financial Assessments for all NSW councils in 2012.  TCorp’s assessment of Newcastle City Council confirmed the significant financial challenges facing the Council including the solvency issues raised by Council’s LTFP 2011(this is covered and referenced below). 

Council’s financial position has been assessed in more detail and with greater sophistication and urgency as Council has implemented the IP&R framework.  An Integrated Strategic Financial Analysis (ISFA) (Attachment 24) was completed that relied upon key inputs from multiple sources (Allan report – Attachment 13, Asset Management Strategy – Attachment 10 and LTFP – Attachment 12).  The ISFA report recommended the pursuit of a number of revenue enhancement options, budget cuts to reduce operational expenses and asset sales (to generate funds and reduce operational costs and the infrastructure backlog).  A specific reference from ISFA regarding Council’s position is included in the section “Summary of Council’s current and future position” (p38) and covered below:

· Council are forecasting operating deficits each year when capital grants and contributions are excluded and these deficits are forecast to grow from $9.7m in 2012 to $67.0m in 2022. 
· The liquidity position will reduce over the period and will likely result in Council becoming illiquid if they continue with the scheduled capital expenditure program due to reducing current assets and increasing current liabilities.

To further assist Council set an appropriate course of action.  A committee, with both Local Government and business experience, was engaged as an independent Financial Advisory Panel (FAP).  This committee reviewed the recommendations in the ISFA document.  The FAP emphasised the need for immediate and urgent action.  The key message was Council needed to apply user-pays funding, reduce operational expenses and moderate the capital works program.  In addition Council should not borrow more funds whilst in a financially weak position unless the borrowed funds could be applied to generate sufficient revenue to repay the debt (full report is included as Attachment 23).  A special rate variation was recognised as a legitimate avenue however this should be seen as a last resort.  It was highlighted that inaction was likely to make the situation worse by requiring more extreme responses as the financial position worsened.

Council responded with the necessary urgency in light of these recent reviews.  The 2013/14 operational planning process involved significant engagement with Councillors and the community on actions required.  The need to address the sustainability gap was presented in Councillor Workshops and documented in the Delivery Program.  The need for a SRV was reflected in the IP&R documents but was made contingent on Council first undertaking the identified revenue enhancement and expenditure reduction initiatives.   

Council accelerated the initiatives and in aggregate has achieved results which substantially improved Council’s financial position.  There was however (and still is) a sustainability gap.  The progress made and the remaining sustainability gap was covered in the 2014/15 operational planning process.  The IP&R documents (Delivery Program, Operational Plan) reflected the individual initiatives being undertaken along with the progress and results.  The need for the SRV to be able to close this gap was articulated and the percentage increase required for each year together with a comparison with other councils was reflected in the Delivery Program material.  The actual rates and long term trends were presented during public exhibition.  Community feedback was sought on the Delivery Program including the proposed SRV.  The majority of feedback received focussed on Council services.  There were no community submissions regarding the proposed SRV. 

The need to address financial sustainability has a long legacy with both persistent operating deficits (noted above) and an enduring infrastructure backlog.  The IP&R framework has also ensured there is a history of the level of services the community expects and values.  The Newcastle Community Strategic Plan (CSP) (Attachment 1) captures community priorities (covered below).  There have also been numerous follow-up surveys of the community and monitoring of all ratepayer correspondence and an update of the CSP.  As detailed in Section 4 below extensive community consultation has occurred throughout the entire process with regular revisions made to ensure key documents remain current and reflect the evolving community sentiment as the City moves through a very dynamic period of renewal and revitalisation. 

Financial sustainability is a prerequisite for Council to have the capacity to deliver the CSP.  In addition all the service delivery standards and service related infrastructure improvements reflected in the SRV consultation align to the CSP.  This ongoing community consultation has ensured that service deliveries which are to be funded by the special variation are consistent with the priorities of the CSP. 

The LTFP 2013-2023 confirmed the need for an SRV to reach a position of financial sustainability.  The updated LTFP 2015-2025 has been enhanced to provide a more integrated three-way financial model including Operating Statement, Balance Sheet and Cash Flow.  The comparison between the scenarios: base case scenario (Option 1), SRV for financial sustainability (Option 2) and SRV for financial sustainability and revitalisation (Option 3) not only reflect the impacts of the scenarios on Council’s operating and funding surpluses or deficits but also a more accurate projection of Council’s reserves position.  The underlying assumptions have been updated to reflect the impact of recent Council decisions and other changes such as reductions in the forecast for the Federal Assistance Grants.  This now more accurately reflects the General Fund revenue and expenditure forecasts and their impact on Council’s financial position.

A number of alternate funding scenarios, including a number which do not reflect rate increases (above the peg) have also been reflected in the updated LTFP 2015-2025 to ensure that the analysis was complete.  All of the financial models already include the impact and projected impact of remedial actions which have already been implemented to improve Council finances.  The financial analysis confirms that the SRV is the only viable option for Council to ensure its future financial sustainability while meeting the service delivery expectations of the community.  The other scenarios considered in the LTFP 2015-2015 have assessed alternative funding options as well as constraining expenditure on services and capital works.  Both community expectations and the financial impact have been considered in assessing all options.  

The sub-sections below will cover in more detail how Council has utilised both the IP&R framework and other mechanisms to understand and document community expectations, analyse Council’s financial position and communicate this to both Councillors and the community, assess options, take action and propose a way forward.  This has been an extensive process which has evolved over many years, to reflect the changing financial circumstances as well as the changing desires of the community, culminating in the recent proposed options being presented to ratepayers for their consideration, during the Road to Recovery community engagement campaign.

3.1 [bookmark: _Toc366160406][bookmark: _Toc410371853]Case for special variation - community need

3.1.1 How the Council identified and considered the community’s needs and desires relating to service delivery and asset maintenance and provision.

From as early as 2007 Council has been talking to the Newcastle community about our finances and how we can secure the long term financial sustainability of Council.  For example community needs and desires were captured in assessing sustainability in the Newcastle Report (covered earlier in this section).  Council has also relied on customer satisfaction surveys from 2008 to 2014 to understand community needs and expectations.  Council has seen an improvement in overall satisfaction in recent years however the areas for improvement remain largely consistent.  

This section’s focus is on how Council identified and considered the community needs and desires by applying the IP&R framework and commences with the CSP.  The CSP is a “foundation” document.  It is important that Council remains in touch with community needs and expectations.  Given the dynamic environment in which the Council is operating community expectations need to be continually reappraised to ensure Council is addressing current needs.  This recalibration of community needs is captured in 2013 revision of the CSP, community surveys of Council services and as part of the annual planning cycle (LTFP, Delivery Program and Annual Operating Plans).  Newcastle Voice and other community engagement forums/feedback options also provide Council with the current perspective of the community.  All of these sources assist Council in understanding community needs and desires as they relate to service delivery and maintenance and provision of assets to support these services.  Examples are provided below. 

Newcastle Community Strategic Plan (Newcastle CSP)

The Newcastle CSP (Attachment 1) is a high level document which provides the visions and strategy for the community but does not reflect the detailed impacts of the SRV.  Other documents reference the CSP to ensure alignment of plans with the CSP objectives.  For example Council’s Operational Plan 2014/15 maps all projects to CSP objectives (p96-109).  An extract is provided below:

[image: ]

The Road to Recovery engagement outlined the additional services to be funded by SRV Option 3.  These services are reflected in the LTFP 2015-2025 and Asset Management Strategy (AMS) (Attachment 10) and are covered in further detail below.  

The initial Newcastle CSP involved over 1,500 people directly in the development of the Newcastle 2030 vision during 2009-11 and more than 1,100 people participated in the review for the 2013 revision (p10). 

The CSP notes under challenges that the population of Newcastle is projected to grow by 16% from 2012 to 2036 and like many communities the largest percentage increase will be residents aged over 70 (p23).  The CSP notes as opportunities urban renewal and a revitalised city centre (p23).  Revitalisation remains a strong priority among the community.   

The strategy reflects a strong focus on improving Newcastle.  The strategy reflects renewal and improvement rather than maintaining the status quo.  The strategies are documented from p33 to p76 of the CSP some examples are:

1. Connected City: “we need to create an environment friendly to cyclists, pedestrians and public transport users” (p35).
1. Vibrant and Activated Public Places: “Our public places must be accessible to all” (p47), “...improve and revitalise our beaches, coastal areas and foreshores for everyone to enjoy” (p50). 
1. Caring and Inclusive Community: “provide events to encourage use of open spaces and facilities” and “upgrade city library services” (p56). 
1. Open and Collaborative Leadership.”...provide opportunities for genuine and representative community engagement in local decision making” (p74).

The themes reflected in the CSP are based on extensive consultation and support Newcastle improving services rather than keeping them at current levels.  Council documents the strategies in the Delivery Program and references all corporate projects to these strategies in the Operational Plan and reports on progress in the Annual Report.  

Council services have been constrained due to the financial constraints that have prevailed.  The financial constraints have resulted in Council reducing services, some of which manifest immediately, such as a reduced season for swimming pools (some of which are now being reversed) while the impact of others is not as immediate, namely reducing infrastructure maintenance and renewal below sustainable levels.  The 2013/14 Financial Statements provide the most recent reflection of this latter issue:

· The backlog has reduced from $97.7m to 90.4m.
· However if asset sales are excluded there was actually an increase in the backlog:
· Asset sales reduced the backlog by approximately $21.7m with the sale of a number of buildings which contributed to the backlog.
· In effect there was an increase in the backlog of $14.3m for existing assets of which roads and drainage contributed $11.9m of the increase.

These service level reductions are inconsistent with the CSP which includes an expectation that services are delivered in a sustainable manner.  The CSP notes on p72 that what we want as a community includes “integrated, sustainable long-term planning”.  In support of this expectation p13 notes “resourcing strategy includes the Long Term Financial Plan to ensure sufficient funds are available to meet Council’s contribution to achieving the initiatives identified”.  To be sustainable Council needs to maintain a robust operating position (general trend of moderate operating surpluses) whilst maintaining sustainable levels of infrastructure maintenance and renewal.  Assets also need to be in a satisfactory condition.  

Council recognises it needs to deliver on all elements of the strategy to meet community needs and desires as they are reflected in the CSP.  This includes both services and asset maintenance and provision.  The CSP recognises that Council must meet these community needs and desires in a sustainable manner by ensuring that “the need for an appropriate mix and delivery of infrastructure services (is) combined with sufficient financial and human resources to manage them” (p13).  In addition the CSP notes the following regarding Inter-generational equity “We need to consider both current and future generations in decisions we make about resource use, the environment and our management of other crucial sustainability values” (p24).  It is important that Council does not burden future generations with the impact of Council not undertaking appropriate levels of maintenance and renewal which results in assets prematurely degrading.  A sustainable backlog with a practice of matching actual to required levels of maintenance and renewal ensure inter-generational equity.  Each generation pays the true cost associated with use and natural degradation/aging of those assets.  This is not only accepted as equitable it is also a guiding principle of the CSP.   


Does Community Consultation validate these Needs and how is Council meeting these Community Needs? 

This section will focus primarily on how the community ranks the importance of different Council services and the level of satisfaction.  This assists Council in determining whether community needs are being met.  Section 4 (Criterion 2: Community awareness and engagement) provides more details.  This section will cover some of the community engagement which has been specifically undertaken to understand community needs and determine community expectations and validate how Council is meeting or planning to meet these needs.  This section should be considered in conjunction with Section 4 to understand the full level of engagement, particularly recent community engagement. 

Council has sought specific community feedback on its services, service levels, revenue raising opportunities and other efficiency measures, through a wide range of community engagement forums and consultation processes including:

· 2012 Community Satisfaction Survey: March 2012.
· Community Strategic Plan Review Engagement:  November 2013-June 2013.
· Talking Numbers Engagement: 2 March – 20 March 2013.
· Delivery Program and Operational Plan 2012-2013 Engagement: 29 April – 27 May 2013.
· s508(2) Special Rate Variation Application 2014-2015 Communications and Engagement: 25 January – 12 February 2014.
· Delivery Program 2013-2017 and Operation Plan 2014-2015 Engagement: 6 May 2014- 5 June 2014. 
· 2014 Community Satisfaction Survey: August 2014 (available on Council’s website on the completed engagement page). 
· Road to Recovery Engagement Strategy: 1 October 2014 - 30 October 2014.

Revisions have been undertaken of the CSP and Delivery Program to ensure they remain current and these revisions again involved extensive consultation.  The relevant IP&R documents are covered below with commentary.

The most recent satisfaction survey (Newcastle Voice: Community Survey Snapshot 2014 - August 2014) indicates the community believes most services are important with high percentages indicating services are very important or important.  The top 30 of the 33 services listed have over 70% of respondents classing services at important or very important.  Even the remaining exceeds 60% of respondents (synthesis of data on p30).

The survey indicates the satisfaction scores track low compared to the importance placed on the services.  For example only the top three services (Library, Garbage and Beaches) have 6% or more of respondents indicating they are very satisfied with the service.  Only the seven of the 33 ranked services have a majority of respondents indicating they are satisfied or very satisfied with the services (synthesis of data on p31).  

There are a number of services which rank as highly important and ranked high in satisfaction.  These include garbage collection & disposal, maintenance of beaches and beach facilities, and parks and recreational areas.  With the exception of these specific services the primary message would appear to be that the community is expecting services to be largely improved across all other areas however based on the relative importance some services require a higher priority.

The community had particularly low levels of satisfaction regarding levels of consultation (long term planning and community involvement in decision making), management of the CBD, and response to community needs (in the survey “community needs” was classified under General Services) (p 27 reflects classification of questions with results on p31).  This would indicate the community wants general services to be improved.

The Road to Recovery Engagement Strategy: 1 October 2014 - 30 October 2014 was undertaken to understand community preferences regarding a possible SRV application and to seek feedback from the community regarding Council’s financial sustainability and the level of services required. The Micromex telephone survey (400 random selected ratepayers), a Newcastle Voice survey and feedback forms were collected as part of the community consultation captured the following: 
0. The community strongly supports an increase in rates via a SRV (72% of respondents elected an SRV option as their first preference) to ensure the Council’s financial sustainability (p15 1st preferences for Option 2 and Option 3).  Based on a review of other SRV applications submitted to IPART this level of support appears to be particularly high.  This is a strong indicator that the community is aware of the importance of the financial sustainability and wants Council to take some action. 
0. There is also significant support for an SRV which enables services to be enhanced as well as addressing financial sustainability (48% ranked 1st or 2nd preference on p15).  Other surveys during the consultation indicate similar levels of support.  For example, 51% of respondents to Newcastle Voice were “somewhat supportive” or “very supportive” of Option 3 and 48% of email respondents supported Option 3 as their first preference (p21).  An SRV (ie either Option 2 or Option 3) was supported as a first preference by 72% of respondents of Newcastle Voice (the same result as via the telephone survey).  This demonstrates an unusually high level of support from the community to pay more rates in return for improved services and to ensure financial sustainability. 
0. In addition 93% of respondents indicated in the telephone survey (p13) that it was important for Council to provide better services and facilities.  Again this supports the assessment of the CSP that the community is seeking improvement in services and wants Council to take some action to revitalise the City.
1. Virtually all community feedback during the public exhibition of the 2014/15 Operational Plan and the updated 2013-2017 Delivery Program (undertaken in May/June 2014) focused on retaining or reinstating services or ensuring maximum community access by not imposing fees (Public Exhibition Summary (Attachment 25), Councillor Briefing 12 June 2013 p3-4). 
1. Council maintains a list of community requests for road, footpath and other improvements.  This list effectively reflects a “backlog” of delivering community service expectations (this is unrelated to the infrastructure backlog).  This list is prioritised but is extensive.  Option 3 will provide the necessary revenue to address this problem. 
1. Counsellors have, in recognition of community desire for services to be retained, elected to have some services reinstated (amendments to swimming pool charges and continuation of Beresfield Pool, additional Lifeguard services, and reduction in revenue for the Museum and Art Gallery) 

Other Council IP&R documents (Delivery Program, Asset Management Strategy and the LTFP 2015-2025) all reference the CSP objectives and other inputs on community needs.  The key documents are listed below with relevant coverage of services, projects, financial and community impacts.  

How are Community Needs and Desires Reflected in Council’s IP&R documents?

As noted above the 2030 Newcastle CSP was developed through extensive consultation in 2009-11 and then underwent a revision based on a review program with the community in 2013.  This effort was recognised by IPART with the Newcastle CSP listed as an example for other councils to reference in developing their own strategic plans. 

Council was a Group 2 Council in the rollout of the IP&R framework.  This resulted in Council adopting the full range of IP&R documentation in June 2011.  The Resourcing Strategy Newcastle 2030 incorporated Council’s first Long Term Financial Plan 2011-2021.  In Section 8.2 of that document it was noted “...The Long Term Financial Plan to 2021 in its current state shows shortfalls in funding and in certain years will not meet key financial management strategies”.  The ten year projections for the base case reflected operating deficits across all years ranging from $9.6m to $26.4m (operating ratio ranging between -5% and -9%) and funding deficits also across all years.

This was the first time the need to address sustainability was identified and articulated in IP&R documents.  The first Delivery Program 2011/12 – 2014/15 encapsulated this in the Lord Mayor’s message (p(i)).

“The reality is that we can’t deliver all the projects on our wish list without taking additional steps to secure much needed funds”. 

The Acting GM highlighted (p(ii))  

“Under the new IP&R Legislation, Council is now required to produce a LTFP, Workforce Management Plan and Strategic Asset Management Plan.  This has provided an opportunity to undertake detailed financial analysis of our finances, resources and service levels and infrastructure renewal needs over the next 10 years.  What has emerged is the need to work in partnership with the community to focus on priorities and examine other funding scenarios”.  

Council’s position on financial sustainability has remained consistent in all of our IP&R documentation.  As we have updated out IP&R documents the analysis has been increasingly detailed, with specific initiatives identified and implemented and the financial position and sustainability gap more accurately determined.  IP&R documents and ongoing community engagement have continued to address the issues of financial sustainability and the possible options available to address these issues.  

[bookmark: _Toc412027123]a)	Delivery Program 2013-2017

The Delivery Program notes on page 12 “The key objective is to achieve financial sustainability in the medium term, whilst still achieving the Council’s strategic objectives and budget principles as specified in The City of Newcastle’s Delivery Program 2013 – 2017”.

The Delivery Program for 2013 - 2017 reflects the strategies noted in the CSP (p23 to 38) and identifies the need to achieve financial sustainability so that current service levels can be retained into the future (p14 to 18 cover the sustainability challenge, and p18 and 19 discuss the options to increase revenues / reduce costs without further impacting services).  The initial version of the LTFP highlighted that Council was on a course which was not financially sustainable and was a key input in the Delivery Program.  That version of the LTFP itself was subsequently adjusted to reflect the budget objectives included in the 2014/15 Operational Plan.  The Delivery Program has documented the scale of the issue (p12 to 21, Budget Principles and corporate goals to be applied (p40 and p48), the plans developed and actions taken to improve Council finances (p44 to 48 cover the original ISFA recommendations and progress and plans on “savings” initiatives) and the shortfall that still remains in reaching a financially sustainable position.  The Delivery Program clearly articulates the need to undertake an SRV and the quantum to achieve financial sustainability.  Option 2 was represented in the 4 Year Delivery Program with proposed rate increases between 6.5% and 6.8% per annum over five years (p20).  

The Capital Works program is incorporated into the Operational Plan (p10 to 17 of the Operational Plan).  The investment in these projects is reflected in the Capital Works schedule (p96 to110).  The primary focus in the Operational Plan is closing the gap in financial sustainability to the greatest extent possible.  This has included realising the revenue and expenditure outcomes that enable the operating deficit to be minimised and directing Council resources towards asset renewal and to strategic objectives such as special projects so that Council can maintain existing services and delivery on the priorities reflected in the CSP.  Community consultation, including the public exhibition of the Delivery Program and Operational Plan, indicates that the community support the provision of more rather than less services.

[bookmark: _Toc412027124]b)	Asset Management Strategy (AMS) & Asset Management Plans (AMPs)

The AMS (Attachment 10) and AMPs detail how Council meets the needs of the community by ensuring asset maintenance and provision is at a satisfactory standard. 

Customer satisfaction surveys indicate that the community is generally satisfied with the quality of those categories of infrastructure surveyed however there is clear room for improvement.  As can be seen in the survey, asset intensive services are ranked around the middle of the list of satisfaction ratings.  The Community Survey snapshot 2014 (p31) found:
· Roads are in good condition: 49% are satisfied or very satisfied.
· Swimming Pools: 45% are satisfied or very satisfied.
· Footpaths are in good condition: 44% are satisfied or very satisfied.
· Providing cycleways: 31% are satisfied or very satisfied.

These ratings would indicate Council is applying appropriate standards in the determination of satisfactory condition as there is a reasonable degree of satisfaction . However Council needs to be more responsive in addressing assets which have degraded beyond Council’s standards.

The methodology for calculating the infrastructure backlog is explained in the AMS and related documents (Asset Management Plans).  Council uses relatively conservative criteria for calculating the backlog.  For example Council sets a lower standard for determining the satisfactory condition of drainage assets as these assets, provided they are functioning adequately, do not impact community amenity if they are in relatively poor condition.  Based on this approach the infrastructure backlog is a reasonable reflection of assets that are not deemed to be in a satisfactory condition based on community needs and expectations.  It should be noted that some standards are set based on government or legislative guidelines.     

The Road to Recovery community engagement in October 2014 indicates that overall customer satisfaction is significantly higher than customer satisfaction for specific services captured in the August 2014 Customer Satisfaction Survey.  Given both surveys were held close to each other and each had a reasonable sample size the most likely explanation is that the community is generally satisfied with the overall level of services being provided but ratepayers (or particular groups of ratepayers) have identified particular services where they would like to see some service level improvement.

It would appear that based on all the community feedback that there is not a significant mismatch between community expectations of service levels and those being provided by Council but that some selective improvement of specific services or the provision of additional services is required.  This can be divided into two areas:
· Service levels relating to existing assets:  Provided Council adheres to sustainable levels of maintenance and renewal as reflected in the AMS and AMPs and reduces the backlog to sustainable levels (below 2% of net assets) Council believe community needs and desires for asset maintenance will be met.  
· Building new infrastructure:  Some community feedback was in response to questions which asked if Council provided sufficient infrastructure.  The survey question of whether respondents are satisfied with Council “Providing cycleways” fits this category.  The low satisfaction score in the August 2014 survey indicates the community expects Council to provide more cycleways in the future.  Cycleways appears to be relatively low in the importance rankings however as noted this is deceptive as 72% of respondents indicated cycleways were important or very important.  This would indicate Council needs to continue this program as a priority. 

In conclusion the CSP and customer surveys reflect community expectations that Council invest in new and additional infrastructure to support the provision of enhanced services to the community.  Based on satisfaction ratings it appears that infrastructure does need to be improved but this would appear to be incremental rather than a step change in standards.  Based on this, current standards for determining whether assets are of a satisfactory standard would appear adequate.  Council however needs to address specific assets which are of an unsatisfactory condition to raise community satisfaction with asset based services.  There is the possibility given low levels of infrastructure maintenance in recent years that some assets have deteriorated in condition beyond what the age of the asset would indicate but the assets are not yet of an unsatisfactory condition.  All councils would have this risk however it is a greater risk where councils have persistently under-invested in infrastructure maintenance as has been the past practice at Council.

The AMS outlines the purpose of the document and associated documents such as the Asset Management Plans (AMPs), as part of the Asset Management Policy (p17).  This includes among other objectives the following:

· “Move towards meeting the community needs and expectations for all Asset and Asset Infrastructure Services”, and
· “Provide greater transparency in asset planning, enabling informed input from all stakeholders”.

The AMS also references the relevant Budget Principles (p7).  Of particular relevance to the AMS is Principle 6 which commits Council to reducing the infrastructure backlog ratio to less than 2% by 2022/23.  Extract from the AMS below (p9):
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The AMS references this community feedback and considers the implications for plans and priorities in the strategies proposed (p12-13).  The AMS also reflects plans to undertake further community engagement to better understand community needs and fine tune the strategy.  It is unlikely that further community engagement would result in lower service levels expected (based on recent survey results).  As the revitalisation of the City continues, there is some risk that higher service levels could be expected for some asset classes.

Relevant data on sustainable infrastructure maintenance and renewal and the value of the backlog has been determined based on community expectations within the AMS and AMPs and reflected in calculating the financial health of Council in the LTFP 2015-2025.  Intervention levels have been established which are pragmatic and relatively conservative.  There are other councils which have more stringent guidelines which require earlier intervention for assets (and if Council revised service levels in line with these standards it would result in in an increase in the infrastructure backlog liability).  An extract from the AMS reflects the intervention levels and percentage of assets that are below the intervention level (p13):
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The following asset condition ratings, extracted from the Newcastle Report (p49) provide context for the intervention levels noted above:

	Rating
	Description

	9
	An asset in extremely poor condition with severe serviceability problems and needing rehabilitation immediately.  Could also be a risk to remain in service.

	8
	An asset in very poor overall condition with serviceability now being heavily impacted upon by the poor condition.  Maintenance costs would be very high and the asset would be at a point where it needed to be rehabilitated. 

	7
	An asset in poor overall condition deterioration would be quite severe and would be starting to limit the serviceability of the asset.  Maintenance costs would be high. 

	6
	An asset in fair to poor condition.  The condition deterioration would be quite obvious.  Asset serviceability would now be affected and maintenance cost would be rising. 



As can be noted above the intervention levels are modest and the percentage of assets which are below the intervention level (ie in a worse condition than deemed satisfactory) is significant.  If intervention levels were raised so that intervention occurred earlier there would be a material increase in the infrastructure backlog.  Current intervention levels for asset classes are generally at levels where assets are already becoming a maintenance burden and where assets are visible to the community it would be apparent that the assets are in a poor condition.  Council has modest intervention levels which would indicate the backlog estimate is not overstated. 

Based on the service levels required and the current age and condition of Council assets the AMS covers both required levels of maintenance and renewal over different timeframes and the infrastructure backlog.  The current condition of assets is covered in Section 4 of the AMS (p32 -37) including the infrastructure backlog.  

The required levels of maintenance and renewal are covered in Section 3 of the AMS (p25 -34).  An example for transport (the largest asset class) is provided below:
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As shown in the table above the 10 year and lifecycle renewal requirements are significantly higher than historical levels of renewal.  The 10 year renewal requirement has been used for the LTFP 2015-2025 as this correlates most closely with the projected period used for the forecast.  There is some limited risk that renewal rates in the longer term will be higher than those used to determine sustainable renewal.  The renewal rates are classed in terms of asset values at the last revaluation date. The LTFP 2015-2025 re-bases these numbers into current dollars and indexes the level of renewal required, based on gross asset values.  The treatment of assets, including revaluation is covered in more detail in Attachment 12 - Appendix A of the LTFP 2015-2025 (p132-134).   

The AMS highlights the objective of addressing the infrastructure backlog in Section 5.5 (p39).  The LTFP 2015-2025 models this objective based on AMS inputs such as required levels of maintenance and renewal.  This has been used to  derive the level of maintenance and renewal required annually to both maintain ongoing levels as well as reduce the infrastructure backlog to the agreed level (below 2%), by the agreed date (2022/23 in line with the Budget Principles).  An extract is provided from the LTFP 2015-2025 financial model for Option 1 base case (Scenario 1 in the LTFP) which demonstrates the investment required:
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The 2013/14 numbers are extracted from the audited Financial Statements.  The infrastructure depreciation has been used as the required asset renewal for 2013/14 as this appears more representative and is also an audited result.  All other numbers are based on the AMS.  As can be seen, the LTFP model requires both maintenance and renewal to be increased significantly.  All scenarios considered in the LTFP 2015-2025 (except 1C lower services) require a similar level of expenditure.

AMS and the LTFP 2015-2025 also determines the required funding that need to be met to deliver the SRV Option 3 revitalisation initiatives.  This is covered for reference in this application in Section 3.1.2.

The AMS covers some preliminary data regarding the current asset revaluation.  The asset revaluation is currently in progress and the AMS has been updated based on preliminary numbers for some asset classes that has involved some extrapolation to other asset classes.  This approach has been followed as the results will be more realistic than relying on dated valuations.  The AMS data will be updated further once the asset revaluation for roads, pathways, drainage and bridges is concluded.  Preliminary data provides some indication of some of the implications which are likely to arise from the revaluation. 

Some background on the revaluation has been extracted from the AMS below (p13):

Council’s infrastructure assets are revalued every five years to ensure valuations are reflective of the likely replacement cost.  Council is currently undertaking an asset valuation exercise for roads, drainage, bridges and footpaths.  This will be completed by June 2015 and the impact will be reflected in the 2015/16 financial year.  Council will also be undertaking a review of what is the useful life of Council assets in conjunction with the asset revaluation exercise.  The preliminary view based on progress in the asset revaluation exercise is the following:
· The review of assets will result in assets being added to the register that currently are not included (no adjustment has been made for this and therefore this element of the adjustment is understated).
· Total replacement cost is likely to increase above CPI over the last five years (initial analysis of some core asset classes for the revaluation indicates total cost of replacement could increase by approximately 3.46% per annum).  This has been used to approximate the revaluation. 
· The capitalised component of the total replacement cost is likely to reduce as stricter guidelines are followed on what costs can be capitalised as part of the value of the asset.  In future a strict “greenfields” view will be followed as part of determining fair value of assets.  

The AMS highlights the following situation (p11):

If the SRV is not approved Council’s finances would become very dire.  The comparison between the respective financial positions of Scenario 1 (base case) and Scenario 2 (financial sustainability) reflect this.  The only difference between these two scenarios is a rate increase via an SRV.  By 2025 Scenario 1 has a forecast closing reserves position of $26m (compared to a closing position of $242m in 2014) with borrowing also forecast to increase from $69m to $104m (to fund ongoing operating deficits).  Scenario 2 meanwhile forecasts $185m in reserves and only $29m in debt and a stabilised funding position.  Scenario 3 (revitalisation) reflects a similar position.  There is a vast difference between the base case and the SRV scenarios.  The difference is approximately $234m. 

Professor Percy Allen describes, very succinctly, the following path of the asset lifecycle (Newcastle Report p48 – Attachment 13):  

Infrastructure – Condition
For a typical asset:
· Condition will degrade with age.
· The degradation starts gradually and accelerates towards the end of the asset’s life.
· As the assets condition degrades the level of service it provides declines.
· The cost to maintain the asset increase with time.
· When service levels fall below a certain standard the condition of the asset must be improved (i.e. renewed or refurbished).
· Eventually the cost to maintain the asset will exceed the benefit of keeping it in service and the asset must be replaced. 

There is an optimal process to be followed in maintaining assets that minimises the cost to Council.  Deviating from this optimal path of ongoing maintenance and renewal will actually add further cost to Council.  If the full $234m shortfall in funds resulted in Council not undertaking an equivalent level of investment in infrastructure maintenance, renewal and backlog reduction then the financial impact to Council is likely to be significantly greater than the $234m investment proposed and would require a greater response at a later date.  Council would still require funding to address the problem later and the funds required would in all likelihood result in a greater impact on the community in the future.  In the interim service levels will degrade due to assets not being maintained in a satisfactory condition.

In summary, the AMS captures the following:
· Reflects a focus on meeting community needs (p12).
· Reflects the condition of Council assets (p12-13).
· Reflects an understanding of the asset backlog and required levels of asset maintenance and renewal (p13) and assesses current intervention levels as modest rather than over stated.
· Reflects an objective to enhance knowledge of community needs.
· Covers the level of required maintenance and renewal and future plans for asset maintenance, asset renewal and other capital works(from p23).
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The current revision of the LTFP 2015-2025 (with revised baseline data including the 2013/14 financial results and the revised budget for 2014/15 based on the September Quarterly review) was adopted by Council at the General Council Meeting on 24 February 2015.  

The LTFP 2015-2025 captures the needs and desires of the community by reflecting inputs from IP&R documents (Section 7.1 Community Needs and Implications for the LTFP p31-38).  The LTFP 2015-2025 is also based on the Council’s understanding of the level of service delivery required by the community and also the level of asset maintenance, renewal and asset provision required to meet community needs.  This includes an assessment of what action is required to address gaps in the service levels (such as the infrastructure backlog).  Based on these inputs the LTFP 2015-2025 determines what the gap is in financial sustainability (p38-45).  As already noted, Council’s requirement for financial sustainability is reflected in the CSP and other IP&R documents such as the AMS.  The LTFP 2015-2025 is the document which determines the sustainability gap and models options for closing the gap (LTFP 2015-2025 Sections 9: Council Funding Options p52-59; Section 10: Assessment of Scenarios p60-102, and Section 11: Comparison of Options – Key Financial Indicators p103-120).  In addition sensitivity analysis has been completed based on changing some of the assumptions (Section 12 Sensitivity Analysis p122-128), in order to “stress test” the endorsed funding option. 

The LTFP 2015-2025 demonstrates that not pursuing a different revenue path through increased rate revenue via an SRV will result in one of three possible alternate outcomes:
· Council would address infrastructure sustainability but become insolvent in the process, which is covered by Scenario 1, p61-69,
· Borrow to delay when insolvency will occur which will result in ever increasing debt levels until Council can no longer borrow, which is covered by Scenario 2, p70-77 or 
· Council reduces levels of service (contrary to community needs and expectations) and has an increasing and unsustainable infrastructure backlog, which is Scenario 1C, p78-87.  

The community needs and desires are captured in the LTFP 2015-2025 as follows: 
· Sustainable Maintenance and Renewal: The LTFP captures community needs regarding assets by including key data such as what constitutes (1) sustainable infrastructure maintenance, (2) sustainable infrastructure renewal and (3) infrastructure backlog from the Asset Management Strategy.  The LTFP has used the 10 year horizon to align to the time horizon of the LTFP projections.  It should be noted that the annual costs are greater if a lifetime perspective is considered due to maintenance and renewal increasing as the average age of infrastructure increases.  (See Assumption section of LTFP).
· Infrastructure Backlog: The LTFP also utilises the infrastructure backlog determined and documented in the AMS.  This data has been used to determine the level of capital works required over future years reach a sustainable infrastructure backlog by 2022/23.  These objectives need to be met to achieve the Corporate Goals listed in the Delivery Program and the Budget Principles as documented in the Operating Plan.  (See Assumption section of LTFP).
· Capital Works Program: The capital works program reflected in the LTFP is focused predominantly on asset renewal and special projects associated with the 2012 SRV.  Corporate projects include over $6m of fleet replacement and non-infrastructure projects.  Corporate projects include grant and contribution funded capital works.  As a consequence only limited funds are directed to new infrastructure from working funds.  Projections follow this split except to increase asset renewal.  This means the business-as-usual view provides limited funds to address CSP related initiatives outside of special projects.  This constrained option assumes the same level of service delivery.  (See Assumption section of LTFP).
· Service Levels:  All other services are assumed to remain at current levels of service delivery for Option 1 (Base Case) and Option 2 (Financial Sustainability p88-95).  As noted the CSP and community surveys indicate a higher level of service is expected.  This is reflected in Option 3 (Financial Sustainability and Revitalisation p96-102).  

In conclusion, the updated LTFP 2015-2025 captures key inputs on community needs.  These inputs have been incorporated so that the financial model reflects appropriate assumptions on revenue, operating expenditure and expenditure on infrastructure in line with the needs of the community.  Based on these assumptions the LTFP 2015-2025 forecast model is then used to indicate what is required from a financial perspective to meet these needs.  The resulting 10 year projection incorporates a view on how costs and expenditure will grow due to inflation and other drivers.  These are all important inputs in generating a relevant and realistic LTFP.

3.1.2 How the decision to seek higher revenue was made (and other options considered).

IPART guidelines require each council to assess the revenue gap that needs to be closed so that each council can meet community needs in a financially sustainable manner.  

As noted the LTFP 2015-2025 focuses firstly the quantum of the revenue gap and secondly on what other options (other than a rate increase via a SRV) are available to close this gap (Section 7.2 Assessing the Revenue Gap p38-45):

· As discussed the LTFP 2015-2025 has divided the revenue gap analysis into two parts - firstly financial analysis to determine the level of funding required to close the gap in order to become financially sustainable (Scenario 2) and secondly financial analysis to determine the level of additional funding required to support the enhanced services desired by the community to support the revitalisation of the City (Scenario 3).
· Other options have been examined to determine if there are viable alternatives to avoiding the need for higher rate revenue above the rate peg.

The relevant IP&R documents have been referenced throughout this assessment. 

The Delivery Program notes “A general purpose (S508A) rate variation will be used only as a last resort to achieve financial sustainability and the associated targets above” (p49 item 11 under Budget Principles).  The targets referenced in the Delivery Program (p48) include reaching a sustainable operating surplus of 2.7%, a backlog below 2% by 2022/23, special projects continue according to priorities utilising a mix of 2012 SRV, s94 and existing reserves.  

Council has undertaken an extensive investigation of opportunities to generate other revenue and also reduce expenditure.  These actions and the outcomes will be reviewed as part of explaining how the decision was reached to seek higher rate revenues via an SRV.

· How was the Gap in Financial Sustainability Determined?

The LTFP has been reviewed and updated since the initial plan was developed and this has been a particular focus as part of the last iteration of the Delivery Program (and 2014/15 Operational Plan).  The objective has been to make the model as realistic as is practical and is sophisticated to reflect enough of key assumptions and capture data at a level which enables effective analysis of key financials and important ratios.

LTFP review/update for 2014/15 Operational Planning Process

The LTFP was updated as part of the operational planning process for 2014/15.  It was during this process that the 6.5% to 6.8% rate cap across five years was estimated as the scale of rate increase required to reach financial sustainability.  Key inputs during that update were:
· Incorporation of current forecast for the 2013/14 financial year results.  This reflected the accelerated timeframe in which some of the savings had been achieved.
· Incorporated the budget from the 2014/15 Operational Plan.
· Updated savings projections based on actual experience at that time.
· Fine-tuned some assumptions including the new rate cap:
· Reflected future rate cap as 3.2% (based on historical data).
· Matched growth in user fees with growth in expenses.
· Held grants and contributions flat.
· Retained employee cost growth as unchanged at 3.25%.
· Reflected Materials and contracts at 3.2%.
· Applied CPI to other expenses.
· Included a 0.2% productivity factor to cover ongoing savings expected of Council.

Updates made to the LTFP 2015-2025 since the 2014/15 Operational Planning Process.

To ensure complete transparency on how the LTFP has evolved all further updates have been documented in the LTFP 2015-2025 (p39-41).  The updates to the LTFP 2015-2025 have not resulted in material changes to the overall forecast financial position.  The Delivery Program adopted June 2014 reflected funding deficits (p15) which continue to be a concern under the updated LTFP 2015-2025 (base case). 

The Delivery Program placed a strong focus on the operating position.  This emphasis has been validated by the Comrie Report which noted that the operating ratio is actually the most important ratio in assessing sustainability (although still should be considered in conjunction with other ratios).  The Delivery Program reflected the following graph:
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The graph has been converted to reflect the data in the form preferred (the operating ratio) below:
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For comparison the operating ratio graph from the current LTFP 2015-2025 is provided below with all scenarios (note that the benchmark has been increased from -4% to 0% in line with Fit for the Future guidelines):
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Scenario 2 is the scenario reflected in the Delivery Program graph (Closing the sustainability gap).  The most notable difference between the graphs is (1) the dip in all scenarios due to the revaluation built into the model in 2021 and (2) that the base case option is worse (due to more accurate modelling of the reserves position and the impact on investment revenue).  The similarity in the model outcomes after the updates of recent data and assumptions, given the model is over 10 years provides some confidence that the conclusions reached are reasonably robust.  The model in the Delivery program was only projected to 2023.  The updated model to 2025 reflects some trending that is not as apparent by 2023.  

In summary the message to the community, and the most recent output from the LTFP 2015-2025, align.  The consistency in the approach has been maintained.  The remainder of this section will cover the approach in more detail.  

LTFP - Infrastructure (Sustainable Maintenance / Renewal & Backlog) 

As noted the base case in the LTFP reflects (1) a sustainable level of infrastructure maintenance and renewal and (2) the additional renewal required to reduce the infrastructure backlog ratio to less than 2% by 2022/23.  These objectives need to be met to achieve the Corporate Goals listed in the Delivery Program and the Budget Principles as documented in the Operational Plan. 
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The Asset Backlog graph above reflects what is required to achieve this objective.

The net change in the funding position and involuntary borrowing to maintain liquidity are covered under Scenario 1 (base case) provide an indication of the funding gap.  This has been covered in detail in the LTFP (p61-69) with key metrics displayed in the table on p62 and included in this application in section 3.2.2.  The base case reflects this gap.  The revenue gap however does not need to be fully funded by an SRV.  If Council can stabilise its reserves position then the additional investment revenue will assist in closing the revenue (or funding) gap.  The LTFP scenarios have been developed to asses this.

LTFP – Approach for Comparing Other Scenarios against base case 

To determine the level of rate increase required it was necessary to ensure that there was a scenario that was identical to the base case except for an SRV (ie Scenario 2 – financial sustainability).  Effectively the difference between Scenario 1 and Scenario 2 determines the level of rate increase required to achieve financial sustainability.  In addition stabilising reserves helps contain the level of SRV increase required. 

Scenario 3 (revitalisation) incorporated the additional expenditure required to provide the enhanced services.  From this the level of additional rate revenue required to fund that expenditure was determined.  Scenario 3 could then be readily compared to Scenario 2.  All other scenarios in the LTFP 2015-2025 are identical to the base case scenario with the exception of the relevant assumption changes noted for each specific scenario.  Each scenario therefore references the same global assumptions and same baseline data.  The only differences that impact a particular scenario are the scenario specific assumptions.  Scenarios modelled are covered in more detail in the LTFP 2015-2025 Section 9: Council Funding options (p52-59).

As already noted scenario specific assumptions do have flow on effects, such as the increase investment income in Scenario 2 due to reserves being maintained. 

The approach taken has enabled Council to “isolate” each change and determine the impact.  As a consequence an accurate assessment can be made of what the special rate variation needs to be for Council to become financially sustainable.   

· How the decision to seek funding (revenue) was made: LTFP analysis to determine funding for financial sustainability.

The base case (Option 1) reflects the expenditure required on infrastructure to reach a sustainable position.  The base case also reflects all “savings” achieved via revenue enhancement and expenditure reduction and includes the IPART 0.2% productivity assumption in cost projections.  The base case assumes the same level of services as is currently the case and reflects the 2012 s508 (2) SRV special projects and modest expenditure on new corporate projects and plant and equipment.  The base case consequently provides a very transparent view of what the revenue/funding gap is to achieve:
0. a sustainable operating position, 
0. maintain sustainable investment in infrastructure, 
0. address the infrastructure backlog and 
0. ensure Council remains solvent.

Option 2 addresses the financial sustainability gap and what the different “revenue path” needs to be for Council to achieve sustainability.  This is the only difference from Option 1.  Therefore the requirement to increase revenue to support financial sustainability is clear.  An SRV of 6.5% to 6.8% over five years enables Council to address the revenue shortfall.  Additional rate revenue results in Council’s reserves being maintained and these reserves are invested to generate investment income.  
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At the most fundamental level the additional revenue generated by Option 2 will result in Council stabilising reserves by 2024/25 (FY25).  There is an interim period whilst Council is incurring significant costs in addressing the infrastructure backlog where reserves will decrease significantly however in the long run the rate increment proposed under this option enables Council to be sustainable.
   
· How the decision to seek funding (revenue) was made: LTFP analysis to determine funding for additional services for the community (revitalisation).

The decision can be broken into the following parts:

· Alignment of service improvements with community needs and desires (CSP and community survey feedback).
· Inclusion of the costs in the LTFP 2015-2025.
· Determination of revenue required.
· Level of community support for the revitalisation option (Option 3).  

The brochure prepared for the Road to Recovery engagement strategy listed the service improvements for Option 3 (revitalisation).  These are aligned to both the CSP which covers the community strategies and objectives and the  recent customer satisfaction surveys (August and October 2014) which provide a current picture of community needs and expectations regarding service levels (both importance and satisfaction).  

The LTFP 2015-2025 maps the list of service improvements included under Option 3 of the Road to Recovery community consultation program to the CSP strategies and objectives (p42-43).  This helps validate that the improved services are aligned to CSP objectives.  An extract is provided below.  All the services captured below are consistent with either community feedback or with financial sustainability objectives. 

Extract of service improvements to CSP strategies and objectives from LTFP 

	Service Improvement
	Strategy
	Linkage (alignment)  to Strategy

	Complete the restoration of the sandstone facade of City Hall.
	Vibrant & Activated Public Places (& Financial Sustainability)
	Objective 3.2 Culture, heritage and place are valued, shared and celebrated.  Also aligned to CSP sustainability objective.

	Replacement of bus shelters.
	Connected City
	Objective 1.1 Effective and Integrated public transport.

	Improve our community facilities such as our swimming pools and libraries.
	Caring & Inclusive Community
	Objective 4.2 Active and healthy communities with physical, mental and spiritual wellbeing.

	Longer opening hours and lower fees for Beresfield Pool.
	Caring & Inclusive Community
	Objective 4.2 Active and healthy communities with physical, mental and spiritual wellbeing.



The need for additional services has been covered as part of discussion of community needs in Section 3.1 above.  

Community surveys have provided a consistent view of what services are important priorities and with particular reference to the latest customer satisfaction survey also assists in validating that the list of service improvements is consistent with community priorities.  In the last Customer Satisfaction survey (August 2014 p31).  Services at the lower end of satisfaction ranking included:

· Stronger open and collaborative leadership.
· Focus on asset-based services such as footpaths, swimming pools and roads (swimming pools also have a pure service element).
· Facilities and services for the youth.
· A focus on revitalising Newcastle such as more cycleways.

There is a strong focus within the revitalisation initiatives on these areas.

As noted earlier Option 3 is effectively Option 2 (financial sustainability), with an increase in the amount of the SRV required to fund the additional expenditure associated with the provision of the improved services supporting revitalisation.  The full list of service improvements is listed in the LTFP along with budgeted expenditure.  Extract below (p44 of LTFP covers full list).
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The extract of the table above includes the additional revenue generated under Option 3 versus Option 2.  Total expenditure by year is covered for comparison.  Key elements are:
· The expenditure during the five years of the SRV is generally consistent with the increase in revenue generated to support revitalisation.  
· Option 3 includes the additional revenue over and above that required for Option 2.  The proposed rate increase under this option is 8% over five years (or between 1.5% and 1.8% above the Option 2 rate increase).
· This additional percentage increment in rates will result in, a cumulative increase in revenue of $26m up to the end of the last year of the proposed SRV (2020) and $78m for the period of the LTFP (to 2025).
· Option 2 results in a decrease in reserves despite the additional revenue.  This stabilises.  As Option 3 has additional expenditure which largely matches the additional revenue over Option 2 the reserves position will be similar to Option 2.

In conclusion, the decision to seek funding for financial sustainability has been assessed at two levels (1) funding required to achieve financial sustainability based on retaining current services and (2) funding required to achieve financial sustainability while increasing service levels to support revitalisation.

1. Funding required to achieve financial sustainability based on retaining current services:  
0. Develop the base case (Scenario 1) which maintains current service levels, increases expenditure to meet required levels of infrastructure maintenance and renewal and supports the additional expenditure required to address the infrastructure backlog.
0. Identify the funding gap by assessing the reduction in reserves below sustainable levels.
0. Develop a scenario (Scenario 2) which meets the same service level objectives as the base case but includes additional revenue to maintain reserves at sustainable levels without the need for additional borrowing.
0. Assess the additional level of revenue from rates required to support financial sustainability. 


1. Funding required to achieve financial sustainability based on increasing service levels to support revitalisation: 
0. use Scenario 2 as the baseline to determine the incremental funding requirement for revitalisation over financial sustainability based on current services.
0. Include all incremental expenditure required to support the revitalisation initiatives (Scenario 3).  This includes all expenditure on asset maintenance and renewal, the backlog and revitalisation initiatives.
0. Determine the level of SRV (total) required to enable Scenario 3 to be financially sustainable (ie meet or exceed all TCorp sustainability ratios).
0. Identify the full funding gap addressed between Scenario 3 and Scenario 1 by assessing the change in the reserves position and the level of borrowing avoided.  Also identify the full impact of additional rates revenue (as with the above process investment income from stabilised reserves moderates the amount of additional revenue required from rates).

The process described above provides full transparency of what the funding gap is and how the funding gap can be closed through an SRV.  By breaking the analysis down into two stages clearly demonstrates how much funding is required to reach sustainability at the current level of services and the incremental funding required to support revitalisation while also maintaining financial sustainability. 

How the decision to seek funding (revenue) was made: Other IP&R Documents/Processes & Community Engagement

There has already been extensive reference to key IP&R documents in the description above on how Council undertook the process of identifying and calculating the funding gap.  The primary focus of the description focussed on the CSP, AMS and LTFP.  Other IP&R documents have also been important in capturing the funding gap and communicating to the community Council’s financial position and projections.  These include: 

· Delivery Program 2013-2017

The Delivery Program for 2013-2017 reflects the strategies noted in the CSP (p23 to 38) and identifies the need to achieve financial sustainability so that current service levels can be retained into the future (p14 to 18 cover the sustainability challenge, and p18 and 19 discuss the options to increase revenues / reduce costs without further impacting services).  The LTFP itself was adjusted to reflect the 2014/15 operational plan.  The Delivery Program has documented the scale of the issue (p12 to 21, budget principles and corporate goals to be applied (p40 and p48), the plans developed and actions taken to improve Council finances (p44 to 48 cover the original ISFA recommendations and progress and plans on “savings” initiatives) and the shortfall that still remains in reaching a financially sustainable position.  The Delivery program clearly articulates the need to undertake an SRV and the quantum to achieve financial sustainability.  Option 2 was represented in the 4 Year Delivery Program with proposed rate increases between 6.5% and 6.8% per annum over five years (p20).  

The Capital Works program is outlined in the Operational Plan (p10 to 17 of the Operational Plan).  The investment in these projects is reflected in the Capital Works schedule (p96 to110).  The primary focus in the Operational Plan is asset renewal to seek to maintain existing services linked to the Newcastle CSP.  Community consultation, including the public exhibition of the Delivery Program and Operational Plan, indicates that the community support the provision of more rather than less services.  This document has been included as Attachment 25.    

· Financial Statements and Annual Report 2013/14 and Council Report. 

The audited Financial Statements for 2013/14 (Attachment 20) provide an independently assessed position or baseline for Council.  These results have been included in the LTFP 2015-2025 and analysed to enable comparison to be made with the projected financials.  The 2013/14 Financial Statements highlight the current issues and assist in the anticipation of the future impact. 

The weak operating position, unsustainable expenditure on infrastructure maintenance and renewal and the infrastructure backlog provide the starting point for projecting Council finances. 

The Council Report presented at the General Council Meeting (CCL 28/10/14 - ADOPTION OF ANNUAL FINANCIAL STATEMENTS) provided commentary on key financials and ratios, including infrastructure related ratios (p5-7).  The analysis highlighted the sustainability gap across a number of key ratios including the operating performance ratio and all the infrastructure ratios listed in the report. 

How the decision to seek funding (revenue) was made: Council Determination

The history of the Council’s determinations regarding the need for an SRV is outlined below:
· Councillors were concerned about Council’s capability to manage costs and when briefed on the possibility of Council seeking an SRV sought inclusion of the requirement that this option “...be used only as a last resort to achieve financial sustainability”.
· 25 February 2014: Councillors elected to not support a 1.1% SRV in 2014 due to the view that there had not been sufficient community consultation for that particular request.
· 24 June 2014: Councillors adopted the Updated Delivery Program 2013-2017 and Operational Plan 2014/15.  This Delivery Program reflected the current position of Council, the gap in financial sustainability, options available, actions taken to improve Council’s finances and the recommendation that Council seek an SRV to address the sustainability gap.
· 26 August 2014: Councillors unanimously supported commencing the process of applying for an SRV and endorsed Council undertaking public exhibition of the SRV options.  Councillors recognised the changes made in the area of financial management and supported Council progressing the SRV process.
· 25 November 2014: Councillors (by majority) amended the recommendation to apply for Option 2 and recommended Option 3.  Minority block of Councillors supported an SRV in principle but favoured Option 2.  In effect all Councillors support some form of SRV, but with different view on the level of rate increase that should be included in the application to IPART.
· 24 February 2015: Councillors adopted the Long Term Financial Plan with all options presented to the community, including Option 3 (the option endorsed by Council).   

Are There Other Options to Avoid the Need for Higher Revenues?

As noted previously the Delivery Program reflects the following budget principle: “A general purpose (S508A) rate variation be used only as a last resort to achieve financial sustainability”.  In line with this principle Council deferred the application for an SRV until Council had undertaken initiatives to enhance revenue and reduce expenditure (based on the action plan originally defined in the ISFA document and reflected in the Council delivery Program 2013-2017).  This was so Council could demonstrate to the community that a strong financial management discipline had been put in place with a track record of managing costs responsibly.  In addition this approach enabled Council to have a clearer view of what the gap in financial sustainability was.  Section 7. Assessment criterion 5: Productivity Improvements and cost containment strategies covers action that has been taken.  There has been an ongoing process of identifying further opportunities, tracking progress and communicating this progress to the community.  

The LTFP 2015-2025 covers other options from a historical and future perspective:
· The LTFP provides the most recent update of progress against initiatives to enhance revenue, reduce expenditure and seek other sources of funds (asset sales).  This is covered in Section 4.4 Council’s Initiatives (p16-17) and Section 5 Council’s Progress Against Initiatives (p18-24). 
· The LTFP also reviews options within Section 9: Council Funding Options with coverage of scenarios which involve borrowing (Scenario 1B p53-54) and lower services and capital works (Scenario 1C p54-55) and an assessment of other revenue options (p57-59).

A number of specific quotes from the LTFP reflect this:

“Summerhill Waste Management Centre (SWMC).  Business growth at SWMC has exceeded original projections.  Based on 2013/14 performance a net benefit of $2m has been reflected for 2014/15.  The waste facility operates in a competitive environment which makes 10 year projections difficult.  Assuming similar net benefits over a 10 year period would result in cumulative revenue enhancement of approximately $22m assuming nominal growth in revenues which is an increase of $17m on previous target” (p18).

“...the organisational restructuring has realised a 10.8% decrease in staff expenses.  The expense savings from the organisational downsizing will alone contribute a cumulative saving of $116m over 10 years from the year of the organisational downsizing (to 2023)” (p19).

“...the LTFP includes a 0.2% productivity adjustment each year (based on rating revenue in line with IPARTs productivity assumption when calculating the rate cap).  The impact of this is approximately $8m in cumulative savings to 2023 and over $12m for the life of the LTFP (to 2025)” (p20).

“Council is actively seeking enhanced revenue options and has assumed a higher growth in other revenue.  Council has assumed 5% increments in all other revenue over 2015/16 to 2017/18 and then above trend increments of 3.5% for the remaining years” (p58).  

“The primary operational grant revenue for Council is the Federal Assistance Grant.  The Federal Government has frozen the level of this grant for the next three years and there is uncertainty as to what might transpire after the freeze” (p58).
“The infrastructure backlog has been reduced from $117m to $90m primarily due to this asset sales program” (p59).

In summary Council has already actively pursued revenue enhancement, expenditure reduction and other fund generating activities to improve Council’s financial position.  Remaining options will continue to be pursued but cannot achieve the scale of benefit (“saving”) these initiative have already delivered.  There are revenue enhancement and productivity improvement assumptions  built into LTFP projections.

Other IP&R documents also reflect the multi-year focus on identifying options which avoid the need for higher revenues.  Details of options available and progress made have been documented in the following:  
· Delivery Program 2013/14 in Addressing the gap in financial sustainability (p18-19) and Resourcing the Delivery Program (p44–49 with particular reference to p46-47). 
· Annual Report 2013/14 (Attachment 21) Measuring Our Success (p38-46), LTFP 2015-2025 (p50-51).
· Community engagement sessions including for the Operational Plan 2014/15. 

3.1.3 Why the special variation is the most appropriate option. 

The LTFP 2015-2025 considered five different funding scenarios based on three rating options.  The analysis undertaken concludes that of the five scenarios only Scenario 2 (financial sustainability) and Scenario 3 (revitalisation) are financially sustainable.  Extracted below is a summary of the conclusions reached in the LTFP 2015-2025 (p3-4).  A more detailed assessment is provided in Section 9 (p52-57) and the individual scenarios are covered in further detail in Sections 10 and 11.  Sensitivity analysis is undertaken in Section 12 which highlights the impact of changes to some key assumptions.  

Extract from LTFP 
	Scenario 1

No SRV
	Base case
This scenario was presented as Option 1 in the Road to Recovery community consultation.  This scenario reflects business-as-usual - no SRV but continue program to address infrastructure backlog.

This option is not sustainable due to persistent and widening operating deficits and Council reserves eroding to such a degree that Council’s solvency will be impacted.  It also does not meet the community’s service delivery requirements.

	Scenario 1B

No SRV
	Borrowing
This scenario was modelled in the LTFP but not included as an option in the Road to Recovery community consultation as it is inferior to the base case and provides no additional community benefit.

This scenario is not sustainable due to operating deficits widening and Council not having the capacity to repay the debt.  It also does not meet the community’s service delivery requirements. 

	Scenario 1C

No SRV
	Reduce services and capital projects
This scenario was modelled in the LTFP but not included as an option in the Road to Recovery community consultation as it does not support the Council’s Community Strategic Plan (CSP), does not meet community expectations and does not adhere to Council’s Budget Principles in the Delivery program.

This scenario is also not financially sustainable and does not meet the community’s service delivery requirements.   


	Scenario 2

SRV- five years
6.5%-6.8% pa
	SRV for financial sustainability
This scenario presented as was Option 2 in Road to Recovery community consultation.  This scenario covers the same level of services and capital works as the base case.  The SRV however funds this expenditure rather than Council eroding reserves to unsustainable levels. 

This option is sustainable but does not meet the community’s service delivery expectations for the revitalisation.

	Scenario 3

SRV- five years
8% pa
	SRV for sustainability and revitalisation
This was presented as Option 3 in Road to Recovery community consultation and the option selected by Council for the Special Variation Application.  This scenario meets the financial sustainability objective of Option 2 and also provides additional revenue to support the revitalisation of the City by delivering the improved services and infrastructure desired by the community. 

This option is the only option which is sustainable and meets the community’s service delivery expectations and also has the resilience to withstand a material change in underlying assumptions.


 
As already noted Council has undertaken an extensive review of operations over the last three years and has successfully implemented a number of cost saving and revenue enhancement opportunities:
· Council has already undertaken a significant expense reduction exercise and whilst many of the efficiencies gained will remain some services will be reinstated and there is not an appetite amongst the community for further reductions in services.  In fact there is community support for expanding certain services.
· Other revenue options have also been considered and success achieved.  Revenues for Council’s SWMC facility have increased significantly and have contributed to improved Council finances.  As covered in more detail below other revenue options are either not supported by the community, have incremental impact or are too uncertain to rely upon.

Only the two SRV scenarios (ie Scenario 2 and Scenario 3 above) are sustainable 

· Scenario 1 - Base case results in Council fully depleting reserves to such a degree that Council will need to commence a borrowing program.
· Scenario 1B - Borrowing is also not sustainable as Council will not have the capacity to repay the debt.
· Scenario 1C - Reduced services and capital projects results in a worsening infrastructure backlog.

Other Revenue Options Considered

The LTFP 2015-2025 has assessed other revenue options as part of developing a plan to become financially sustainable.  Possible opportunities have been assessed again as part of the update to the LTFP 2015-2025.  The conclusions reached (extracted from the LTFP 2015-2025 p57-59) are as follows:

1. User Charges and Fees
This is mainly made up of tipping fees and charges, DA and Building fees, museum admission, car parking charges and fines, revenue from civic facilities, sporting venues and airport related revenue.  Some items such as domestic waste charges are constrained by legislation.  SWMC has been a significant contributor to the financial turnaround achieved to date.  It would not be prudent or realistic to assume similar levels of growth in waste fees in the future as Council is competing with other service providers in a very competitive and dynamic environment.  Waste revenue growth has already begun to slow.  There is not the community or Councillor support necessary to impose fees for the Art Gallery or Museum and the quantum of net fee revenue is not sufficient to alleviate the requirement for an increase in rate revenue.  Swimming pools have been largely outsourced and the associated financial benefits incorporated into the revised LTFP.  The Newcastle/Port Stephens Airport is generating profits however the Airport is retaining the majority of these profits to finance the expansion of the Airport facilities and there is little certainty that Council’s share of Airport profits will significantly increase.  In summary, the efforts to date have already identified and captured the majority of any additional revenue opportunities.  There are no significant further opportunities to pursue that would be certain to generate income and certainly not of the scale required to avoid an SRV.

1. Other Revenue
Other revenue includes revenue from investment property, parking and other fines, commissions and agency fees, insurance recoveries and bonuses and revenue from SWMC electricity generation.

Council is actively seeking enhanced revenue options and has assumed a higher growth in other revenue.  Council has assumed 5% increments in all other revenue over 2015/16 to 2017/18 and then above trend increments of 3.5% for the remaining years.  

There are only certain categories that are likely to contribute to the increase in revenue.  The primary opportunity is in the increase of revenue from investment property.  Council however only has limited investment property and current revenue constitutes on approximately a quarter of total other revenue.

Parking and other fines is already a significant contributor and Council believes this can only increase in line with IPART increases in rates (ie marginally above inflation).

1. Developer Contributions - Section 94 Charges
Section 94 (Developers) Funding has diminished over recent years and this trend is likely to continue.  Developers can elect to undertake the necessary common infrastructure required for their projects rather than make s94 contributions.  Developers have been increasingly taking up the own development option.

In addition there have been a number of state significant developments in which the State Government has elected to require only limited contribution relative to the scale of the potential development that will occur.  This has resulted in a significant loss of potential revenue however Council has no control over State Government decisions.

It can be argued that s94 contributions do not provide revenue opportunities except to address funding shortfalls in building the infrastructure required to support the community adequately when developer projects are undertaken.  Council will continue to target contributions to cover the costs in developing the necessary infrastructure.  Any increases (except for state significant developments where they arise) will not materially impact Council revenues.  

· Grants
The primary operational grant revenue for Council is the federal FAG.  The Federal Government has frozen the level of this grant for the next three years and there is uncertainty as to what might transpire after the freeze.  In addition, the government is seeking to redistribute more of the funds to rural or smaller councils which are deemed to have a greater need.  Consequently Council’s share of this grant has actually reduced and might reduce further in future years.  The LTFP 2015-2025 has assumed flat grant revenue in future years. 

The pool of other grants is highly uncertain and generally linked to specific program criteria.  Accordingly it cannot be relied on as a sustainable and reliable source of revenue.  Council has received significant funds from Resource for Regions however these funds are geared towards Council remediation of State Government road assets rather than addressing the infrastructure backlog.

· Sale of Non-core assets
This initiative has already been pursued and a substantial portion of the sales program has been completed. 

All significant saleable non-core assets which are part of the backlog have been sold and this has resulted in a reduction in the infrastructure backlog.  This avenue of backlog reduction has now been concluded and the only option going forward to reduce the backlog is to ensure there is a robust program of infrastructure maintenance and renewal in place.

The infrastructure backlog has been reduced from $117m to $90m primarily due to this asset sales program.  However if asset sales are excluded the backlog has actually increased indicating that current levels of maintenance and capital works are not sufficient to achieve our backlog target.  This is supported by Council’s AMPs which have determined the level of both maintenance and infrastructure renewal required to be sustainable.  All options except Option 1C reflect the increased expenditure required to become sustainable (as per the Budget Principles captured in the relevant IP&R.  The sale of non-core and redundant assets has proven to be a successful short term strategy and has made a significant contribution to the improved financial position of Council in recent years.  This strategy is not sustainable and the available pool of saleable assets has almost been exhausted.  Any further potential assets sales have been included in the financial modelling for all of the funding options. 

In conclusion, Council has undertaken an ongoing process of review of revenue enhancement opportunities to minimise the need for an SRV.  All other revenue sources have been assessed as part of this application process to identify whether other opportunities exist.  There are no other revenue enhancement opportunities which would impact the quantum of SRV being sought.  An SRV has always been treated as a last resort and the updated LTFP 2015-2025 continues to reflect this.  
 
Importantly the feedback from the community during the Road to Recovery engagement has assisted the elected Council in reaching the conclusion an SRV to ensure financial sustainability is the most appropriate option (ie Option 3).  As noted previously 72% of those surveyed via random sample support some form of SRV as their first preference.  This demonstrates a particularly strong level of support.


3.1.4 How the proposed special variation impacts the LTFP forecasts and addresses council needs.  Our assessment will also consider the assumptions which underpin the council’s LTFP forecasts.

As described earlier in the application all scenarios considered in the LTFP 2015-2025 (except 1C) provide at least the base level of community needs for financial sustainability (current service levels).  Scenario 3 (revitalisation) also includes service improvements (listed previously) which exceed current service levels.

Option 3 (the option endorsed by Council) supports community needs and the proposed SRV of 8% enables Council to address the backlog, maintain a positive operating ratio and maintain reserves at sustainable levels.  The impact can be viewed against the base case scenario which can only achieve a sustainable infrastructure backlog ratio, but does not meet any of the other financial sustainability criteria. 
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3.2 [bookmark: _Toc366160408][bookmark: _Toc410371854]Financial sustainability

3.2.1 Background

The need for a different revenue path is to:
1. Primarily to improve the Council’s underlying financial position, but also to
2. Fund specific programs of expenditure to support the revitalisation of the City.

The purpose of the different revenue path will be:
1. Enable Council to reach a financially sustainable position based on key ratios by 2022/23.  In particular for Council to:
a. Maintain modest operating surpluses whilst maintain sustainable infrastructure maintenance, and;
b. Generate sufficient funds to ensure sustainable infrastructure renewal and to also reduce the infrastructure backlog to sustainable levels.  If sufficient funds are not generated Council reserves will be eroded to unsustainable levels raising questions regarding Council’s solvency.
2. Enable Council to meet community expectations with regard to services. 

The sections below will document the need in more detail.  This will focus on the current financial position, expenditure required to (1) address infrastructure issues and (2) meet service expectations.  The financial sustainability of the baseline scenario will be assessed and the impact of the special rate variation will be reviewed to assess impact on key metrics including reserves.
     

3.2.2 Current state of financial sustainability and long-term projections  

Current Financial Position
Council has made significant progress in improving its financial position.  This is reflected in the revised financial analysis undertaken in the updated model.  On balance Council has exceeded the original goals in reducing operating expenses and enhancing revenues.  The outperformance on some initiatives has more than compensated for other initiatives where targets have not been met.

The last audited Financial Statements (2013/14) provide details of Council’s financial position.  The Report to Ordinary Council Meeting on 28 October 2014 for the Adoption of Annual Financial Statements included an analysis of Council’s financial position. 

Current State of Financial Sustainability
Council’s Operating Result (before Grants and Contributions for Capital Purposes) for 2013/14 was a surplus of $0.75m against a ($13.40m) deficit in 2012/13.  This result was a significant improvement on prior years and reflected the cost savings associated with the organisational restructuring and additional revenue in certain areas such as for the SWMC.

This result however reflected the consolidated results including the Airport (Net Profit of $2.2m).  In addition operating revenue includes revenue associated with the 2012 SRV ($4.75m) which is restricted to specific capital works and cannot be utilised to cover operating expenses.  If these items are excluded to reflect a sustainable underlying operating position Council incurred an operating deficit of $6.2m (this would equate to an operating ratio of approximately -2.8%).

Summary of Key Ratios - Council Report (CCL 28/10/14 – Adoption of Annual Financial Statements (extract from LTFP p26)
	Ratio
	2013/14 Result
	Benchmark

	Operating Performance Ratio (ex Newcastle Airport)
	-0.5%
	Greater than 0% (Ideally modest surplus of up to 10%

	Own Source Operating Revenue Ratio
	86.54%
	Greater than 60%

	Unrestricted Current Ratio
	3.22 : 1
	Greater than 1.5:1.

	Debt Service Cover Ratio 
	4.13
	Greater than 2.

	Cash expense cover ratio
	8.70x
	Greater than 3 months (ie 3x).

	Building and Infrastructure Renewals Ratio 
	50%
	greater than 100%.

	Infrastructure Backlog Ratio
	9%
	less than 2%.

	Asset Maintenance Ratio
	85%
	greater than 100%.

	Capital expenditure Ratio
	97%
	greater than 110%.



The LTFP 2015-2025 provides more detailed commentary on these key ratios (p26-30).  The Operating Performance Ratio is weak and in deficit if revenue not actually received is excluded (eg consolidated share of Newcastle Airport operating result).  Infrastructure ratios indicate that Council is underspending on infrastructure maintenance and building and infrastructure renewals.  This is despite Council already having a backlog that is deemed unsustainable.  If Council was undertaking the expenditure required for sustainable infrastructure maintenance and renewal the operating deficit would be significantly worse.  Based on the key ratios above the Council’s current financial position is clearly unsustainable. 
  
The base case scenario is based on assumptions which Council has sought to make as realistic as possible.

The base case reflects business-as-usual.  This scenario reflects Council addressing Strategic Objectives and agreed Corporate Objectives and Budget Principles to the greatest extent possible but within the constraints of the IPART rate peg.  

The LTFP 2015-2025 lists global assumptions in Appendix A (p129-134).  The assumptions for the base case scenario are listed below:

Revenue
· Rate peg is 2.4% for 2015/16 and 3% for all subsequent years.

Expense
· CPI is assumed to be at the mid-point in the RBA target range (2.5% within the 2% to 3% band).
· The LTFP has relied on Strategic Asset Management inputs for sustainable asset maintenance (utilising a 10 year horizon – in line with the time horizon of the LTFP).

Asset related
· Data from the 2013/14 Financial Statements is used as a foundation on which projections are built.  Asset related data has been converted to current dollars based on data available from the current asset revaluation exercise.
· Sufficient investment in asset renewal has been assumed to ensure the asset backlog be below the 2% target by 2023.  Sustainable Asset Renewal is also sourced from the AMS and also is based on a 10 year horizon.
Note:  The lifetime rate of sustainable asset renewal is higher than the 10 year average due to an expectation that investment in renewal will need to increase.  This long term requirement is not built into the LTFP.










Analysis
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The LTFP 2015-2025 provides the following summary view of the base case (p62).  This lists key financials along with TCorp sustainability metrics:

The LTFP 2015-2025 provides a detailed analysis of the base case (p61-69) and a comparison against other scenarios (p103-120).  An extract is provided below:
The tables above reflect the following:

Operating Position
· A sustainable operating position should be at least breakeven but preferably a surplus position (Fit for the Future & Comrie Report guidelines).  Scenario 1 (Base case) does not meet TCorp benchmarks.
· The base case scenario has the lowest revenue of all scenarios.  This is due to lower investment income resulting from a reduction in reserves.
· The deficit will gradually worsen as reserves are depleted and interest income reduces.  
· In addition if revenue received is less than expenses incurred then similar increases year on year will result in an increase in the deficit.  

Equity
· Initial increase in equity is not due to financial strength but due to the following:
· Ongoing underinvestment in capital works results in lower operational costs (less asset write-offs of replaced assets and less able project costs which cannot be capitalised).
· There was a significant donation of land under roads in 2013/14 as a result of a significant sub-division.  This resulted in an increase in equity which was not associated with strong financial performance.
· Ongoing deficits (which exceed non-operation receipt of funds such as capital grants) will result in an erosion of equity.
· As noted previously asset revaluations are not included.  Any revaluation would increase equity however this is merely an adjustment to reflect inflation in its various forms and on balance does not reflect an increase in community assets in real terms. 
· Equity reduces in the latter half of the 10 year projection as the erosion of reserves impacts investment income and borrowing add costs resulting in ever increasing operating deficits.

Infrastructure
· Asset Backlog & Building & Infra Backlog Ratio: All scenarios except 1C have been built to ensure Council reaches a sustainable position as targeted by 2023.
· Asset Maintenance: In line with Benchmark of 1.0X or all scenarios.  All scenarios reflect the level of maintenance being completed in line with required.  This is a necessary requirement for Council to address the asset backlog and not have further issues arising due to assets not being maintained adequately.
· Building & Infra Renewals Ratio: Below benchmark of 1.0X for all scenarios.  Depreciation is greater than expenditure on asset renewals for all scenarios.  All scenarios (except 1C) will improve significantly reaching 0.9.
· Capital Expenditure Ratio: All scenarios are above benchmark of 1.1X.  Aggregate capital expenditure is above depreciation.  This is predominantly due to the focus on reducing the asset backlog to sustainable levels (ie below 2% of gross assets).

Borrowing
· Scenario 1 involves the gradual payback of principal in line with current practice and in line with the budget principles.  
· Council however will need to commence additional borrowing from 2022 due to Council’s investment and cash (reserves) being fully depleted.  Council will then need to continue borrowing to fund ongoing deficits. This is neither practical nor sustainable.
· Interest Cover & Debt Service Ratio: This ratio indicates Council has capacity to borrow.  Analysis indicates however that other factors such as the operational ratio being sustainable are important.  If Council has ongoing deficit and diminishing reserves then there will not be a capacity to repay the debt and retain sufficient cash reserves for future obligations.  In effect borrowing could delay the need to address a revenue/expense imbalance and the depletion of reserves however the issue will be magnified in the future due to the adverse impact on Council’s deficit due to borrowing costs likely to exceed equivalent investment returns.  Consequently Council should be in a sound operating position before undertaking a borrowing program and Interest Rate Cover and Debt Service ratios cannot be assessed independently of other KPIs in making borrowing decisions.

Liquidity
· Unrestricted Current Ratio: The base case scenario breaches the TCorp benchmark calculated - this is due to the significant reduction in reserves (which is invested in current and non-current investments).  Due to the decrease there are less funds available to invest in current investments.  Liquidity is therefore impacted.
· Cash Expense Cover Ratio:  Below benchmark of three months but improving to 2.7 months.  Council holds significant amounts of short term securities.  Council holds securities to term but could on an exceptions basis liquidate some investments if required. 

Funding Surplus & Reserves
· This scenario incurs an ongoing funding deficit due to cash generated from operations and other sources being insufficient to cover the capital works program each year.
· As a result Council reserves will continue to be eroded in an unsustainable manner.  Towards the latter years of the LTFP the reserves position reaches a position where reserves will not be sufficient to cover externally restricted funding requirements and reserves associated with employee liabilities.
· Council will need to borrow funds from 2022 to enable council to retain a positive reserves (investments and cash) position.

Gross Assets
· Base case results in the worst outcome in terms of gross assets.  This due to a large ongoing operating deficit (due to services being maintained and expenses associated with capital works).  Reserves are eroded due to insufficient funds for capital works being generated from operations.

A summary of the LTFP analysis is:
· The building and infrastructure ratio will achieve the target of less than 2% by 2022/23.
· Council would incur persistent operating and funding deficits.
· Reserves diminish to unsustainable levels.
· Council would need to commence a borrowing program to replenish reserves (with no capacity to repay the debt).


3.2.3 External assessment of the Council’s financial sustainability

From as early as 2007 Council have been talking to the Newcastle community about our finances and has sought respected external or independent assessments of how we can secure the long term financial sustainability of Council.  

The Newcastle Report authored by Professor Percy Allen noted the following regarding Councils financial position and projected path (p13 – Attachment 13).

· “Council’s existing spending policy will result in continued slow growth per services per resident and a massive deterioration in public infrastructure that would cost more to fix at a later stage”.
· “Facilities would not keep pace with rising resident, commuter, visitor and business expectations”.
· The next generation would be forced to pick up the tab for the present generation’s neglect”.

More recent external assessments of Council’s financial sustainability remain largely consistent with this initial assessment and those arising in Council’s own IP&R related analysis.  The independent reviews have consistently reflected the same issues and recommendations, namely:
· Operating position is weak, there is insufficient investment in both maintaining and renewing infrastructure, and projections indicate there are liquidity issues (in effect Council expenditure based on projected revenues was not sustainable.
· Recommendations have focus on Council identifying both options for additional revenue and reduction in expenditure.
· A number of recommendations (TCorp, Financial Advisory Group) recommended against undertaking additional borrowing whilst in a weak financial position as Council will not have the capacity to repay the debt.

The conclusions of the external assessments are presented in more detail below.  

Treasury Corporations Assessment

Treasury Corporation NSW’s (TCorp) Financial Assessment and Benchmarking Report dated 4 October 2012 provide an assessment of Council’s financial health.  TCorp compared the Council’s key ratios with other councils in DLG Group 5.  The key observations were:
· Council’s financial flexibility as indicated by the Operating Ratio and Own Source Operating Revenue Ratio is generally below the group’s average.
· Council’s DSCR and Interest Cover Ratio are below the group average and in the medium term Council’s forecast ratios fall marginally to be around benchmark.
· Council was in a sound liquidity position which on average is above the group’s average liquidity level.
· Council’s performance in terms of its Building and Infrastructure Asset Renewal Ratio and Infrastructure Backlog are well below benchmarks and the group averages.

TCorp noted that Council management were aware of the position at the time and the challenges that the Council faces in the medium to long term.  TCorp made the following recommendations:
· The current LTFP and capital expenditure program is likely to lead to Council becoming illiquid by 2019.
· A review of the LTFP assumptions should be undertaken to identify a sustainable way forward, whether that be by identifying new revenue sources, revising service levels, or rescheduling capital expenditure and associated borrowings to ensure that all liabilities are able to be met as required.
· The additional borrowings currently scheduled within the LTFP of $92.2m from 2014 to 2022, contribute to Council’s potential future liquidity issues.  If the liquidity issues scheduled in 2019 were addressed but the scheduled additional borrowings were still utilised then Council will not be in a position to meet the increasing repayments by 2022.

Financial Advisory Panel & Fiscal Star

Council’s course of action following TCorp’s review of the LTFP was to undertake a strategic review.  The report produced was called the Integrated Strategic Financial Analysis (ISFA). Based on the ISFA strategies, advice was sought from the Financial Advisory Panel (FAP) (Attachment 23) and Fiscal Star (Professor Percy Allen) which confirmed the following:
· Council is not financially sustainable in the medium to long term.
· Council will become insolvent as early as 2017 if no corrective action is taken.
· The infrastructure backlog is a serious issue to be addressed.
· Taking on extra debt is a high risk strategy and should be avoided.
· Taking on large scale capital projects should be avoided (until the solvency and deficit issues are addressed). 
· Bringing budgets back into surplus is essential.
· No one single solution will work and all solutions will have an impact on the community and services to varying degrees.
· A number of strategic initiatives are required in order to adequately address the budget issues.

Audit Committee

Advice from the independent members of the Audit Committee also stated:
· Council’s future financial position is deteriorating and unsustainable.
· This situation requires immediate and decisive action.
· Decisions must be made based on current, reliable, independently tested information and be free from political influence.
· Given the risks associated with the assumptions and achievement of proposed sustainability options, the current ‘Recommended Option’ may not be sufficient to avoid the projected ongoing future financial difficulties.

Council’s Auditor Assessment (Report to Council 2012/13)

In the Council workshop on 19 November 2013 PWC (Council’s Auditor) noted the following regarding the 2012/13 Financial Results:

Operational Performance: 
· Council needed strategies to manage financial stability.
Asset Management: 
· Council required strategies and systems for managing the performance of its commercial and infrastructure asset base, including service levels, maintenance, renewal and replacement and future options.  
· Required annual maintenance was significantly higher than current annual spend with Building maintenance contributing mostly to the shortfall.

Financial Advisory Feedback during Operational Plan 2014/15 Exhibition  

In community sessions held during June 2014 as part of the consultation for the 2014/15 Operational Plan FAP Committee Members provided a progress update.  The following feedback was provided:
•	Right approach but there is more to be done.
•	To become sustainable and return an operating surplus an 8% turnaround is needed (in Council’s operating position).

In the Council workshop on 21 October 2014 PWC (Council’s Auditor) noted the following:
· Sustainable Operating Position excluded revenue that could not be applied to Council’s operating expenses was in a deficit position. (Sustainable operating position excludes revenue from associated with 2012 SRV and one-off gains).   

Fit for the Future & Comrie Review

Fit for the Future Guidelines and a review titled “Review of TCorp’s Report ‘Financial Sustainability of the NSW Government Sector’ Final Report” dated 3 October 2014 undertaken by John Comrie recommended changes in the assessment of the Financial Health.
 
Recommendations were:
· Assess the operating ratio as sustainable above 0% rather than -4%.
· That councils ideally realise a modest surplus (up to 10%).  Recent briefings on Fit for the Future organised by OLG have supported this view.
· The Operating Ratio has a weighting of at least 50% rather than the 17.5% weighting applied by TCorp in the overall assessment.

IP&R documents have extensively referenced these external (and relevant internal) reports and assessments to highlight to the community the financial condition of the Council, what actions are or have been taken and what further action is required.  This includes the following:
· The Long Term Financial Plan (LTFP)
· Modelled financial projections - based on ISFA and economic assumptions.
· Identified specific actions such as areas of cost reductions, asset sales (reducing backlog) and revenue actions (including multi-year SRV) to achieve a sustainable outcome.
· The 2013-17 Delivery Plan and 2013-14 Operational Plan
· Documented a 4 year plan consistent with the LTFP.
· Included goals that supported sustainability.
· The LTFP 2013-2023, 2013-17 Delivery Plan, 2014-15 Operational Plan
· Documented a 4 year plan consistent with the updated LTFP including a SRV over five years with per annum increases ranging between 6.5% and 6.8% (Option 2 in the community consultation).

3.2.4 Impact of the special variation on Council’s financial sustainability.

Description & Assumptions

The LTFP 2015-2025 covers five different funding scenarios however Scenario 3 (financial sustainability and revitalisation) was the only scenario which will enable Council to maintain and selectively enhance services to support the revitalisation of the City and reach a position of financial sustainability.  

Scenario 3 received strong support during the Road to Recovery community consultation and is the funding option that has been endorsed by the Councillors.  There has been strong support from the community to maintain services as a minimum requirement and significant feedback that certain services be reinstated.  There has also been increasing community support for service levels to be improved to facilitate the revitalisation of the City.  

This scenario involves an 8% per annum rate increase over five years (2015/16 to 2019/20).  As detailed in the analysis below the scenario provides the capacity to fully address sustainability and also provide the capacity to enhance Council services in response to the community’s desires. 

Analysis
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The LTFP 2015-2025 provides a detailed analysis of Scenario 3 (revitalisation p96-102) and a comparison against other scenarios (p103-120).  An extract of the analysis is provided below:
Operating Position
· Scenario 3 (SRV for sustainability and revitalisation) meets and exceeds the operating ratio benchmark (Fit for the Future and Comrie Report both recommend at least breakeven with the Comrie report recommending a modest surplus would be desirable).  More moderate SRVs would place other ratios at risk and could impact sustainability in the longer term.  If reserves are run down over time investment income reduces impacting the surplus position (Scenario 3 excluding capital funds is in a modest surplus position (which would become a deficit - trending downwards - if reserves are reduced).
· Operating Revenue:  This scenario results in materially higher revenue (due to SRV increases).
· Operating Expenses. This scenario has similar expenses to Scenario 1 due to same service level and capital investment.  The only change is Scenario 3 includes a SRV to enable Council to be sustainable for all key metrics.

Equity 
· Equity increases due to the combination of an operating surplus and capital grants.

Infrastructure
· See Scenario 1 for comments on infrastructure related ratios - All scenarios except 1C generated infrastructure ratios above the sustainable benchmark.  Ratios covered are:
· Asset Backlog & Building & Infra Backlog Ratio
· Asset Maintenance
· Building & Infra Renewals Ratio 
· Capital Expenditure Ratio.

Borrowing
· This scenario involves the gradual payback of principal in line with current (like Scenarios 1, 1C and 2).
· Interest Cover & Debt Service Ratio therefore remains strong (refer to Scenario 1 for other considerations before borrowing is considered a preferred option).

Liquidity
· Unrestricted Current Ratio: This scenario maintains liquidity by increasing revenue via a SRV.
· Cash Expense Cover Ratio: As a result of strong reserves (investments and cash) the cash expense cover ratio is also strong.

Reserves
· Scenario 3 maintains stable reserves.  As a result this scenario will result in reserves which will be sufficient to cover externally restricted funding requirements and reserves associated with employee liabilities.

Funding Surplus (Deficit)
· Council incurs net fund overflows during the period of addressing the infrastructure backlog.

A summary of the LTFP 2015-2025 analysis for Scenario 3 is:
· The building and infrastructure ratio will achieve the target of less than 2% by 2022/23.
· Council would maintain funding surpluses from FY18.
· Reserves diminish gradually but stabilise at sustainable levels by FY23.
· The SRV under scenario 3 would enable Council to meet all community objectives in a sustainable manner. 

Sensitivity Scenarios

Council is required to consider alternative scenarios about revenue and expenditure.  The LTFP 2015-2025 has included sensitivity scenarios on both and an additional scenario covering the pending asset revaluation.
[bookmark: _Toc411176405]
The LTFP 2015-2025 contains a number of assumptions based on various sources such as legislation, inflation, current service provisions and wage markets.  Variations in such assumptions during the life of the plan may have significant impacts on the forecast results of the plan and forecast position of Council.
 
Sensitivity scenarios selected below have been applied to Scenario 3 in the LTFP 2015-2025 as that is the scenario that has been endorsed by Council.  The LTFP 2015-2025 covers these scenarios in detail (p122-128).

	Sensitivity Scenario
	Description
	Rationale for Inclusion
	Outcome

	Sensitivity 1 - Lower than anticipated Rate increase
	IPART might determine that Council should not receive the full rate increase this scenario will indicate the impact of a rate decision of 7% rather than 8% per annum over the five years. 
	IPART has full discretion to provide a rate or duration of rate increases that differs from the rate and duration in the application.
	This would result in a healthy operating surplus becoming more modest with persistent funding annual deficits. Reserves would therefore diminish to unsustainable levels.  Reserves would continue to decline.  Council would need to moderate the revitalisation program.

	Sensitivity 2 – Change in accounting treatment of asset renewal
	Council’s current asset revaluation exercise includes the assessment of what is the appropriate mix of capitalisation and expensing of asset renewal costs.  An increase in the proportion expensed is a possible outcome. 
	Due to the change in accounting treatment being a possible outcome and the movements in asset values, depreciation etc would be significant it is prudent to model the impact of such a change.  
	Moderate impact to operating position, with no impact to funding position.

	Sensitivity 3 - Increase M&C & Labour costs
	The current inflation environment is benign however the recent significant devaluation in the $A and expansionary interest rate settings could result in inflationary pressures arising at some stage within the 10 year projection of the LTFP.
	An SRV over 2015/16 to 2019/20 will result in council being at some financial risk if inflationary pressures do surface as the SRV will not be adjusted for a different inflationary outcome. This scenario assesses the impact of inflation exceeding model assumptions.   
	Similar outcome to Sensitivity 1 but the outcome is slightly worse.
The scenario would also require the revitalisation program to be moderated to remain sustainable.





3.3 Financial indicators

Council has undertaken detailed financial analysis based on five different scenarios.  From these three potential funding options were selected for inclusion in the Road to Recovery community consultation program.  These options were:
· Option 1 (business-as-usual and base case).  Reflected as Scenario 1 in the LTFP 2015-2025.
· Option 2 (financial sustainability).  Reflected as Scenario 2 in the LTFP 2015-2025.
· Option 3 (financial sustainability and revitalisation).  Reflected as Scenario 3 in the LTFP 2015-2025.

Other scenarios were assessed by Council and not presented to the community for consultation as they were sub-optimal to the other scenarios provided.  
· Scenario 1B (borrowing).
· Scenario 1C (lower services and capital investment).

All scenarios are assessed below against TCorp sustainability benchmark ratios.  The Broad Liability Ratio referenced in the IPART SRV Application template is also included and Council has included further analysis where this assists in the scenario assessment.

Further background on each scenario is provided below:

	Scenario
	Description	
	Inputs and Assumptions

	Scenario 1
Base case
	This scenario is business-as-usual.  Maintaining current service levels and seeking to meet all goals reflected in the Delivery program and other IP&R documents. 
	· The following inputs and assumptions apply across all scenarios unless specifically varied.
Revenue
· Rate peg is 2.4% for 2015/16 and 3% for all subsequent years.
Expense
· CPI is assumed to be at the mid-point in the RBA target range (2.5% within the 2% to 3% band).
· The LTFP has relied on Strategic Asset Management inputs for sustainable asset maintenance (utilising a 10 year horizon – in line with the time horizon of the LTFP.
Asset related
· Infrastructure Backlog is sourced from 2013/14 Financial Statements.
· Sustainable Asset Renewal is also sourced from the SAMP and also is based on a 10 year horizon.

	Scenario 1B
Borrowing
	This scenario is the same as Scenario 1 except borrowing will be utilised to address funding shortfalls.
	· Additional $20m borrowing per annum from FY18 to FY23.  Total borrowing of $120m.

	Scenario 1C
Lower Service & Capital Works
	This scenario is the same as Scenario 1 except operating deficits and funding shortfall of that scenario are addressed by reducing services and capital works.
	· Less Services - Lower Employee Costs by 4%.
· Less Services - Lower M&C Costs by 4%.
· Lower maintenance by 15% (similar to 2013/14 ratio).
· Less Capital Works - Asset Renewal – reduced by $5m pa for FY18, FY19 and $10m pa up to FY23.
· Less Capital Works – Corporate – reduced by $2m pa from FY16 to FY23. 

	Scenario 2
Financial Sustainability
	Scenario 2 seeks to realise the objectives of the base case by seeking a SRV to address the operating deficit and funding shortfall.
	· Proposed SRV across five years with the following rate increases:  2015/16 and 2016/17 of 6.8%, 2017/18 of 6.6% and 2018/19 and 2019/20 of 6.5%.

	Scenario 3
Financial Sustainability & revitalisation
	Scenario 3 incorporates the objectives of scenario 2 however also seeks to improve or expand Council services in line with community expectations to support the revitalisation of the City. 
	· Proposed SRV across five years with the following rate increases from 2015/16 to 2019/20 of 8%.
· Additional expenditure on services.




[bookmark: _Toc412027141]3.3.1	Financial Indicators relating to Operating Position

Operating Ratio

This ratio measures a council’s ability to contain operating expenditure within operating revenue.  The benchmark has recently been reviewed (Fit for the Future and the Comrie Report) and the revised benchmark is minimum of 0% and ideally a modest surplus (up to 10%).  The Comrie Report recommends this metric account for at least 50% weighting in assessing the financial health of councils. 
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A sustainable operating position can be breakeven or moderately in deficit (see Operating Ratio).  
 
Scenarios 1 (Base case) & 1B (Borrowing) do not meet TCorp benchmarks.  Continuing as is (Scenario 1) or borrowing funds (Scenario 1B) will result in the deficit becoming worse.

Scenario 1C matches benchmark if there is a 5% reduction in services (permanent) and a $66m reduction in capital works over to 2023.  If Capital reserved funds from 2012 s508(2) SRV were excluded from operating revenue (as they can’t be applied to operating expense) 1C would also breach the benchmark.  The modelled scenario has been completed to demonstrate what would be required to avoid a SRV and is seen as unviable.  The proposed reductions would be on top of a 10% reduction in workforce (which has already been completed) and productivity assumptions built into all scenarios which involve cumulative savings of $66m ($15m pa by 2023).  In addition Scenario 1C would result in other objectives not being met such as asset backlog reduction.

Scenarios 2 (SRV for sustainability) & 3 (Larger SRV to fund revitalisation) both meet the operating ratio benchmark.  More moderate SRVs would place other ratios at risk and could impact sustainability in the longer term.  If reserves are run down over time investment income reduces impacting the surplus position (Scenario 2 excluding capital funds is in a modest surplus position (which would become a deficit - trending downwards - if reserves are reduced).

· The key reasons for the variances in operating ratio across scenarios are: The base case scenario has the lowest revenue (due to lower investment income resulting from a reduction in reserves).  Scenario 1B (borrowing) has the highest operating costs due to the interest expense associated with borrowing.  This increases as the loan balances increase (due to new loan funds exceeding principal repayments each year).  Scenario 1C has lower costs due to cuts in services and capital works and maintains reserves (interest income).  Scenarios 2 and 3 have higher revenue (SRV rate increases and also higher interest income than the base case due to reserves being stable). 

Sustainable Operating Ratio

The Comrie Report also highlights the ratio should be net of capital revenue (ie revenue required to be spent on capital acquisition).  On this basis a “Sustainable Operating Ratio” has been calculated that excludes 2012 SRV revenue (which is restricted to the sole use of special projects identified in that SRV application).   
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Note: share of profits of airport partnership has been excluded


The exclusion of the 2012 s508(2) SRV from sustainable operating revenue to build a “sustainable view” of the operating ratio impacts all scenarios in a similar manner.  The result however is that Scenario 1C (lower services and capital works) has a more significant operating deficit and would definitely be considered as breaching the target of at least a breakeven operating position.

The sustainable view also positions Scenarios 2 and 3 as having more modest underlying operating surpluses.  Closer to breakeven than the upper range of 10% surplus noted as the upper limit of the benchmark in the Comrie Report.    



Rates and Annual Charges Ratio (Own Source Operating Revenue Ratio)

This ratio measures the level of a council’s fiscal 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 revenue.  Benchmark = Greater than 60%.
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All scenarios reflect strong own-sourced revenue.


[bookmark: _Toc412027142]3.3.2	Financial Indicators Relating to Infrastructure

Building and Infrastructure Backlog Ratio

This ratio shows what proportion the backlog is against total value of a council’s infrastructure.  Benchmark = Less than 0.02x.
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Note: data table included for clarity 

All Scenarios except 1C will result in Council reaching a sustainable position as targeted by 2023.  Scenario 1C reduces expenditure on services and capital works to both moderate impact on the operating deficit and keep Council's reserve position stable.  The consequence of reducing capital works is to not address the asset backlog.  The scenario has been structured to avoid deterioration in the asset backlog.  As noted in comments on operating position 1C is not a viable option but has been modelled to demonstrate the scale of savings which would be required under this scenario.



Asset Maintenance Ratio

This ratio compares actual versus required annual asset maintenance, as detailed in Special Schedule 7.  A ratio of above 1.0x indicates that the council is investing enough funds within the year to stop the infrastructure backlog from growing.  Benchmark = Greater than 1.0x.
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All scenarios reflect the level of maintenance being completed in line with the required maintenance as per the Asset Management Strategy (AMS) except for Scenario 1C.  Scenario 1C has reduced expenditure to avoid the solvency issues that arise in the base case. 

Meeting the benchmark for this ratio is an important element in Council addressing the Asset Backlog.  Not meeting this ratio would mean than certain assets are not being sufficiently maintained which will result in assets deteriorating faster than predicted based on their useful life and not have further issues arising due to assets not being maintained adequately.



Building and Infrastructure Renewals Ratio

This ratio compares the proportion spent on infrastructure asset renewals and the asset’s deterioration measured by its accounting depreciation.  Asset renewal represents the replacement or refurbishment of existing assets to an equivalent capacity or performance as opposed to the acquisition of new assets or the refurbishment of old assets that increase capacity or performance.  Benchmark = Greater than 1.0x.
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Depreciation is greater than expenditure on asset renewals for all scenarios initially however expanded capital works programs for all scenarios except 1C will result in these scenarios meeting the TCorp benchmark. 

Capital Expenditure Ratio

This indicates the extent to which a council is forecasting to expand its asset base with capital expenditure spent on both new assets and replacement / renewal of existing assets.  TCorp benchmark is 1.1X.
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All scenarios except Scenario 1C will reach the benchmark.



[bookmark: _Toc412027143]3.3.3		Financial Indicators Relating to Liquidity Position

Cash Expense Cover Ratio

This liquidity ratio indicates the number of months a council can continue paying for its immediate expenses without additional cash inflow. Benchmark = Greater than 3.0 months.
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Council holds a significant amount of securities at shorter term maturities.  This enables funds to become available in line with the benchmark of 3 months.  

The base case scenario reflects a gradual erosion of reserves which would ultimately result in liquidity issues.  It could be possible that this ratio does not adequately cover liquidity as reserves erode as Council could hold funds in liquid assets but be precluded from using those funds because they are restricted to particular purposes.  Therefore Council could encounter issues prior to what is reflected in the above graph.



Unrestricted Current Ratio

Restrictions placed on various funding sources (eg Section 94 developer contributions, RMS contributions) complicate the traditional current ratio because cash allocated to specific projects are restricted and cannot be used to meet a council’s other operating and borrowing costs.  The Unrestricted Current Ratio is specific to Local Government and is designed to represent a council’s ability to meet debt payments as they fall due.  Benchmark = 1.5x (taken from the IPART December 2009 Revenue Framework for Local Government report).
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The base case scenario breaches the TCorp benchmark calculated - this is due to the significant reduction in reserves (which is invested in current and non-current investments).  Due to the decrease there are less funds available to invest in current investments.  Liquidity is therefore impacted.

Scenario 1B also breaches this ratio.  Borrowing more funds (as with the base case) would help address this breach however as noted borrowing from a weak financial position will not place Council on a sustainable course.  



[bookmark: _Toc412027144]3.3.4		Financial Indicators relating to Debt / Borrowing

Broad Liabilities Ratio

This ratio assesses combined debt and backlog as a percentage of total operating revenue.  Professor Percy has recommended that to be sustainable a council’s Broad Liabilities Ratio should not exceed 60%.  According to Professor Percy even ‘sustainable’ councils need to be vigilant if their ratio is 55% suggesting that many are living on the edge of sustainability.
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NCC currently has a non-sustainable Broad Liability Ratio.  All scenarios except Scenario 1B will become sustainable.  Scenario 1B remains unsustainable as the decrease in the infrastructure backlog is offset by the increase in borrowing.

This ratio however does not present the full story as it is possible for Council to reduce the backlog without increasing borrowing and still have a deteriorating financial position.  The graph below reflects the change in cash and investments as a percentage of operating revenue.  As can be seen Scenario 1 has a significant decrease in cash and investments (in effect a reduction in reserves).       
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If both the broad liability and cash and investments are considered Scenarios1 and 1B both reflect deterioration in Council’s liquidity position based on this metric.  This emphasises that borrowing is in effect a variant of Scenario 1 and once the debt is paid off Council’s position would in fact be worse due to additional costs incurred. 
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Analysis not completed but relevant to the assessment of capacity to meet obligations would be to also recognise other future liabilities such as externally restricted funds, employee liabilities and obligations likely to arise such as remediation of the SWMC.  These obligations will increase over the duration of the LTFP and have been a consideration in assessment of the scenarios.  The impact is largely equivalent for all scenarios however in all instances the liquidity position is impacted adversely.  These future obligations become a particular issue for Scenario 1 due to the reduction in cash and investments.

Debt Service Cover Ratio (DSCR)

This ratio measures the availability of cash to service debt including interest, principal and lease payments.  Benchmark = Greater than 2.0x.

[image: ]

Interest Cover & Debt Service Ratio

Scenario 1B (borrowing) is the only scenario which targets the interest cover benchmark.  All other scenarios do not include borrowing.  Analysis indicates that Council should be in a reasonable operating position before undertaking a borrowing program to ensure capacity to pay principal and interest without a cycle of eroding reserves.  Interest Rate Cover and Debt Service ratios cannot be assessed independently of other KPIs in making borrowing decisions.



Interest Cover Ratio 

This ratio indicates the extent to which a council can service its interest bearing debt and take on additional borrowings.  It measures the burden of the current interest expense upon a council’s operating cash.  Benchmark = Greater than 4.0x.
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The base case scenario will eventually breach the minimum benchmark with a clear downwards trend in the ratio.  This is the result of ongoing funding deficits which ultimately fully erode reserves and would require a borrowing program to provide ongoing operating cash.  This ongoing borrowing program would need to continue indefinitely which is clearly not viable.

The borrowing scenario (1B) will breach the benchmark sooner and whilst the trend appears flatter than the base case the trend will steepen as cash reserves deplete to such a level that borrowing needs to be increased.



[bookmark: _Toc412027145]3.3.5		Balance Sheet Metrics

Reserves
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The base case scenario will result in a substantial reduction in reserves due to year on year operating deficits.  Reserves will not be sufficient to cover externally restricted funding requirements and reserves associated with employee liabilities.  Borrowing would enable Council to maintain reserves however borrowing eventually needs to level out at sustainable levels.  Borrowing would at best therefore be a temporary fix, and as previously indicated is not a viable long term option 



Gross Assets
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The base case scenario has the weakest gross asset position due to the depletion of investments and cash.  Scenario 1B appears in a stronger position however this is solely due to a higher level of borrowing (and the associated liabilities) resulting in a more cash being held in reserves.  Scenario 1C appears reasonable however the gross assets position does not reflect the impact of not addressing the infrastructure backlog, as the backlog is not reflected on the balance sheet.

Only Scenarios 2 and 3 will result in gross assets increasing in real terms.  If the five yearly revaluation cycle is excluded gross asset values decrease over the ten year period for all other scenarios.  



Borrowing
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Scenario 1B reflects additional borrowing.  

All other scenarios involve the gradual repayment of principal in line with current Budget Principles.  Scenario 1 (base case) however results in cash reserves being exhausted which would require additional borrowing in order to provide ongoing cash for operations.  This is not a viable strategy.  Council would not have the capacity to repay the debt unless there was a significant reduction in expenditure (and Council service levels) or other sources of funds (additional revenue).     

Borrowing is an option that can only be prudently considered when Council has sufficient underlying operating surplus to service increased debt.  In the current context any significant increase in borrowing will increase the operating deficit due to interest payments.  In effect without revenue increasing or expenses reducing Council will not have the capacity to pay interest or repay principal.  A continual cycle of borrowing will not be sustainable.


Equity
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Scenarios 1 (base case) and 1B (Borrowing) will result in a substantial reduction in equity (note comment for gross assets re asset revaluation).  Whilst 1B results in reserves (and consequently gross assets) being maintained an increase in liabilities results in equity reducing (the decrease is greater than base case due to interest charges resulting in larger operating deficits). 

Summary

An analysis of these comparative graphs which cover all of the TCorp ratios and some additional data reinforces the key conclusions reached.

Scenario 1 (base case) is not sustainable due to expenditure exceeding funds generated, which erodes reserves to unsustainable levels requiring a borrowing program which will eventually not be able to be continued due to breaches of key ratios.  

Scenarios 1B and 1C do not provide viable alternatives.  Scenario 1B (Borrowing) merely results in delaying the date tough decisions which would need to be made regarding seeking additional revenue or reducing services.  When those decisions are finally made the action will need to be more significant to repair Council’s Balance Sheet.  Scenario 1C reflects service reductions which are not aligned to community needs and expectations and also do not result in Council meeting key sustainability targets.

Scenarios 2 and 3 are sustainable.  There is an initial decrease in reserves due to the extensive investment required in addressing the infrastructure backlog.  Once the backlog ratio is below the target benchmark of 2% and asset renewal works reduces to be in line with sustainable levels both scenarios generate moderate funding surpluses.  These funding surpluses will be largely in line with inflation thereby maintaining the reserves position in real terms. 

 
3.4 Contribution plan costs above the cap

Not applicable.	

4.	Assessment Criterion 2: Community Awareness and Engagement	

The Newcastle 2030 Community Strategic Plan is the guiding document for Council and this was developed over an 18 month long engagement period with the Newcastle community. 

In 2030 Newcastle will be a smart, liveable and sustainable city.  We will celebrate our unique city and protect our natural assets.  We will build resilience in the face of future challenges and encourage innovation and creativity.  As an inclusive community, we will be a leading lifestyle city with vibrant public places, connected transport networks and a distinctive built environment.  And as we make our way toward 2030, we will achieve all this within a framework of open and collaborative leadership.

We have been talking to the Newcastle community about the financial challenges the organisation is facing since as early as 2007.  The Council’s response to these challenges has evolved through successive changes to the elected Councillors and senior management team as well as in response to the feedback received from the community.

Here is a snapshot of the activities undertaken by Council to address these challenges and some of the engagement activities undertaken to date.

· 2007 – The Newcastle Report, Issues for Sustainability

Review Today with the assistance of GHD (international asset management advisors) Access Economics (economic and public finance experts) and Grange Securities (funding analysts and facilitators) completed a review of the financial sustainability of Newcastle City Council including the condition of its infrastructure, asset management practices and financial governance. 

The results and recommendations of the review were widely reported in the local and metro media. 

· 2009 – Sustainability Review undertaken with a view to: 
· Being sustainable in the long term.
· Regaining community confidence.
· Building a cohesive, forward looking and winning culture and being a responsible employer. 

Results of the review and proposed changes to service delivery were reported to the community as the three stages of work were completed. 

· May 2011 – Engagement for yearly budget and delivery plan participation included 51 written submissions and 25 attendees at three information sessions. 

· September/October 2011 – Engagement about one-off s508(2) SRV to fund priority capital projects, including a random telephone survey of 424 residents and 663 responses via an electronic survey.  We also received 34 written submissions and held two workshops with 32 attendees. 

· 2012/2013 – Development of the Integrated Strategic Financial Analysis.

Detailed response to the TCorp review of Council finances.  This led to the development of the ‘talking numbers’ events which provided an in depth look into the finances and to discuss the implications of the TCorp report on Council finances.  The focus was on budget development, funding options and special rate options.

· February 2014 – Proposal for one-off 1.1% increase above the rate cap participation included 689 survey responses with 54% not in support of the increase and 46% in support of the increase.  SRV application did not proceed.

4.1 The Consultation Strategy

On the 24 June 2014, after completion of extensive community consultation, Council resolved to adopt the 2013-2017 Delivery Program and 2014/15 Operational Plan.  The Delivery Program noted that the only major initiative outstanding was the application for the SRV and further noted that the Council would undertake extensive community consultation in regard to the SRV application.  The 2013-2017 Delivery Program further stated that the SRV was a critical element in Council moving from ongoing operating deficits to a sustainable position of recurring operating surpluses. 
  
On 26 August 2014 Newcastle City Council endorsed The Road to Recovery Community Engagement Strategy (see Attachment 6) which outlined the communication and engagement activities to be undertaken prior to the preparation of a s508A SRV application.  The strategy included a comprehensive awareness campaign, a series of consultation sessions and the provision of a range of feedback opportunities.  The key objectives of the community engagement were to: 
1. Inform the community regarding the need for, and extent of, the proposed rate rise.
2. Gauge community support for three proposed rating options.
3. Provide an avenue for community to provide feedback on the three rating options.

A key objective of the engagement strategy was to inform the Newcastle community about:
· Council’s financial situation now and into the future.
· Initiatives already undertaken to improve the Council’s financial position.
· The options proposed to either maintain rates in line with the NSW Government rate peg or to apply for a multi-year rate increase above the rate peg. 
· The impact of the different rating options on the community.

A number of tools were used to inform the community during the engagement period from 3 October to 31 October 2014.

Advertising
Advertisements were placed in a number of local newspapers during October 2014, outlined in Table 4.1.1. 

Table.4.1.1: Advertising
	Publication
	Dates
	Advertisement content

	Newcastle Herald Paid newspaper, available six days a week across the Hunter region.  Circulation approximately 34,931 (average day)
	4 Oct 2014

11 Oct 2014
18 Oct 2014
21 Oct 2014
	Overview of rating options and community drop-in session dates.
Attend community drop-in sessions.
Reminder to have your say and impact
Online: Reminder to have your say and link to Newcastle Voice survey.

	The Star
Free weekly newspaper distributed across Newcastle and Lake Macquarie. Circulation approximately 109,606
	8 Oct 2014

15 Oct 2014
22 Oct 2014
	Overview of rating options and community drop-in session dates.
Attend community drop-in sessions.
Reminder to have your say and impac.t

	The Post
Free weekly newspaper distributed across Newcastle and Lake Macquarie.
	8 Oct 2014

15 Oct 2014
22 Oct 2014
	Overview of rating options and community drop-in session dates.
Attend community drop-in sessions.
Reminder to have your say and impact.

	The Lower Hunter Star
Free weekly newspaper distributed across Maitland and western Newcastle suburbs (Beresfield and Tarro). Circulation approximately 23,644
	10 Oct 2014

17 Oct 2014
24 Oct 2014
	Overview of rating options and community drop-in session dates.
Attend community drop-in sessions.
Reminder to have your say and impact.



Information Booklet
An information booklet outlining Council’s financial position, the three rating options and workings showing the impact of each option in dollar terms was distributed to 72,000 households across the Newcastle Local Government Area (LGA). 

Council News
Council News is a quarterly publication distributed to ratepayers with rates notices.  A full page article on Council’s Road to Recovery was included in the Spring 2014 issue of Council news.  This article outlined the three rating options and invited residents to have their say on the three rating options.  Council’s News was distributed to 54,000 ratepayers with rate notices. 

Media Releases and Coverage
Council’s proposal to apply for an SRV received considerable attention in the media both prior to and during the Road to Recovery engagement period.  A media release was distributed to key media outlets in Newcastle on Friday 3 October 2014 advising of the proposed SRV and engagement activities.  Press and radio coverage ensued over the following weeks, primarily advising residents on how they could have their say on the rating options. 

Lord Mayoral Articles
Six Lord Mayoral articles were featured in local newspapers (The Star and The Post) between 8 October and 20 October 2014.  These articles outlined the background to Council’s current financial position, recent actions undertaken to improve Council’s financial position, and an invitation to residents to have their say on the three rating options. 

Newcastle Voice Newsletters and Communications
Newcastle Voice is Council’s community reference panel.  With over 2,500 members, Newcastle Voice is the primary way in which Council obtains feedback from the community on projects, activities and initiatives.  In the lead up to the Road to Recovery community engagement period, articles were included in the Newcastle Voice newsletter (MyVoice) in August, September and October 2014.  These articles outlined Council’s current financial position, actions that have been taken to improve Council’s financial position, and the three rating options.  An email communication with this information was also sent to all active online members on 3 October 2014. 

Social Media
Residents were notified via the Newcastle Voice Facebook page that they could provide feedback to Council on the three rating options by attending a community drop-in information session or by completing the Newcastle Voice survey (with a link to the survey).  Twitter was also used to distribute information about ways in which community members could provide feedback on the three rating options.
 
Council Website
Extensive information was available on Council’s website during the engagement period including background information regarding Council’s financial position, actions taken to improve Council’s financial position, and the need for a SRV.  Links were available to separate pages outlining Road to Recovery engagement activities, options for consideration, financial modelling, impact of rating options, business and farmland, and questions and answers.  Collectively these pages had 965 page views and 599 unique visitors. 

Community Drop-in Sessions
Nine community drop-in information sessions were held across Council’s library network to allow ratepayers and residents to speak with Council staff directly to ask questions or provide comments or feedback on the three rating options.  The sessions were hosted by Council’s Engagement Team, and were promoted in press advertising and coverage, radio coverage, social media posts, Newcastle Voice communications and on Council’s website.


4.2 Feedback from community consultation

Council is committed to being accessible and inclusive, and actively seeks community input into Council’s decision-making processes.  In line with this, Newcastle residents and ratepayers were invited to have their say on the three rating options via a range of channels including: 
· telephone survey of 400 randomly selected households in the Newcastle LGA
· Newcastle Voice online and paper based survey of Council’s community reference panel and members of the broad community
· feedback slips included as part of the information booklet distributed to households
· online feedback forms
· written and email submissions, and
· community drop-in information sessions.

Feedback from the community consultations
Through these engagement activities, Council received feedback from 1,752 members of the community regarding the Road to Recovery (see figure 4.2.1).  This represents 1.48% of Newcastle’s adult population.

[image: ]
Figure 4.2.1: Number of residents participating in engagement activities



4.2.1Telephone Survey

Methodology
Who conducted the survey?
An independent research company, Micromex Research Services, was contracted to conduct a telephone survey with residents and ratepayers from 400 randomly selected households in the Newcastle LGA.

What questions were asked? 
Questions included satisfaction with the quality of facilities and level of service provided by Council; importance of Council providing better facilities and services; awareness that Council is looking at options to ensure financial sustainability, including the possibility of a special rate variation; level of support for each of the three rating options; rank the three options in order of preference; and, open-ended questions asking reasons for most preferred option.  A 5-point unipolar scale was used for all rating questions where 1 was the lowest satisfaction, importance or support and 5 was the highest satisfaction, importance or support.  A copy of the survey is included in Attachment 5 - Appendix 2.

When was the survey conducted?
The survey commenced on Monday 13 October 2014 and concluded on Saturday 19 October 2014.  Surveying was conducted on weekdays and weekends, during the day and evening.

Who took part in the survey?
A random selection of households in the Newcastle LGA were contacted and invited to take part in the telephone survey.  These households were sourced from the electronic white pages.  Quotas were placed on location (ward) to ensure an equivalent number of responses were obtained from each of Newcastle’s four wards.

How many took part in the survey?
In total, 400 community members residing in the Newcastle LGA were surveyed.  A sample size of n=400 completed interviews has a sampling error +/- 4.9% to 95% confidence.  This means that if the survey was repeated that 19 times in 20 we would expect the same result, within +/- 4.9%.  A sample size of n=400 is sufficient to obtain a robust community measure.



Data handling and analysis.
The data was weighted by age, location and gender to be representative of the Newcastle LGA population.  Data handling and analysis was carried out using Sparq software by Council staff.  Further information on weights applied can be found in Attachment 5 -Appendix 3a, and a copy of the raw data is provided in Attachment 5 -Appendix 3b. 

Mean scores were calculated for all rating scales. Table 4.2.1 outlines mean score interpretation. 

 (
Table 4.2.1: Rating questions- mean score interpretation
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Results
Satisfaction with facilities and services
Respondents were asked to indicate how satisfied they are with the quality of facilities and level of services currently provided by Council.  Overall, 67% of respondents indicated they were satisfied or very satisfied with the quality of facilities provided by Council (Figure 4.2.2).  Similarly, 65% of respondents were satisfied or very satisfied with the level of service provided by Council (Figure 4.2.3).  Analysis of mean scores revealed little in the way of significant differences in key demographic groups.
 
Importance of Council providing better facilities and services
Respondents were also asked to indicate the extent to which they thought it important for Council to provide improved facilities and services.  The vast majority of respondents (93%) said it was important or very important for Council to provide better facilities and services (Figure 4).  Analysis of mean scores revealed no significant differences in key demographic groups.

[image: ]Figure 4.2.2: Quality of facilities (Micromex survey) [image: ]Figure 4.2.3: Level of service (Micromex survey)
[image: ]Figure 4: Importance of facilities and services (Micromex survey)




Awareness of Council’s financial position
Overall, 44% of respondents were aware that Council is exploring options to ensure financial sustainability.  As the survey was conducted at the beginning of the engagement period, it is envisaged this figure would have been higher by the end of the engagement period given promotional activities continued after the survey had closed.  Awareness is higher amongst those who own their property versus those who rent, and higher among respondents aged 40-70+ years versus those aged 18-24 years.

Table 4.2.2: Awareness of Council's financial position (Micromex survey)
[image: ]

Support for the three rating options
Respondents were asked to indicate their level of support for each of the three rating options using a 5 point scale.  Results are presented in Figure 4.2.5.  Overall, Option 2 - fund financial sustainability - received the highest level of support, with 54% supportive or very supportive of this option.  Levels of support for Options 1 and 3 were similar with 33% and 32% of respondents respectively indicating they were supportive or very supportive of these options. 

[image: ]
Figure 4.2.5: Support for each rating option (Micromex survey)

In terms of significant differences, those who own a property in the Newcastle LGA were less supportive of Option 3 than those who rent.  Those aged 18-24 years and 40-54 years were significantly more supportive of Option 2 than those aged 55-69 years.



Ranked order of preference
In addition to indicating their level of support for each of the three rating options, respondents were also asked to rank the three options in order of preference.  The results are shown in Figure 6.  Just over half (52%) of respondents ranked Option 2 - fund financial sustainability – as their first preference.  One in four (28%) or respondents ranked Option 1 - take no action- as their first preference, with the remaining 20% of respondents opting for Option 3 – fund revitalisation as the first preference.

[image: ]
Figure 4.2.6: Order of preference- rating options (Micromex survey)

Reasons for preferred option
Option 1- take no action- was the preferred option amongst 28% of respondents.  The reasons given for preferring this option related primarily to affordability, particularly for pensioners and those on fixed incomes, and Council’s financial management. 

Option 2- fund financial sustainability- was the most preferred option with 52% of respondents selecting this as their first preference.  The reasons given for preferring this option relate to it being an affordable, reasonable increase that will see service levels maintained or improved. 

Option 3- fund revitalisation- was the most preferred option by 20% of respondents.  The reasons given for preferring this option related to a desire to see services improved. 


4.2.2 Newcastle Voice Survey

Methodology
Who conducted the survey?
The Newcastle Voice survey was conducted by Council’s Engagement Team.

What questions were asked? 
The questionnaire was the same as the telephone survey.  Please refer to Attachment 5 -Appendix 2 for a copy of the survey.

When was the survey conducted?
The survey commenced on Monday 13 October 2014 and closed on Sunday 26 October 2014.  

Who took part in the survey?
Newcastle Voice is Council’s community reference panel.  Individuals join Newcastle Voice to have their say on a variety of Council projects and activities via surveys, workshops and information sessions.  All online active Newcastle Voice members residing in the Newcastle LGA (n= 1992) were emailed a survey invitation on 13 October 2014.  Electronic reminders to those online Newcastle Voice members who had not yet completed the survey were sent on 20 October and 24 October 2014. 

The survey was also printed and distributed in hard copy to those Newcastle Voice members who requested printed surveys (n= 261).  The survey was mailed out on 16 October 2014.  A pre-paid envelope was included to encourage their return. 

The survey was also available to members of the broad community to complete via a link on Council’s website.  This was publicised via the Road to Recovery information booklet and online Herald advertising.

How many took part in the survey?
In total, n= 689 Newcastle Voice members took part in the survey, representing an overall response rate of 30.6% (online response rate of 31.3% and hard copy response rate of 24.9%).  A further n= 211 members of the broad community completed the survey via Council’s website, taking the total number of survey respondents to n= 900.

 (
Table 4.2.
3
: Rating questions- mean score interpretation
)Data handling and analysis.
[image: ]Data was weighted by age, location and gender to be representative of the Newcastle LGA population. Data handling and analysis was carried out using Sparq software by Council staff. Further information on weights applied can be found in Attachment 5 -Appendix 5a, and a copy of the raw data is provided in Appendix 5b. 

Mean scores were calculated for all rating scales. Table 3 outlines mean score interpretation. 








Results
Satisfaction with facilities and services
Respondents were asked to indicate how satisfied they are with the quality of facilities and level of services provided by Council.  Overall, 42% of respondents indicated they were satisfied or very satisfied with the quality of facilities provided by Council in the local area (Figure 4.2.7).  Similarly, 42% of respondents were satisfied or very satisfied with the level of service provided by Council (Figure 4.2.8).  Analysis of mean scores revealed little in the way of significant differences in key demographic groups. 

Importance of Council providing better facilities and services
Respondents were also asked to indicate the extent to which they thought it important for Council to provide improved facilities and services.  The majority of respondents (82%) said it was important or very important for Council to provide better facilities and services (Figure 4.2.9).  Analysis of mean scores revealed females place greater importance on providing better facilities and services than males.

[image: ]
Figure 4.2.7: Quality of facilities (Newcastle Voice survey)

[image: ]Figure 4.2.8: Level of service (Newcastle Voice survey)

[image: ]Figure 4.2.9: Importance of facilities and services (Newcastle Voice survey)



Awareness of Council’s financial position
Overall, 85% of respondents were aware that Council is exploring options to ensure financial sustainability. Awareness was higher amongst those who own their property versus those who rent their property. 

Table 4.2.4: Awareness of Council's financial position (Newcastle Voice survey)
[image: ]

Support for the three rating options
Respondents were asked to indicate their level of support for each of the three rating options using a 5 point scale.  Results are presented in Figure 4.2.10.  Overall, Option 2- fund financial sustainability- received the highest level of support, with 46% supportive or very supportive of this option.  One in four respondents (25%) were supportive or very supportive of Option 1, and just over one in three respondents (36%) were supportive or very supportive of Option 3. 

[image: ]
Figure 4.2.10: Support for each rating option (Newcastle Voice survey)

In terms of significant differences, those who own a property in the Newcastle LGA were less supportive of Option 3 than those who rent.  Similarly, those aged 18-39 years were more supportive of Option 3 than those aged 70+years.  In regard to Option 2, females were more supportive of this option than males.



Ranked order of preference
In addition to indicating their level of support for each of the three rating options, respondents were also asked to rank the three options in their order of preference.  The results are shown in Figure 4.2.11. Similar to the telephone survey, one in four (29%) of respondents ranked Option 1 - take no action - as their first preference.  Option 2 - fund financial sustainability received the greatest support, with 38% of respondents indicating this as their first preference, closely followed by Option 3 - fund revitalisation at 34%.

[image: ]
Figure 4.2.11: Order of preference- rating options (Newcastle Voice survey)


Reasons for preferred option
Option 1 - take no action - was the preferred option amongst 29% of respondents.  The reasons given for preferring this option related primarily to Council’s financial management and affordability concerns, particularly for pensioners and those on fixed incomes. 

Option 2 - fund financial sustainability - was the most preferred option with 38% of respondents selecting this as their first preference.  The reasons given for preferring this option relate to it being a reasonably moderate increase that will see service levels maintained, but respondents also noted that Council adequately manage their finances. 

Option 3 - fund revitalisation - was the most preferred option by 34% of respondents.  The reasons given for preferring this option related to a desire to see services and the City improved. 


4.2.3 Feedback slips
Included in the Road to Recovery information booklet distributed to households across the LGA was a feedback slip that members of the community could complete and return to Council via mail or by dropping the completed slip into a local library. 

What questions were asked? 
The feedback slip asked respondents to rank the three rating options in their order of preference and also provided the opportunity for respondents to enter any comments they had about Newcastle’s Road to Recovery.  Basic demographics including age, gender and postcode were also collected.

How many completed the feedback slip?
In total, 280 members of the community returned the feedback slip by 31 October 2014.  

Who completed the feedback slip?
The slip was completed by residents across all four wards, with an equal proportion of males and females providing feedback.

Table 4.2.5: Respondent profile[image: ]

Data handling and analysis.
Of the 280 returned feedback slips, 274 contained an attempted completion of the rank order question.  As not all respondents completed the rank order question in full (ie did not rank all three options), only first preferences percentages are reported.  Data has not been weighted.

Results
In contrast to the telephone and Newcastle Voice surveys, Option 3 received the highest level of support with 38% of respondents who completed a feedback slip indicating this as their most preferred option.  This was followed by Option 1, which was the first preference among 34% of respondents, and Option 2, which was the first preference among 28% of respondents. 
[image: ]
 (
Figure 4.2.
12
: Preferred option (feedback slip)
)
Reasons for preferred option
Similar to the telephone and Newcastle Voice surveys, the main reasons given by the 34% of respondents favouring Option 1 - take no action - were affordability and Council not adequately managing its financial situation in the past.  Those who preferred Option 2 - fund financial sustainability (28%) - also commented on Council’s financial management practices.  The main reasons given by the 38% of respondents who preferred Option 3 - fund revitalisation - related to wanting to see a better future for Newcastle, including the completion of priority projects and ensuring Newcastle has adequate infrastructure.   


4.2.4 Online feedback form
In addition to the surveys and feedback slips, members of the Newcastle community were also able to indicate their preferred rating option via an online feedback form available on Council’s website. 

What questions were asked? 
The form asked respondents to rank the three rating options in their order of preference. Basic demographics including age, gender and postcode were also collected.

How many completed the online?
In total, 79 members of the community completed the online form by 31 October 2014. However, after data cleansing (see data handling and analysis below), 59 valid responses remained. 

Who completed the online form?
The slip was completed by residents across all four wards, with an equal proportion of males and females providing feedback.


Table 4.2.6: Respondent profile[image: ]

Data handling and analysis.
Data was cleansed so that multiple responses from the same IP address received in a short time frame (<2 minutes) were excluded from the dataset.  This resulted in 59 valid responses. 

Results
Similar to results from the feedback slip, Option 3 - Fund revitalisation - received the highest level of support, with 42% of respondents indicating this as their first preference.  This was followed by Option 1, with 34% first preference, and Option 2 which had 24% first preference (see Figure 4.2.13).
[image: ]
Figure 4.2.13: Order of preference- rating options (Online feedback form)

4.2.5 Email submissions
 (
Figure 4.2.
14
: Preferred option (email submissions)
)[image: ]Members of the Newcastle community also had the opportunity to submit feedback on the three rating options via email.  A total of 26 email submissions were received by Council.  Of these, 25 indicated a preferred option (Figure 4.2.14).  In line with the feedback slip and online form, Option 3 - Fund revitalisation - was the most preferred option amongst those submitting a response via email.

Reasons for preferred option
There were a relatively small number of email submissions, and the comments were broadly consistent with those received via other forums. 



4.2.6 Community drop-in information sessions
Nine community drop-in sessions were held across Council’s library network to allow ratepayers and residents to speak with Council staff directly to ask questions or provide comments or feedback on the three rating options.  The sessions were hosted by two members of Council’s Engagement Team.  The drop-in sessions were promoted in press advertising and coverage, radio coverage, social media posts, Newcastle Voice communications and on Council’s website.  In total, 67 residents and ratepayers attended the sessions.  Table 4.2.7 outlines attendance by location.

Table 4.2.7: Attendance at community drop-in information sessions
[image: ]

5. Assessment criterion 3: Impact on ratepayers	

5.1 Impact on rates

Council has completed the worksheets in Part A of the application which will provide the imformation and calculations underpinning the proposed rating structure, the impact of the SRV and average rate increases.  This information, including proposed cumulative increases as well as the annual increases in both percentage and dollar terms, was clearly communicated to all rate payers during the engagement process.

In tables 5.1.1 and 5.1.2 Council provides a detailed explanation of the proposed rating structure under two scenarios – the proposed rating structure if the SRV application is approved and the proposed structure should it not be approved.

Ordinary Rates 

In summary, the proposed structure of the rates, with the exception of the level of the minimum rate for business ratepayers, remains unchanged from that used in 2014/15, regardless of whether Council’s SRV application is approved or not.  This structure utilises three main catergories of ordinary rate:
· Residential
· Business and
· Farmland.

In addition to these, Council utilises 18 sub categories of the Business category for the rating of major commercial and industrial uses.  These sub categories are determined in terms of Section 529 of the Local Government Act. 

All ordinary rates will be subject to a minimum rate with the exception of the residential category where a 50% base rate will be utilised.  The Business sub categories are calculated subject to the same minimum rate as applies to the Farmland and Business categories.

Special Rates
Council levies 17 special rates on various special benefit areas throughout the LGA.  Details of each of these is contained within Worksheet 3 of Part A of this application.  The purpose of each is:

· The Hunter Mall special rate is levied on land (56 properties) which is categorised as Business and located within the area known as the ‘Hunter Mall Town Improvement District’.  The special rate is levied for the purposes of defraying the cost of continuing additional horticultural and cleansing services and street furnishings determined to be of special benefit to the ‘Hunter Mall Town Improvement District’.

· Each of these special rates is levied on land which is categorised as Business and is located in either of the Mayfield, Hamilton, Wallsend, New Lambton or City centre Business Districts.  The rate is levied on 1,464 properties for the purpose of defraying the additional cost of promotion, beautification and development of these Business Districts.

· Council’s application is based on 2014/15 notional general income from special rates being increased by the rate peg percentage of 2.4% only.  This is due to Council’s special rates being levied in terms of Section 495 and no additional works, services, facilities or activities being provided to the special rate payers beyond those funded by a 2.4% increase in special rate income.  As there is no additional benefit provided, there is no justification to increase the special rate income from these areas.

Table 5.1.1 – Rates Structure if application approved. 
	RATE
	MINIMUM RATE
	AD Valorem Amount Cents in $
	BASE AMOUNT

	ESTIMATED RATE YIELD PA $’s

	
	
	
	$
	
	

	Ordinary Rates
	
	
	
	% of Total Rates
	

	Residential
	Nil
	0.247486
	579.85
	50
	                  70,890,399 

	Business 
	$768.40
	1.782303
	Nil
	Nil
	                  31,302,949 

	Farmland
	$768.40
	0.362939
	Nil
	Nil
	37,516

	Business Sub-Categories
	
	
	
	
	

	Inner City Suburban Shop. Centre 
	$768.40
	2.423125
	Nil
	Nil
	127,941

	Suburban Shopping Centre         
	$768.40
	2.67045
	Nil
	Nil
	361,846

	Kotara Major Commercial Shopping Centre     
	$768.40
	2.794778
	Nil
	Nil
	1,131,885

	Maj. Commercial Shopping Centre (Inner City)   
	$768.40
	2.20036
	Nil
	Nil
	268,664

	Kotara Homemaker's Centre    
	$768.40
	1.357076
	Nil
	Nil
	444,171

	Jesmond Major Commercial Shopping Centre    
	$768.40
	3.828448
	Nil
	Nil
	444,100

	Waratah Major Commercial Shopping Centre      
	$768.40
	4.239159
	Nil
	Nil
	312,426

	Wallsend Major Commercial Shopping Centre     
	$768.40
	4.302056
	Nil
	Nil
	355,780

	The Junction Major Commercial Shopping Centre  
	$768.40
	3.211115
	Nil
	Nil
	166,978

	Kooragang Industrial Coal Zone    
	$768.40
	1.325456
	Nil
	Nil
	877,796

	Kooragang Industrial Centre
	$768.40
	1.229051
	Nil
	Nil
	2,275,051

	Mayfield North Heavy Industrial Centre
	$768.40
	0.738126
	Nil
	Nil
	519,641

	Mayfield North Industrial Centre
	$768.40
	1.306877
	Nil
	Nil
	685,692

	Carrington Industrial Centre
	$768.40
	1.889113
	Nil
	Nil
	2,261,908

	Broadmeadow Industrial Centre    
	$768.40
	2.449381
	Nil
	Nil
	118,795

	Hexham Light Industrial Centre
	$768.40
	2.143608
	Nil
	Nil
	747,893

	Carrington  Industrial Coal Zone
	$768.40
	2.106797
	Nil
	Nil
	632,039

	Kooragang North Coal Zone
	$768.40
	1.562737
	Nil
	Nil
	1,093,916

	
	
	
	
	
	

	Special Rates
	
	
	
	
	

	City centre - City East
	Nil
	0.390465
	Nil
	Nil
	181,450

	City centre - Darby St
	Nil
	0.091603
	Nil
	Nil
	27,512

	City centre - City West (Close Zone)
	Nil
	0.168818
	Nil
	Nil
	246,014

	City centre - City West (Distant Zone)
	Nil
	0.084409
	Nil
	Nil
	20,341

	City centre – Tower
	Nil
	0.390465
	Nil
	Nil
	149,598

	City centre – Mall
	Nil
	0.390465
	Nil
	Nil
	119,365

	City centre – Civic (Close Zone)
	Nil
	0.219906
	Nil
	Nil
	85,444

	City centre – Civic (Distant Zone)
	Nil
	0.109953
	Nil
	Nil
	6,034

	Hunter Mall
	Nil
	0.315818
	Nil
	Nil
	85,240

	Mayfield Business District 
	Nil
	0.111995
	Nil
	Nil
	73,031

	Hamilton Business District - Zone A
	Nil
	0.247916
	Nil
	Nil
	81,809

	Hamilton Business District - Zone B
	Nil
	0.123958
	Nil
	Nil
	34,237

	Hamilton Business District - Zone C
	Nil
	0.061979
	Nil
	Nil
	14,983

	Wallsend Business District - Zone A
	Nil
	0.393972
	Nil
	Nil
	97,932

	Wallsend Business District - Zone B
	Nil
	0.196986
	Nil
	Nil
	12,806

	Wallsend Business District - Zone C
	Nil
	0.295479
	Nil
	Nil
	24,436

	New Lambton Business District 
	Nil
	0.138143
	Nil
	Nil
	14,097








Table 5.1.2 Rates Structure should the Application not be approved

	RATE
	MINIMUM RATE
	AD Valorem Amount Cents in $
	BASE AMOUNT

	ESTIMATED RATE YIELD PA $’s

	
	
	
	$
	
	

	Ordinary Rates
	
	
	
	% of Total Rates
	

	Residential
	Nil
	0.234552
	549.60
	50
	                  67,188,943 

	Business 
	$728.60
	1.688045
	Nil
	Nil
	                  29,642,841 

	Farmland
	$728.60
	0.344112
	Nil
	Nil
	35,571

	Business Sub-Categories
	
	
	
	
	

	Inner City Suburban Shop. Centre 
	$728.60
	2.297481
	Nil
	Nil
	121,307

	Suburban Shopping Centre         
	$728.60
	2.531985
	Nil
	Nil
	343,084

	Kotara Major Commercial Shopping Centre     
	$728.60
	2.649864
	Nil
	Nil
	1,073,195

	Maj. Commercial Shopping Centre (Inner City)   
	$728.60
	2.086265
	Nil
	Nil
	254,733

	Kotara Homemaker's Centre    
	$728.60
	1.286709
	Nil
	Nil
	421,140

	Jesmond Major Commercial Shopping Centre    
	$728.60
	3.629931
	Nil
	Nil
	421,072

	Waratah Major Commercial Shopping Centre      
	$728.60
	4.019349
	Nil
	Nil
	296,226

	Wallsend Major Commercial Shopping Centre     
	$728.60
	4.078984
	Nil
	Nil
	337,332

	The Junction Major Commercial Shopping Centre  
	$728.60
	3.044615
	Nil
	Nil
	158,320

	Kooragang Industrial Coal Zone    
	$728.60
	1.256729
	Nil
	Nil
	832,281

	Kooragang Industrial Centre
	$728.60
	1.165322
	Nil
	Nil
	2,157,085

	Mayfield North Heavy Industrial Centre
	$728.60
	0.699852
	Nil
	Nil
	492,696

	Mayfield North Industrial Centre
	$728.60
	1.239113
	Nil
	Nil
	650,138

	Carrington Industrial Centre
	$728.60
	1.791159
	Nil
	Nil
	2,144,624

	Broadmeadow Industrial Centre    
	$728.60
	2.322371
	Nil
	Nil
	112,635

	Hexham Light Industrial Centre
	$728.60
	2.032460
	Nil
	Nil
	709,114

	Carrington  Industrial Coal Zone
	$728.60
	1.997553
	Nil
	Nil
	599,266

	Kooragang North Coal Zone
	$728.60
	1.481707
	Nil
	Nil
	1,037,195

	
	
	
	
	
	

	Special Rates
	
	
	
	
	

	City centre - City East
	Nil
	0.390465
	Nil
	Nil
	181,450

	City centre - Darby St
	Nil
	0.091603
	Nil
	Nil
	27,512

	City centre - City West (Close Zone)
	Nil
	0.168818
	Nil
	Nil
	246,014

	City centre - City West (Distant Zone)
	Nil
	0.084409
	Nil
	Nil
	20,341

	City centre – Tower
	Nil
	0.390465
	Nil
	Nil
	149,598

	City centre – Mall
	Nil
	0.390465
	Nil
	Nil
	119,365

	City centre – Civic (Close Zone)
	Nil
	0.219906
	Nil
	Nil
	85,444

	City centre – Civic (Distant Zone)
	Nil
	0.109953
	Nil
	Nil
	6,034

	Hunter Mall
	Nil
	0.315818
	Nil
	Nil
	85,240

	Mayfield Business District 
	Nil
	0.111995
	Nil
	Nil
	73,031

	Hamilton Business District - Zone A
	Nil
	0.247916
	Nil
	Nil
	81,809

	Hamilton Business District - Zone B
	Nil
	0.123958
	Nil
	Nil
	34,237

	Hamilton Business District - Zone C
	Nil
	0.061979
	Nil
	Nil
	14,983

	Wallsend Business District - Zone A
	Nil
	0.393972
	Nil
	Nil
	97,932

	Wallsend Business District - Zone B
	Nil
	0.196986
	Nil
	Nil
	12,806

	Wallsend Business District - Zone C
	Nil
	0.295479
	Nil
	Nil
	24,436

	New Lambton Business District 
	Nil
	0.138143
	Nil
	Nil
	14,097



Impact on Ratepayers
In summary, the impact on average rates for all categories and sub-categories of Council’s proposed SRV is described below.  As part of the Road to Recovery engagement campaign these impacts were clearly communicated to the community both at average rate and at selected land value level.



Table 5.1.3 Cumulative Impact on average rates of Council’s proposed 8% PA special variation

	
	2014/15 Year 0 ($)
	2019/20 Year 5 ($)
	$ Increase
	%  Increase

	Residential
	1,074
	1,578
	504
	46.9%

	Business
	6,437
	9,422
	2,986
	46.4%

	Farmland
	1,930
	2,836
	906
	46.9%

	Business - Sub Categories
	
	
	
	

	Inner City Suburban Shop. Centre 
	59,232
	87,031
	27,799
	46.9%

	Suburban Shopping Centre         
	83,761
	123,072
	39,311
	46.9%

	Kotara Major Commercial Shopping Centre     
	1,048,042
	1,539,917
	491,875
	46.9%

	Maj. Commercial Shopping Centre (Inner City)   
	124,381
	182,757
	58,376
	46.9%

	Kotara Homemaker's Centre    
	137,090
	201,430
	64,340
	46.9%

	Jesmond Major Commercial Shopping Centre    
	411,203
	604,193
	192,990
	46.9%

	Waratah Major Commercial Shopping Centre      
	289,283
	425,052
	135,769
	46.9%

	Wallsend Major Commercial Shopping Centre     
	329,426
	484,035
	154,609
	46.9%

	The Junction Major Commercial Shopping Centre  
	154,610
	227,172
	72,562
	46.9%

	Kooragang Industrial Coal Zone    
	135,462
	199,039
	63,576
	46.9%

	Kooragang Industrial Centre
	31,917
	46,897
	14,980
	46.9%

	Mayfield North Heavy Industrial Centre
	96,230
	141,393
	45,163
	46.9%

	Mayfield North Industrial Centre   
	70,544
	103,653
	33,109
	46.9%

	Carrington Industrial Centre
	36,743
	53,988
	17,245
	46.9%

	Broadmeadow Industrial Centre    
	109,995
	161,619
	51,624
	46.9%

	Hexham Light Industrial Centre
	13,066
	19,198
	6,132
	46.9%

	Carrington Industrial Coal Zone
	292,611
	429,941
	137,331
	46.9%

	Kooragang North Coal Zone
	506,443
	744,130
	237,688
	46.9%



Council has generally applied the increase in rates uniformly across all categories and sub-categories.  The cumulative increase to the Business category is slightly lower to accommodate a reduction in 2015/16 permissable income for this category due to previous income losses for valuation on objection amendments.

Business Ratepayers
Table 5.1.4 provides a dissection of the impact on ordinary business ratepayers (excluding sub-categories) in detailing the increases in annual rate levels between 2014/15 and 2019/20.  Importantly, these increases are inclusive of the rate peg increase.  Whilst the increases for the average business ratepayer is $2,986 further analysis of the potential impact on individual business ratepayers indicates that the annual increase for the majority of business ratepayers is relatively modest as summarised below:

· 15.2% of business properties annual rates will increase by less than $400
· 23.7% of business properties annual rates will increase by less than $700
· 30.6% of business properties annual rates will increase by less than $1,000 
· 46.1% of business properties annual rates will increase by less than $1,600
· 54.8% of business properties annual rates will increase by less than $2,000.

Table 5.1.4  Impact on ordinary business ratepayers

	Increase between 2014/15 and 2019/20 – Annual Rate level
	Number Business Ratepayers
	% of total 
	Cumulative %

	< $400
	685
	15.2%
	15.2%

	>=$400 and <$700
	386
	8.5%
	23.7%

	>=$700 and <$1,000
	310
	6.9%
	30.6%

	>=$1,000 and $1,300
	337
	7.5%
	38.0%

	>=$1300 and $1600
	365
	8.1%
	46.1%

	>=$1600 and $2,000
	393
	8.7%
	54.8%

	>=$2,000
	2,044
	45.2%
	100.0%

	TOTAL
	4,520
	100%
	



The real impact of the rate increases is further moderated given the tax deductable nature of rates as a business expense.  Accordingly the impact of the proposed SRV on business properties is considered reasonable given the above analysis, which indicates that more than 50% of Business ratepayers will experience an annual increase of less than $2,000 over the five year SRV period.


5.1.1 Minimum Rates
The special variation may affect ordinary rates, special rates and/or minimum rates.

	Does the council have residential minimum rates?
	Yes |_| 
	[bookmark: Check7]No |X|



What will the residential minimum rate be after the increase? Not Applicable - no minimum residential rate applies.

The minimum rate used (where applicable) in each funding option is the minimum rate amount for 2014/15 extended by the relevant rate increase ie 2.4% for Option 1, (the base case) and 8% for Option 3, (the proposed SRV).  The same minimum rate will apply to all categories of rates (other than residential) under each option ie $768.40 if the SRV is approved or $728.60 if the SRV is not approved.  Minimum rates apply to the Ordinary Business, Business Sub-categories and Farmland categories only. Residential rates will continue to be calculated using a 50% base amount.  

Table 5.1.1a below illustrates there is minimal  impact in adjusting the minimum rate when using either the rate peg or the proposed SRV rate increases.  In short the number of rate payers paying the minimum rate varies only slightly despite the minimum rate being adjusted from $728.60 to $768.40.  There are 4,755 properties within the listed categories/sub-categories with 455 (9.6%) and 466 (9.8%) paying the minimum rate under the base case and proposed SRV options, respectively.

Table 5.1.1a Impact of adjusting the minimum rate when using either the base case or proposed SRV options

	Category/Sub Category
	Number of Properties on Minimum Rate

	
	2015/16 (base case)
	2015/16 (SRV)

	Farmland
	1
	1

	Business
	442
	451

	Kooragang Industrial Coal Zone    
	1
	1

	Kooragang Industrial Centre
	8
	9

	Hexham Light Industrial Centre
	1
	2

	Carrington Industrial Centre
	2
	2

	Total Minimum Ratepayers
	455
	466

	Total Properties 
	4,755
	4,755

	% of properties paying Minimum
	9.6%
	9.8%




5.2 Consideration of affordability and the community’s capacity and willingness to pay
In assessing the proposed SRV Council has carefully considered issues of capacity and willingness to pay.  After consideration of all available indicators, Council is confident that there is reasonable capacity and an acceptable level of willingness to pay the rate increases proposed in this application within the Newcastle community.

After extensive community engagement, there is strong evidence that the majority of residents are willing to pay higher rates in return for financial sustainability and maintained or improved service delivery levels to provide for the revitalisation of the City.  Survey results displayed greater than 70% of our community supports a rise above the rate cap. (see Section 4.2 above).  Feedback from the community consultations for more information) it is also clear there is widespread community support for the services provided by Council and an appreciation of the need to increases rates to ensure financial sustainability and provide the service delivery levels desired by the community.

The Newcastle Voice community reference panel compiled a report ‘Comparative Analysis Data 2014’ Attachment 14 in November 2014 to provide a comparative analysis on the capacity to pay of Newcastle and other LGAs within NSW by drawing on multiple data sets.  It outlines Newcastle’s position in terms of social health, socio-economic disadvantages, and the impact of rates on households’ yearly incomes. 

In order to determine Newcastle’s stance this report looks at two separate comparative LGA sets. 

The first looked at neighbouring LGAs including:
· Lake Macquarie
· Maitland
· Port Stephens
· Cessnock and 
· Wyong. 

The second looked at LGAs that are of an equivalent size and infrastructure disposition including:
· Lake Macquarie 
· Maitland
· Wollongong 
· Coffs Harbour 
· Shoalhaven and 
· Tweed. 

In summary, after assessment of this data and other comparative information the following evidence suggests Newcastle ratepayers have the capacity to pay the rate levels proposed by the SRV:

· Average rates comparison confirms Newcastle’s residential average rates are significantly lower than surrounding and comparable councils – see further details within this section.

· Relatively high income levels – Newcastle has the highest average taxable income of neighbouring LGA’s and Group 5 councils with $47,269 per annum.  Newcastle’s median annual household income of $60,580 is second only to Maitland within the two data sets.  Additionally, the personal median weekly income for Newcastle residents ($563) is in line with the NSW average ($561) and higher than all other comparative areas.  Refer table 5.2.5.

· As a consequence of the above evidence , the average rates to personal income ratio illustrates Newcastle ratepayers are favourably positioned to pay any increase in rates – see further details within this section.

· Council’s outstanding rates and annual charges ratio compares favourably with other councils and displays an ongoing downwards trend - see table 5.2.4.   

· Monthly mortgage repayments for Newcastle ($1,777) are lower than NSW ($1,993) average but are in line with the other LGAs. 

· The 2011 Socio-Economic Indexes for Areas (SEIFA) published by the Australian Bureau of Statistics reveals that the Newcastle LGA has a relative lack of socio-economic disadvantage and greater level of advantage in general, compared to other areas – see further detail within this section.

· Newcastle has the lowest amount of mortgage stress of the 11 councils within the two datasets.  Newcastle’s result is 7.1%. Significantly lower than the NSW (11.1) average. 

· The median weekly rent for Newcastle ($275) is lower than the NSW average ($300). 

For those requiring additional financial assistance, Council has increased the rate relief available – see section 5.3 of this application, “Addressing Hardship”.

Average Rates - Residential
An average rates comparison with other similar councils has been considered in two ways.  Firstly, Figure 5.2.1 compares the growth in the average residential rates since 2002/03 projected until the year 2020/21.  The graph illustrates that Newcastle’s growth in its average rate to date (2014/15) has been relatively low.  Should Council’s application be approved the rate of increase to the year 2020/21 would still be on par with Lake Macquarie Council and well below that of Maitland Council.    


Figure 5.2.1 Growth of Average Residential Rates (Group 5 Councils)
[image: ]


Secondly, in terms of the comparison of average residential rates for the current year Newcastle is currently below that of the average for comparable Group 5 Councils .Table 5.2.1 indicates Newcastle, despite its status as a significant regional centre, has the third lowest average rate within the group and is some $51 below the group average of $1,125. 

Table 5.2.1 2014/15 Average Residential Rates


	
	2014/15 Average Residential Rates

	Tweed
	$1,290

	Wollongong
	$1,253

	Lake Macquarie 
	$1,178

	Port Macquarie
	$1,121

	Maitland
	$1,107

	Newcastle
	$1,074

	Coffs Harbour
	$1,006

	Shoalhaven
	$970

	Group Average
	$1,125


Source: Audited 2014/15 Special Schedule 9 Permissible Income Work Papers

If the proposed SRV is approved, residential rates in Newcastle will be more consistently aligned with residential rates in both equivalent sized and neighbouring LGAs.


Average Rates –  Business 

Newcastle’s Business sector contains approximately 12,000 businesses operating within 4,737 rateable assessments.  While small business continues to be, by number, the largest proportion of businesses in Newcastle, Newcastle also has significant major industrial and commercial land users.  These large-scale intensive users range from Port related activities such as Coal Loaders to Regional Shopping Centres.  As each of these activities are significant beneficiaries of Council supplied infrastructure, rate levels for the properties are considerably higher than other Business categorised properties.  This has the effect of increasing the average business rate for Newcastle when compared with other Group 5 Councils.  This is illustrated by the fact that 4.5% (217) of the total business properties (4,737) contributes 29% ($12,826,000) of the total business rate income ($44,129,000).

Table 5.2.2 illustrates the relative position of Council’s average business rates.  While Council’s average Business rates appear relatively high when compared to most other similar councils, it is however important to consider the number, scale and significance of large businesses within the Newcastle LGA, as noted in the paragraph above.  It should also be noted that the average Business rates for Newcastle are significantly lower than Wollongong, an LGA which is considered to have a very comparable profile of major industrial and commercial land users.  With the impact of this SRV application factored in, Newcastle’s average business rate (with sub-categories included), is only marginally (2.9%) higher than Wollongong’s average business rate (inclusive of sub-categories) in the final year of the SRV period – see Table 5.2.3.  

Table 5.2.2 2014/15 Average Business Rates

	

	2014/15 Average Business Rates

	Wollongong
	$10,195

	Newcastle
	$8,649

	Maitland
	$5,606

	Coffs Harbour
	$4,355

	Lake Macquarie 
	$4,307

	Port Macquarie
	$3,604

	Tweed
	$2,956

	Shoalhaven
	$2,146

	Group Average
	$5,227


*Inclusive of all Business Sub-categories
Source: Audited 2014/15 Special Schedule 9 Permissible Income Work Papers

Table 5.2.3 2014/15 Average Business Rates Newcastle/Wollongong

	
	Average Business Rates Payable

	
	Current 
	2015/16
	2016/17
	2017/18
	2018/19
	2019/20

	Wollongong
	$10,195
	$10,717
	$11,270
	$11,608
	$11,956
	$12,315

	Newcastle
	$8,649
	$9,316
	$10,061
	$10,866
	$11,735
	$12,674



Source: Audited 2014/15 Special Schedule 9 Permissible Income Work Papers and IPART Determinations for Special Variation Applications 

Council considers that, notwithstanding the various economic challenges facing Australia generally, Newcastle does offer many benefits for businesses, both large and small.  These include cost effective and convenient transport networks including a soon to be expanded international airport, a growing population and access to sound infrastructure commensurate with Newcastle’s position as a regional centre.  

Outstanding Rates and Charges Ratio

Reinforcing Newcastle ratepayers’ ability to pay the proposed increase is highlighted by Council’s relatively low outstanding rates and annual charge ratio and the on-going downward trend in this measure.  Table 5.2.4 indicates the ratio has reduced from 5.9% to 4.6% over a two year period and remains significantly below the Group average.  Additionally, the current ratio relating to Business rates and charges is only 3.2%, well below Council’s own All Category ratio of 4.6% and the Group average of 5.7%. 


Table 5.2.4 Outstanding Rates and Charges Ratio

	
	Outstanding Rates and Charges ratio

	Year
	All Categories
	Business
	Group Average

	2011/12
	5.90%
	4.10%
	Not Published

	2012/13
	5.10%
	3.40%
	6.4%

	2013/14
	4.60%
	3.20%
	5.7%






Income/Rates ratio

Table 5.2.5 compares the median household income and average residential rates for each of the councils within the Group 5 and neighbouring LGA datasets.  The median household income of Newcastle is the second highest compared with neighbouring LGAs and other equivalent sized councils.  When this income is compared against the 2014/15 average rates payable Newcastle compares favourably in that 1.62% of income is allocated to the payment of annual rates.  This result is the second lowest percentage of the 11 councils within the dataset and reinforces the ability of Newcastle ratepayers to pay the proposed rate increase.


Table 5.2.5 Percentage of income paying rates
 
	Rank
	LGA's
	Adjusted Median weekly household income*
	Adjusted Median Yearly household income*
	2014/15 Avg. Ordinary Residential Rate ($)
	% of income paying rates

	1
	Maitland
	$1,416
	$73,626
	$1,107
	1.50%

	2
	Newcastle
	$1,277
	$66,388
	$1,074
	1.62%

	3
	Port Stephens
	$1,095
	$56,929
	$971
	1.71%

	4
	Wyong
	$1,024
	$53,225
	$926
	1.74%

	5
	Lake Macquarie
	$1,224
	$63,653
	$1,178
	1.85%

	6
	Cessnock
	$1,142
	$59,379
	$1,107
	1.86%

	7
	Coffs Harbour
	$988
	$51,401
	$1,006
	1.96%

	8
	Wollongong
	$1,207
	$62,741
	$1,253
	2.00%

	9
	Shoalhaven
	$901
	$46,842
	$970
	2.07%

	10
	Port Macquarie
	$1,031
	$53,624
	$1,121
	2.09%

	11
	Tweed
	$926
	$48,153
	$1,290
	2.68%



Source: Audited 2014/15 Special Schedule 9 Permissible Income Work Papers, ABS 2011 Census income data.
*  ABS 2011 Census data indexed by the ABS Wage and Labour Price indices 2011 – 2014. 

Council also has a debt recovery and hardship policy which includes industry recognised rate relief mechanisms that assist ratepayers experiencing financial difficulties in meeting their rate commitments.  This program is considered to be fair and reasonable and proposed increases in the value of available assistance will reduce the impact of the rate increase for any ratepayer facing genuine financial hardship.  Further detail is provided at section 5.3 below.

Based on the information and analysis provided above the rate increases are considered to be reasonable and there is sufficient evidence to conclude that these increases are affordable across the community.  Furthermore, based on direct feedback from the community, there is relatively high willingness to pay increased rates to support the objectives of financial sustainability and improved service levels. 

Socio-economic indexes for areas (SEIFA)
The Socio-Economic Indexes for Areas (SEIFA) 2011 published by the Australian Bureau of Statistics reveals that the Newcastle LGA has a relative lack of socio-economic disadvantage and greater level of advantage in general, compared to other areas.

For the purpose of SEIFA, the ABS continues to broadly define relative socio-economic advantage and disadvantage in terms of people’s access to material and social resources, and their ability to participate in society.

SEIFA provides a numerial score to describe different aspects of socio-economic condition of people living in an area.  A higher SEIFA score indicates that the area has lower levels of disadvantage compared to other areas. 

In summary Newcastle’s indice results are: relative socio-economic advantage and disadvantage - 991, relative socio-economic disadvantage – 994 and index of education and occupation – 1011.

Newcastle’s relative postion to other neighbouring and Group 5 Councils is illustrated in the following graphs. 

Graph 5.2.6 Index of relative socio-economic advantage and disadvantage

[image: ]
Source: ABS – Census of Population and Housing: Socio-Economic Indexes of Areas (SEIFA), Australia, 2011

Graph 5.2.6 represents Newcastle has the highest score of the neighbouring and comparable Council dataset.  This high score indicates a relative lack of disadvantage and greater advantage in general within the Newcastle LGA.

Index of relative socio-economic disadvantage
The index of relative socio-economic disadvantage is derived from Census variables related to disadvantage, such as unemployment, low levels of education, low income and dwellings with out motor vehicles.  In examining relative levels of disadvantage in comparison with our peer groups as shown in Graph 5.2.7, it can be seen that Newcastle has a relative lack of social-economic disadvantage and accordingly a greater propensity to pay the proposed increases in rates

Graph 5.2.7 Index of relative socio-economic disadvantage

[image: ]
Source: ABS – Census of Population and Housing: Socio-Economic Indexes of Areas (SEIFA), Australia, 2011

Index of education and occupation

The index of education and occupation looks at cenus variables such as levels of educations and levels of occupation.  In examining education and occupation in comparison with our peer groups, Newcastle has a  relatively high level of education and occupation, higher than all of its peers, indicating Newcastle is in a comparatively strong position, in regard to education, occupation and capacity to pay.













Table 5.2.8 Index of education and occupation
[image: ]
Source: ABS – Census of Population and Housing: Socio-Economic Indexes of Areas (SEIFA), Australia, 2011

In examining SEIFA data, it is evident that the Newcastle Community generally compares favourably to its peers on the relevant socio-economic indices.  This provides some further corroborative evidence that rates in line with those in place in the comparable LGA’s would be reasonable and affordable to the ratepayers of Newcastle.  The current level of residential rates in the Newcastle LGA are generally lower than those in comparable LGA’s and if the proposed SRV is approved the higher rates levels will still continue to compare very favourably with the rates of comparable LGAs.

Council has also referenced the Hunter Research Foundation’s December 2014 quarterly survey of Hunter households in assesing the capacity of the ratepayer to pay the rate increase.  This reveals “that households expect their financial circumstances to improve over the next three months.  This likely reflects positive impacts of lower oil and petrol prices, a stabilising employment picture, and – for indebted households – low interest rates.  Similarly, the Foundation’s quarterly survey of Hunter businesses found that Hunter businesses’ financial performance had improved on balance over the December quarter, continuing the improvement observed over the September quarter.

Looking ahead, the stabilisation of unemployment, a lower Australian dollar, and lower oil prices, are together likely to lead to a further improvement in household and business performance.  This should provide the confidence that Hunter businesses need in order to invest in their businesses and innovate their work practices.

5.3 Addressing hardship 
	Does the council have a Hardship Policy?
	Yes |X|
	No |_|

	(*) Whilst Council has no formal Hardship Policy it has a range of rate relief mechanisms in place which are used annually and will continue to be available in an expanded form from 2015/16.  These mechanisms have received recognition within the rating industry and by the Office of Local Government.  Council staff have made various presentations at the NSW Revenue Professionals Annual Conference and individual rating groups as well as assisting councils develop their own mechanisms.  See Attachment 7 for a full list of rate relief mechanisms.


If Yes, is an interest charge applied to late rate payments?
	













Yes |X|
	













No |_|

	Interest does not apply to late payments on accounts which are subject to a pensioner rate rebate.  Additionally interest charges are waived for non-pensioner accounts on application by the ratepayer - where exceptional circumstances exist. 

Does the council propose to introduce any measures to limit the impact of the proposed SRV on specific groups in the community?

Council currently uses four independent Welfare Agencies to administer a rate relief program on behalf of Council.  This is a program unique to Newcastle and was first introduced in 2006.  The welfare agencies - The Salvation Army; Newcastle Legacy, St Vincent de Paul and The Samaritan Foundation use their own criteria to establish eligibility.  If deemed eligible for assistance a $50 voucher is currently available to be redeemed against a ratepayer’s account each quarter - this equates to a $200 per annum reduction in rates payable.  Council proposes to increase the quarterly voucher value from $50 to $65 ie an additional $60 per annum.  This $60 equates to the increase in the average residential rates payable above the rate peg for the first year of the SRV ie 2015/16.

Where eligible this rebate is in addition to the mandatory pension rebate provided by Council of $250 per annum. 

Importantly each of the local welfare agencies also supplies financial planning advice and counselling to each applicant.


	





Yes |X|
	





No |_|





6. Assessment Criterion 4: Public Exhibition of Relevant IP&R Documents

Council was a group 2 Council when the NSW Division of Local Government implemented the IP&R.  This saw Council undertake development of this new framework in 2010/11 and adopting a full range of IP&R documentation in June 2011.

Council’s IP&R processes 
Council’s framework is shown below

Figure 6.1 Newcastle’s IP&R Framework
[image: C:\Users\KARNOTT\AppData\Local\Microsoft\Windows\Temporary Internet Files\Content.Outlook\SVB0QX2Q\IPR Chart (4).jpg]


Council’s IP&R journey 
Council submitted its first Delivery Program and Operational Plan under IP&R requirements in June 2011.  

Table 6.2 Council’s IP&R journey 

	Document
	Exhibition Period Consultation activities
	Adopted by Council

	Community Strategic Plan - Newcastle 2030
	Intensive community engagement undertaken in 2009-2011.  Over 1,500 people directly helped develop the Newcastle 2030 vision with more than 4,000 conversations about our future.
	15-Mar-11

	Delivery Program 2011-2015, Operational Plan 2011/12 and Resourcing Strategies 2011- 2021
	Community consultation included Council Meetings, Public Exhibition Period 21 April to 23 May 2011.  Three Community Information Sessions, Media Program – briefing, releases and opinion pieces, print advertisements and radio advertisements, Community Information Brochure, Stakeholder Sessions – Blackbutt, Strategic Advisory Committee Meeting, Honeysuckle business Group hosted by GHD and Property Council of Australia, Emails distributed to Newcastle Voice Community Reference Panel members (2,369 members as at May 2011) and attendees at the workshops held for the Community Strategic Plan (approximately 1,500 community members) inviting them to attend the workshops and provide submissions on the Delivery Program.
	21-Jun-11

	Council resolution supporting s508(2)SRV Application
	Council votes to support a s508(2) SRV Application for a capital restricted single year increase of 5% above the rate peg to fund priority projects.
	6-Sep-2011

	Delivery Program 2011-2015, Operational Plan 2012/13 and Resourcing Strategies + s508(2) single year  SRV
	Community consultation included Council Meetings, Public Exhibition Period 2 April to 7 May 2012, Council Expo 18 April, Media Program – briefing, releases and opinion pieces, print advertisements and radio advertisements, Emails distributed to Newcastle Voice Community Reference Panel members.
	15-May-12

	IPART approval of s508(2) 5% one off SRV
	Determination announced in June 2012.
	4-Jun-12

	Annual Report 2011/12
	Published on Council's website and provided to the Office of Local Government.
	27-Nov-12

	Delivery Program 2013-2017 and Operational Plan 2013/14 and Resourcing Strategy Summaries
	Community consultation included Council Meetings, Public Exhibition Period 2 April to 7 May 2012, Council Expo 18 April, Media Program – briefing, releases and opinion pieces, print advertisements and radio advertisements, Emails distributed to Newcastle Voice Community Reference Panel members.
	25-Jun-13

	Revised  Community Strategic Plan - Newcastle 2030
	We continued these conversations in 2012-13 to confirm ongoing support for the Newcastle 2030 vision, strategic objectives and strategies to achieve our shared goals.  More than 1,100 people participated in the review program through the Newcastle 2030 Survey, stakeholder meetings and completion of ideas postcards at community events and libraries.
	25-Jun-13

	Annual Report 2012/13
	Published on Council's website and provided to the Office of Local Government.
	26-Nov-13

	Delivery Program 2013-2017 and Operational Plan 2013/2014 and Resourcing Strategy Summaries
	Community consultation included Council Meetings, Public Exhibition Period 2 April to 7 May 2012, Council Expo 18 April, Media Program – briefing, releases and opinion pieces, print advertisements and radio advertisements, Emails distributed to Newcastle Voice Community Reference Panel members.
	24-Jun-14

	Community Engagement - Road to Recovery  s508A multi-year SRV 
	During October 2014 the key activities to inform the community included an extensive print advertising campaign, an information brochure hand delivered to all households (72,000 copies), and a dedicated section in the quarterly Council News mail out to 54,000 ratepayers and well as information on Council’s website. Media releases opinion pieces, online advertising, feedback forms, social media and newsletters were also used to maximise community awareness.   

Community drop-in sessions were held at all nine branch libraries and these were attended by 67 community members. 

Micromex Research was contracted to conduct an independent, statistically valid random survey of 400 residents in the Newcastle local government area to measure satisfaction and importance of council services, awareness about the special rate variation project and the level of support for the three different options. 

Council’s engagement team also conducted a survey which was open to both Newcastle Voice members and the broader community. In total 899 community members took part in the survey including 688 Newcastle Voice members and 211 members of the broad community
	26-Aug-14

	Council resolution supporting s508A SRV Application
	Council votes to support a s 508A SRV Application for 8% increase (including the rate peg) for five years to ensure financial sustainability and fund the revitalisation of the City 
	25-Nov-14

	Annual Report 2013/2014
	Published on Council's website and provided to the Office of Local Government
	25-Nov-14

	Signal of intention to IPART
	Letter and Council Report submitted to IPART
	9-Dec-14

	Resourcing Strategies (LTFP; WMP; AMS)
	Revised and updated in conjunction with the SRV application process to reflect community feedback and recent Council decisions.
	24 Feb 2015

	IPART Application
	Application submitted to IPART.
	2 Mar 2015



Table 6.3 Current IP&R Documents
	Current IP&R Documents

	Adoption/Approval date
	Council Minutes

	Community Strategic Plan – Newcastle 2030

	25 June 2013
	25 June 2013 Attachment 17

	Delivery Program 2013-2017

	24 June 2014 

	24 June 2014 
Attachment 16

	Operational Plan 2014/15

	24 June 2014

	24 June 2014
Attachment 16

	Long Term Financial Plan 2015-2025

	24 February 2015

	24 February 2015 Attachment 12

	Workforce Management Plan 2013 -2017

	June 2013
(Revised Feb 2015)
	N/a

	Asset Management Strategy 2013-2023

	June 2013
(Revised Feb 2015)
	N/a



The table and commentary above indicates the history of the documents, the periods of public exhibition and when key documents have been adopted.

Council has also documented in Section 3 of this application (Criterion 1) how the IP&R documents the CSP, Delivery Program, Operational Plan, LTFP and AMS (and to a lesser extent the Workforce Management Plan) have been used as key building blocks to reach a decision.  It was necessary to reference the IP&R documents to meet the criteria for Section 3.  This also includes an audit trail of changes made to key documents, for example the CSP update in 2013 and the revisions to the LTFP.  A brief summary is provided below with some commentary (an extract of the revisions made to arrive at the current version of the LTFP 2015-2025 have been included specifically in the section below).  The documents have been used in an integrated manner as follows:

· CSP and customer engagement surveys have been important to identify community needs.  The community needs have been reflected as an input into the LTFP (level of services) and AMS (validating intervention levels).
· The AMS reflects the approach to determine total replacement cost, fair value, unit costs for asset renewal, useful lives and required levels of maintenance and renewal.  All this data is relevant as inputs to the LTFP.
· The LTFP uses data from CSP (community needs), AMS (asset related data), financial statements (baseline data), and the delivery program (Budget Principles, priorities etc) and operational plan (baseline data) to build a financial model that reflects the necessary inputs.  External data sources are also an important input for the LTFP.
· The Delivery Program and operational plan are built based on data from CSP (community priorities linked to projects), detailed capital works programs aligned to AMS, and the long term projections in the LTFP and alignment with the Workforce Management Plan.

The above is a brief summary and therefore not a definitive description of all the inter-dependencies between the respective IP&R documents.  As noted Section 3 of this application provides a more complete description of how the content and analysis in each IP&R document has been applied.  The section below outlines some of the history, community engagement and document revisions in more detail. 

Community Strategic Plan (CSP)
The inaugural Newcastle 2030 Community Strategic Plan was developed through a process of intensive community engagement undertaken over two years from 2009-2011.  Over 1,500 people directly helped develop the Newcastle 2030 vision.  This significant engagement process and the resulting Newcastle 2030 Community Strategic Plan (2011) have been recognised as models of best practice.

The Local Government Act requires Council to work with the community to review the CSP after the commencement of each four-year elected Council term.

More than 1,100 people participated in the 2012-2013 review of the CSP’s vision and strategic objectives through a range of engagement activities, including:
· City Expo Community Event, 1 November 2012
· Newcastle Voice Survey 12 November – 4 December 2012
· Big Draw Community Event, 25 January 2013
· Youth Council Presentation, 28 March 2013
· City Expo Community Event, 11 May 2013
· Student Project, June 2013.

The Newcastle 2030 review was structured to confirm the aspirations and priorities for Newcastle, amend shared objectives and update the proposed strategies in response to actions achieved or changes within the City.

A full copy of the Newcastle 2030 Newcastle Community Strategic Plan adopted by Council on 25 June 2013 is attached as Attachment 1.

The revised CSP confirmed the community’s vision for Newcastle to be a Smart, Liveable and Sustainable City that delivers:

“community focused outcomes and improved service delivery that balances customer expectation, value of service and organisational capacity to deliver and provide sustainable local governance.”

The critical need for Council to be a financially sustainable organisation, while also improving service delivery standards to the level desired by the community is the basis for this application to IPART.

Long Term Financial Plan 2012-2022, 2013-2023, 2015-2025

The development of a LTFP is a requirement under the Division of Local Government, Department of Premier and Cabinet’s IP&R framework for NSW Local Government.

A LTFP for Council was initially developed in 2011 (for the period 2012-2022) and has been progressively updated as required and approved by Council in conjunction with the Annual Operational Plan.  The Delivery Program 2013-2017 and Operational Plan 2014/15 were endorsed by Council on 24 June 2014 and were based on the assumptions in the updated 2013-2023 LTFP, current at that time.  In response to community feedback and some recent Council decisions regarding the reinstatement of services a further revision of the LFTP was undertaken in conjunction with the SRV application process.  It was completed in February 2015 and reflected the community feedback received during the Road to Recovery engagement process.  This latest update of the LTFP 2015-2025 was discussed with Councillors at a workshop in February ahead of the Council meeting on the 24 of February 2015 at which the revised LTFP 2015-2025 was adopted.  A copy of the revised LTFP 2015-2025 is included as Attachment 12.

The LTFP 2015-2025 includes an audit trail of changes made to the various versions of the LTFP.  This has been extracted below to highlight in more detail how the LTFP 2015-2025 has been amended.

The LTFP has been reviewed and updated since the initial plan was developed and this has been a particular focus as part of the last iteration of the Delivery Program (and 2014/15 Operational Plan).
LTFP review/update for 2014/15 Operational Planning Process
The LTFP was updated as part of the operational planning process for 2014/15.  It was during this process that the 6.5% to 6.8% rate cap across five years was estimated as the scale of rate increase required to reach financial sustainability.  Key inputs during that update were:
· Incorporation of current forecast for the 2013/14 financial year results.  This reflected the accelerated timeframe in which some of the savings had been achieved.
· Incorporated the budget from the 2014/15 Operational Plan.
· Updated savings projections based on actual experience at that time.
· Fine-tuned some assumptions including the new rate cap:
· Reflected future rate cap as 3.2% (based on historical data).
· Matched growth in user fees with growth in expenses.
· Held grants and contributions flat.
· Retained employee cost growth as unchanged at 3.25%.
· Reflected Materials and contracts at 3.2%.
· Applied CPI to other expenses.
· Included a 0.2% productivity factor to cover ongoing savings expected of Council.

LTFP review/update prior to the Road to Recovery community engagement regarding the prepared SRV.

An interim review of the LTFP was undertaken prior to undertaking the Road to Recovery community engagement in relation to the available funding options and proposed SRV application.  This was undertaken to ensure that the information being represented to the community was still valid.  In addition modelling was updated for funding Option 1 and undertaken for funding Option 3.  This was done to provide the community with more choices and to assess the community’s appetite for enhanced Council services given the urban renewal that the city was experiencing.  As previously noted Council has made progress addressing its financial position at the same time however the community has focused increasingly on the revitalisation of the City and the improved services expected.  The outcome of this interim review was very helpful as it confirmed that the original analysis was valid with most key variations being within reasonable bounds.  The key updates were:

· Updated the LFTP with final 2013/14 financial results.
· Updated assumptions
· Revised rate cap projections to 3% from 3.2% (IPART guidelines).
· CPI revised based on Commonwealth Bank Australia (CBA) projections (four years).  Subsequent years CPI at 2.5%.
· Labour costs moderated to long term average of 3.1%.
· Blended interest rate for investments based on CBA forecasts and then extrapolated beyond four years based on swap rates.
· Borrowing rates (excluding LIRS) are fixed for current borrowings and average 6.5%.  Additional borrowing has been reflected at 200 basis points above blended deposit rates. 
· Enhanced the model to provide more accurate data on changes to Council’s reserves position. Captured the impact on these changes in reserves on investment income.
· Captured more detail on assets, capital works and disposals.
· Developed additional scenarios (borrowing, reduced services) to validate whether there were other viable options to present to the community as part of the public exhibition. 

This review and update of the LTFP prior the Road to Recovery community engagement campaign validated the analysis undertaken as part of the operational planning process for funding Option 2.  The conclusions reached regarding financial sustainability and the size of the proposed rate increase required, as a minimum to achieve financial sustainability (6.5% to 6.8% per annum over five years), based on the current level of services were confirmed as correct (the increment to cover additional / enhanced services is covered in the next section). 

Final LTFP review/update (prior to lodgement of SRV application)

A final review has been undertaken of the LTFP to ensure that it continues to accurately reflect the current financial position of the organisation as well as the future financial impact of meeting the service level expectations of the community.  Additional data incorporated since the interim review prior to the Road to Recovery engagement:
· The rate peg for 2015/16 announced by IPART.  
· The revised budget for 2014/15 as adopted by Council (September Quarterly review). 
· Some projections were adjusted based on more current data.  The most notable was the FAG has been frozen and actually decreased for Council due to funds being redistributed and a larger share being provided to rural councils.
· Based on IPART discussions the LTFP projections were extended from 2022/23 to 2024/25 to reflect a full 10 years of projections. 

These updates again have validated the need for a rate increase via an SRV to enable Council to reach a financially sustainable position.
 

The key objective of the LTFP 2015-2025 is financial sustainability through the implementation of a series of Council endorsed Budget Principles (detailed in Section 2 of this application), to be achieved while delivering Council’s strategic objectives as specified in Council’s Delivery Program 2013-2017 and Operational Plan 2014/15.  In addition the latest revision of the LTFP 2015-2025, endorsed by Council in February 2015 includes the revised operating costs and increased rates revenue associated with funding Option 3, which is the SRV application option that the elected Council endorsed, in response to the community’s desire for improved service delivery levels.  These Budget Principles and the strategies to address financial sustainability in the long term have been outlined in more detail in Section 3 of this application.

The LTFP 2015-2025 also includes sensitivity analysis to assist Council in understanding the impact that changing assumptions has on the overall financial position of the Council.  A ten year timeframe is very long in forecasting terms and actual numbers are likely to differ from the assumptions used.  Assumptions where possible are based on independently available data such as labour costs, CPI and interest rates.  As Scenarios 1, 1B and 1C were assessed and determined they were unsustainable, no sensitivity analysis was undertaken for these options. 

The LTFP 2015-2025 assesses the current state of Council’s finances and the conclusion reached is that Council is not financial sustainable on its current path.  The LTFP 2015-2025 considers a number of scenarios, both revenue and expenditure related, and concludes that an increase in rates revenue via an SRV (ie Option 2 or Option 3) is the only viable option which will ensure the financial sustainability of the Council.  Taking into account the community’s desire to see the City revitalised and an expectation of improved facilities and service delivery standards Option 3 has been endorsed by Council as the only viable funding option that addresses both financial sustainability and enhanced service level provision required to support the revitalisation of the City.

Asset Management Strategy 2013-2023, 2015-2025

Like many councils across NSW, Newcastle City Council contends with a significant infrastructure maintenance and renewal backlog.  Council has $1.6 billion of infrastructure, property, plant equipment and investment property on its balance sheet. Of this $90.4m ($97.7 2012/13) is in backlog.  

The Asset Management Strategy covers the methodology for determining required (sustainable) levels of infrastructure maintenance and renewal and the determination for the infrastructure backlog.

The AMS has been updated in parallel with the LTFP.  There is a high degree of interdependency between the two documents.


TCorp reviewed Council’s LTFP 2012–2022 and one of their key observations included:

“The liquidity position will reduce over the period and will likely result in Council becoming illiquid if they continue with the scheduled capital expenditure program due to reducing current assets and increasing current liabilities.”

In order to address this liquidity issue, Council needs to maintain its base financial position as well as look to cost savings and revenue raising options for ongoing financial sustainability and backlog management.

One of Council’s adopted Budget Principles including in the Delivery Program (Attachment 2 page 48) is to:

“Reduce Newcastle City Council’s Infrastructure Backlog Ratio to less than 2% over the next 10 years or $32m (in 2012-2013 dollars).”

Based on the analysis undertaken in the LTFP 2015-2025 with further background provided in the AMS the only viable option to address this issue on a financially sustainable basis is to fund sustainable maintenance and renewal of Council’s infrastructure and address the reduce the backlog to optimal and sustainable levels via a SRV.  As already noted in this application there is strong support by the community for this revenue path.

Workforce Management Plan 2013-2017.

The aim of the Workforce Management Plan is to ensure Council has planned its workforce for its foreseeable future (next four years) to meet the objectives of the Newcastle 2030 CSP.  The Workforce Management Plan ensures we are able to sustain a suitably experienced and qualified workforce to deliver community expectations.

While the Workforce Management Plan initially focuses on the next four years, it is important to note that Workforce Planning is a continuous process of matching workforce requirements to organisational objectives as well as highlighting and forecasting the human resource implications when undertaking particular operational or strategic activities.

In developing the Workforce Management Plan consideration has been given to both internal and external factors that may affect Council’s ability to maintain its current and future workforce needs.  These factors include the ageing population, identified skills shortages, past recruitment experience, Council’s financial position and also the expectations of the community.  Council must ensure it has planned its workforce to deliver the priorities set in the Delivery Program 2013-2017 against the backdrop of achieving financial sustainability in the long term.

This Delivery Program outlines options to achieve 10% savings in operational expenditure over two years.  Where this process results in organisational change that impacts on the ongoing employment of our employees Council is committed to:
· Providing the opportunities for reassignment and redeployment where possible.
· Retention of skills and expertise for core services.
· Consultation with employees affected by workplace change.

A full copy of the Workforce Management Plan is attached as Attachment 15.


Delivery Program 2013-2017 and Operational Plan 2014/15

Council adopted its Delivery Program 2013-2017 and Operational Plan 2014/15 (Attachment 2) on 24 June 2014 following a process of community consultation and review with Council and staff.

Council’s draft Delivery Program 2013-2017 formally commenced consultation with the community on alternatives for the future.  This document presented the financial challenges in some detail, including identifying Council’s sources of revenue and expenditure, assumptions in the long term financial model, and expressed broad options available.  The relevant information can be found in the Delivery Program – Attachment 2 on page 44-49.

Council’s consultation process, branded Talking Numbers - Road to financial recovery, included public workshops, print and radio advertisements, information flyers and a public exhibition period (7 May to 4 June 2014).  A copy of the Talking Numbers – Road to financial recovery Information Session (Powerpoint Presentation) is attached as Attachment 18 and relevant SRV pages 27-31.

The Delivery Program 2013-2017 and Operational Plan 2014/15 were based on analysis and recommendations contained in the LTFP 2013-2023 and 10 year Integrated Strategic Financial Analysis (ISFA) developed to assist Council in adopting a budget within a longer term prudent financial framework.

Both these documents highlight the critical need for immediate and decisive actions and strategies to reduce operating expenses, generate income, review services and other budget saving measures in order to manage Council’s budget into the future. 

Significant progress has been made in 2013/14 on addressing the financial challenges noted in the Delivery Program last year and the 2013/14 Financial Statements.  Urgent and decisive steps have been taken to address a pattern of ever increasing operating deficits.  This has involved making difficult decisions such as reducing staff numbers, reducing capital investment, selling non-core assets (particularly where significant restoration work was required), identifying revenue generating options and avoiding increasing debt.


7. Assessment Criterion 5: Productivity Improvements and Cost Containment Strategies	

Productivity improvements and cost containment strategies (last two years)
Council has worked rigorously to address its financial sustainability challenges, introducing a range of cost saving and cost containment strategies over the past two years which has delivered a remarkable turnaround in 2013/14 and is continuing to do so in 2014/15.  Council developed a number of operational initiatives based on the adopted Budget Principles, which are outlined in the current Delivery Program 2013-2017.  We have implemented these initiatives and we have done what we said we would do.  The initiatives undertaken to date include:

· Organisational Restructure and Staff Reductions
In 2013 Council announced an organisational restructure which resulted in staff reductions of 97 Equivalent Full Time employees (EFT) delivered over a 12 month period.  This included both staff and management and is effectively a 10% reduction in the workforce.  As outlined in table 7.1 this organisational restructuring delivered a larger reduction in staff numbers than was budgeted in the Delivery Program and achieved this result 12 months ahead of schedule:

Table 7.1 Council’s EFT
	Org Restructure
	EFTs 

	EFT at program commencement 
	1,017

	Budgeted EFT reductions in Delivery Plan
(over two years) 
	89

	Actual Reductions (over one year) 
	97

	Current EFT (Jan 2015)
	920 



· Asset disposal
Council has implemented a program of identifying redundant assets for disposal to redirect capital investment into the reduction of the infrastructure backlog, which has the added benefit of removing any current maintenance expenditure required on the disposed assets.  Buildings disposed of in the last two years have reduced maintenance expenditure by more than $800,000 annually, with more redundant assets currently being prepared for disposal, including the former civic site now cleared for the University of Newcastle’s city campus development.

· Reduction in services
In the last 24 months Council has assessed all of its services and changed the way in which many services are delivered.  Significant savings have been realised already, with some notable areas being:
· The cessation of the Youth Venue service and closing of the Loft Venue.
· Restructure of the Environment and Climate Change service and reprioritising services across the organisation.
· The success of outsourcing four out of five pools, improving the service delivery, whist reducing the cost impact on Council.
· Cessation of Council employed beach lifeguards on weekends and during winter.

· Reducing the asset backlog
The Budget Principles endorsed by Council in April 2013 included a commitment to reduce Council’s Infrastructure Backlog Ratio to less that 2% over the next 10 years which amounts to $32m.  This reduction has been included in Council’s current LTFP 2015-2025 and in all funding options assessed as part of this application.  The backlog reduction will reduce the ongoing maintenance expenditure required on these assets as they will be returned to a satisfactory condition.

Other Productivity Improvements
· Restructuring to reduce management positions.
· Reducing ongoing operational expenses.
· Prioritising capital works to make sure all projects are fully funded before work starts.
· Focusing on the top four priority projects.
· Beresfield Golf Course to be leased to third party operator.
· Increasing income from commercial operations.
· Building productivity improvement into the budget.
· Selling two parking stations which generated income and reduced backlog.
· Selling the civic precinct site to The University of Newcastle to accommodate ‘NeW Space’ city campus.
· Working with Hunter Surf Lifesaving to provide weekend beach patrols instead of Council employed lifeguards.
· Reducing the level of regulatory services for neighbourhood issues.
· Reducing the level of service for mowing, rubbish collection and road maintenance.
· New senior management team with a greater diversity of experience. 
· Seeking commercial partnerships for improving community facilities including expressions of interest for Newcastle and Merewether Ocean Baths.
· Transferring operations of family day care services to neighbouring councils.

Plans for productivity improvements and cost containment during the period of the special variation.  

The possibility for a need for a special rate variation has been raised over a number of years (reflected in various IP&R documents already referenced, independent reviews (including TCorp, and IPARTS 2012 SRV Determination).  Councils approach has been to close the sustainability gap a much as possible before applying for an SRV.  Recent productivity improvements and cost containment is therefore directly relevant to this application.  The LTFP 2015-2025 covers recent initiative (and outcomes), initiatives still in progress and initiatives planned for the future (and built into LTFP projections).

The impact of the initiatives listed above along with some other initiatives has been assessed and the financial benefit is described below.  To demonstrate Council’s ongoing commitment to meeting or exceeding original savings targets there is commentary on additional initiatives identified and an assessment of whether there are any other opportunities.  This is documented in the LTFP 2015-2025 (in various sections but in particular pages 57 to 59) and extracted below:

· Revenue Enhancement

A focus on revenue enhancement as well as expenditure reduction has been essential to achieve to close the sustainability gap.  Increased revenue and reduced expenditure both assist in improving Council’s net operating position.

The are some revenue sources which cannot be considered as viable options to reducing the sustainability gap.  These are covered in Section 9: Council Options.  The revenue initiatives which have been identified and pursued are as follows:  

· Approximately $33m in increased revenues were assumed in the original revenue enhancement objectives.  
· Council has made significant progress in this area however two areas are generating most of the revenue gains. These are:
· NAL (Newcastle Airport Limited) Dividends. NAL is achieving revenues which largely correspond to the targeted revenue return of $23m and these are reflected via equity accounting in Council accounts.  NAL however is retaining most of the profits to support its capital works program.  The dividend for 2014/15 was $0.6m.  Based on this) projected dividends over 10 years have been revised down by $16m to $7m.   
· Summerhill Waste Management Centre (SWMC).  Business growth at SWMC has exceeded original projections.  Based on 2013/14 performance a net benefit of $2m has been reflected for 2014/15.  The waste facility operates in a competitive environment which makes 10 year projections difficult.  Assuming similar net benefits over a 10 year period would result in cumulative revenue enhancement of approximately $22m assuming nominal growth in revenues which is an increase of $17m on previous. 
· These two items alone account for $29m of the originally planned revenue enhancement of $33m.  This is an important outcome as a number of other revenue enhancement initiatives will not achieve the original targets.
· To achieve the $33m revenue target over 10 years will require an additional $4m or approximately $0.4m per annum.   
· This is a more realistic aggregate target for (1) the remaining revenue enhancement initiatives of City Hall, Civic Theatre, Fort Scratchley, the Museum and the Art Gallery and 2) cost recovery from the Business Industry Associations. 

· Operating Expense Reductions
· The appropriate approach for assessing savings in expenses is to assess current projected expenses against projected expenses if the savings initiatives did not proceed.  On this basis the organisational restructuring has realised a 10.8% decrease in staff expenses.  The expense savings from the organisational downsizing will alone contribute a cumulative saving of $116m over 10 years from the year of the organisational downsizing (to 2023). 

(Note: The 2013/14 Annual Report applied a different methodology to calculate the savings.  Calculate the net difference between 2012/13 and 2013/14 staff costs without converting 2012/13 staff costs to 2013/14 dollars for a like to like comparison).
· The ERP system is in the process of being implemented.  It is anticipated that the ERP system will improve asset management and project productivity.  It is too early to measure savings from ERP as key modules such as the Works and Assets Module will only be implemented later in 2015.  Further productivity savings however have been built into the LTFP 2015-2025 to reflect productivity gains.  Cumulative savings built into the LTFP to 2022 are $5.8m.  
· Considerable resources are applied to project and maintenance activities in Council due to the large asset base.  Depending on the year under review the total project and maintenance related costs will range from $60m to $90m per annum (this includes capital projects).  The savings reflected in the LTFP 2015-2025 are to operational expenses.  There will also be productivity savings in the capital work program (accounting for $45m to $70m of expenditure).  These gains will however not reflect immediately in the operating statements and will be hard to quantify.  
· Council has reduced Annual energy consumption by 13.2% between 2102 and 2014.  This constitutes an annual energy saving of $112,000 per annum.  This will constitute almost $1.3m over 10 years (assuming electricity charges increase at the rate of inflation). 
· Council has made significant progress in cost reductions and undertaken a scale of restructuring which would exceed that undertaken by the vast majority of other councils.  Cumulative savings anticipated over 10 years will exceed $120m and this alone has assisted in stabilising Council finances. 
· A number of ‘additional strategies’ were identified in 2013/14 Delivery Program to improve the financial position of Council.    The most notable initiative in achieving this result is the organisational restructuring that has been completed.  The 10 year savings projection from this initiative alone exceeds the projected financial benefit of all other initiatives combined (excluding the proposed SRV).
· The remaining initiatives have been adjusted in the updated of the LTFP 2015-2025 to reflect the availability of more current information.
· Some initiatives might not realise savings in the immediate term but are being retained due to potential in the longer term to realise benefits.  Council will seek to address any shortfall by looking to identify additional revenue sources where possible.  This does constitute some risk to Council achieving its budgeted revenue.
· The benefits of some initiatives have been reduced in line with recent experience (for example the airport dividend is less than originally estimated) or removed if no longer viable.
· To counter these impacts the LTFP 2015-2025  includes a 0.2% productivity adjustment each year (based on rating revenue in line with IPARTs productivity assumption when calculating the rate cap).  The impact of this is approximately $8m in cumulative savings to 2023 and over $12m for the life of the LTFP (to 2025).

· Asset Rationalisation and Backlog Reduction

· Maintenance savings and capital raising from asset disposal - Based on a surplus asset disposal program there will be maintenance and operational savings.  In addition there will be capital raised through asset sales.  This capital will be applied to reduce the asset backlog over the next five years.  The total budgeted proceeds from asset sales for the 10 year period is $56.4m. 

In summary the financial improvement the Council has achieved to date has made a material difference to Council’s financial position and compares favourably with what were very aggressive targets.  Despite the progress made and the significant improvement in the financial performance of the organisation it is insufficient to ensure financial sustainability while addressing the substantial infrastructure backlog.  The only major initiative outlined in the Delivery Program which has not yet been implemented is the SRV application.  The updated financial modelling in the LTFP 2015-2025 confirms the SRV initiative is a critical element in The City of Newcastle moving from ongoing operating deficits to a sustainable position of recurring operating surpluses providing sufficient funding to address the infrastructure backlog.
The update provided above covers progress to date and also additional initiatives identified and integrated into Council plans.  The LTFP 2015-2025 has also assessed by revenue and expense category whether there are other opportunities.  Some extracts have been provided below which cover this assessment.

Other Revenue Options Considered
· The Council response is covered earlier in this application in Section 3.1.3.

Other Expenditure Options Considered
· Employee costs have already been reduced significantly (covered above).  Further reductions can only be limited if service levels are not to be impacted and maintenance of assets are not to be further eroded.  Ongoing productivity initiatives will continue and this is reflected in the 0.2% per annum productivity improvement built into LTFP projections.  These gains over time amount to a significant saving (estimated above). The impact of these productivity initiatives will be incremental rather than a step change in costs (unlike the recent organisational restructuring).

· Materials and contracts expenses are predominantly associated with external contract providers and material suppliers.  Council already undertakes a transparent and competitive tender process to select the optimal bid for maintenance and capital works.  Materials are subject to market forces and the market price for materials can be volatile.  Council has already implemented tighter budgetary controls, more stringent reporting on variances and more robust approval processes (in line with the Budget Principles). Council will continue to seek improvements in this area (also covered by the 0.2% productivity saving).

· Depreciation costs are largely associated with roads, pathways, cycle ways, drains and Council buildings.  The vast majority of these assets will need to be retained and maintained for the community.  Total replacement costs (of which depreciation reflects in some the amortisation of the capitalised component) will increase under the current asset revaluation exercise.  A large portion of Councils assets have not been re-valued since 2010.  This might result in either   higher depreciation costs or a higher proportion of asset renewal costs being expensed rather than capitalised.  Both these scenarios  are captured in the LTFP 2015-2025. All core scenarios in the LTFP 2015-2025 cover the asset revaluation and the impact on both depreciation and other operating expenses.  Sensitivity scenario 2 covers the impact of a change in accounting treatment (and confirms that impact on Council’s funding position is similar to the other scenarios). .

· [bookmark: _GoBack]A substantial component (approximately two thirds) of other expenditure is associated with the Summerhill Waste Management Centre.  As has been noted already a substantial (and increasing proportion) of these costs is associated with the state waste levy.  The waste levy is a NSW Government charge for all waste that cannot be recycled.  The Government has been increasing these charges by $10 + CPI of each year until 2015/16.

In conclusion, Council has undertaken an ongoing process of review of revenue enhancement and expenditure reduction opportunities.  Due to the significant focus in recent years and the realisation of significant benefits from identified initiatives Council has limited further opportunities.  Initiatives undertaken have already resulted in a closing of the sustainability gap and significantly reduced the quantum of SRV required to reach a position of financial sustainability. A category by category assessment of further opportunities confirms that many areas do not provide capacity for reduction.  
The only other potential significant option (and modelling indicates it is not sufficient to avoid an SRV) is to reduce service levels (Scenario 1C).  It would not be prudent to reduce expenditure on assets to unsustainable levels and so savings would be limited.  The community does not support any further reduction to service levels and has confirmed that they are prepared to pay more to retain current services or support revitalisation.  Community surveys often reflect ratepayers seeking a higher level of services but a reticence to pay more.  In the case of NCC, 72% of respondents to a random survey support an SRV of some form.  This is a strong indicator that the community does not want to see a reduction in service levels.
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9.Certification

APPLICATION FOR A SPECIAL RATE VARIATION 
To be completed by General Manager and Responsible Accounting Officer

Name of council: Newcastle City Council

We certify that to the best of our knowledge the information provided in this application is correct and complete.

General Manager (name): Ken Gouldthorp
[bookmark: Text25]Signature and Date:      





Responsible Accounting Officer (name): Glen Cousins
[bookmark: Text27]Signature and Date:      





Once completed, please scan the signed certification and attach it as a public supporting document online via the Council Portal on IPART’s website.
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Strategic Direction Asset Suburb | Project Description ZIEE
Budget
Infrastructure Planning

Connected city City wide Various bridges - programmed bridge investigation and maintenance - recurrent $10,000

Connected city City wide City wide - retaining walls, tunnels and bridge surveys for monitoring or detail surveying $10,000

Liveable and distinctive

. : Adamstown Adamstown Senior Citizen Centre - replace roof $30,000
built environment

Connected city Newcastle King Street Car Park - Structural assessment $50,000
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The pri nciples which directly relate to asset management include:   

Principle 3:  Maintain a minimum of 2.7% net overall funding surplus for each and every budget year  from 2015/2016 until 2021/2022  

Principle 4:  Identify redundant assets for disposal and for the  proceeds to be placed in the Land and  Property Reserve  

Principle 6:  Reduce The City of Newcastle’s Infrastructure Backlog Ratio to less than 2% o ver the  next 10 years  or $32   million (in 2012/2013 dollars)  

Principle 7:  To restrict debt levels so that the   net financial liabilities ratio of 40% is not exceeded in  any one year between 2013/2014 and 2021/2022  
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Intervention levels for these asset classes  and the % of assets exceeding the intervention  level are shown in the following table:  

Asset Class  Interventio n Level  % of Asset Class below  intervention level  

Buildings and Structures  Condition 6.5  10%  

Natural  Condition   8  -   9  5%  

Traffic and Transport  Condition   7  -   8  20%  

Drainage  Condition   8  5%  
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Predicted  Maintenance   $‘000  Renewal   $‘000  Total   $’000  Current  Replace - ment Cost   $’000  Sustainability  Ratio  

Lifecycle  $ 8,808   $ 22,551   $ 31,359   $1,1 30,420  0. 46   

10 Year  $ 8,808   $ 19,334     $ 28,142    0. 51   

Actual       

1 year  $ 7,890   $ 6,453   $ 14,343     
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Asset Backlog

For the year ended 30 June  Actual 

2013

Actual 2014 Forecast 

2015

Forecast 

2016

Forecast 

2017

Forecast 

2018

Forecast 

2019

Forecast 

2020

Forecast 

2021

Forecast 

2022

Forecast 

2023

Forecast 

2024

Forecast 

2025

$'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000

Opening Asset Backlog -               -               90,438  95,181  99,144  89,931  75,304  58,840  41,780  38,994  31,148  25,741  19,766 

Asset Maintenance & Renewal -               -               49,314  63,549  65,158  71,324  74,081  75,620  78,146  77,290  75,829  77,435  79,049 

Maintenance -               12,466         15,333  15,625  15,921  16,224  16,532  16,846  19,373  19,741  20,116  20,499  20,888 

Employee Costs -               -               7,667  7,812  7,961  8,112  8,266  8,423  9,687  9,871  10,058  10,249  10,444 

Materials & Contracts -               -               7,667  7,812  7,961  8,112  8,266  8,423  9,687  9,871  10,058  10,249  10,444 

Asset Renewal -               -               33,981  47,925  49,237  55,100  57,549  58,773  58,773  57,549  55,712  56,937  58,161 

Capitalised 9,681           14,827         27,752  39,140  40,211  45,000  47,000  48,000  48,000  47,000  45,500  46,500  47,500 

Expensed -               -               6,229  8,785  9,025  10,100  10,549  10,773  10,773  10,549  10,212  10,437  10,661 

Maintenance & Renewal Required to Stabilise Backlog 47,253         43,858         54,057  55,138  55,945  56,697  57,617  58,560  68,466  69,444  70,422  71,460  72,503 

Maintenance Required 17,253         14,466         15,241  15,545  15,773  15,985  16,244  16,510  19,303  19,579  19,854  20,147  20,441 

Asset Renewal required - Capitalised 30,000         29,392         30,104  30,706  31,156  31,574  32,087  32,612  38,129  38,674  39,218  39,796  40,377 

Asset Renewal required - Expensed 8,712  8,886  9,016  9,138  9,286  9,438  11,034  11,192  11,350  11,517  11,685 

Net reduction (increase) in Asset Backlog -               7,242           (4,743) 8,411  9,213  14,627  16,464  17,060  9,680  7,846  5,407  5,975  6,547 

Indexation Factor 0  0  0  0  0  0  0  0  0  0  0 

Backlog revaluation adjustment -               12,374         -               -               -               -               6,894           -               -               -               -              

Closing Asset Backlog (Surplus) 97,680         90,438         95,181  99,144  89,931  75,304  58,840  41,780  38,994  31,148  25,741  19,766  13,219 


image6.emf
(35,000)

(30,000)

(25,000)

(20,000)

(15,000)

(10,000)

(5,000)

0 

5,000 

10,000 

15,000 

Adopted 

2014

2015  2016  2017  2018  2019  2020  2021  2022  2023 

$'000

Sustainable Position vs Current Trend

Base scenario-Operating Result

Target (Sustainable)-Operating 

Result


image7.emf
-16%

-14%

-12%

-10%

-8%

-6%

-4%

-2%

0%

2%

4%

Adopted 

2014

2015  2016  2017  2018  2019  2020  2021  2022  2023 

$'000

Sustainable Position vs Current Trend

(Operating Ratio)

Base Scenario

Target

Closing the Sustainability Gap


image8.emf
-12%

-10%

-8%

-6%

-4%

-2%

0%

2%

4%

6%

8%

F15 F16 F17 F18 F19 F20 F21 F22 F23 F24 F25

S1 Basecase S1B Borrowing to maintain reserves

S1C Less Services and Capital Works S2  SRV for sustainability

S3 SRV for sustainability & revitalisation Updated Benchmark (Fit for the Future)

Operating Ratio


image9.emf
0 

20,000 

40,000 

60,000 

80,000 

100,000 

120,000 

F15

F16

F17

F18

F19

F20

F21

F22

F23

F24

F25

S1 Basecase S1B Borrowing to maintain reserves

S1C Less Services and Capital Works S2  SRV for sustainability

S3 SRV for sustainability & revitalisation

Asset Backlog Asset Backlog Asset Backlog Asset Backlog


image10.emf
Reconciliation of Funding for Financial Sustainability

 FY16  FY17  FY18  FY19  FY20  FY21  FY22  FY23  FY24  FY25   Total 

to  

FY20 

 Total 

to 

FY25 

$'000's $'000's $'000's $'000's $'000's $'000's $'000's $'000's $'000's $'000's $'000's $'000's

Revenue

Option 1 226,221   231,586   237,659   243,185   248,606   254,380   262,279   268,521   274,697   281,231  

Option 2 230,968   241,001   252,117   263,153   274,725   282,337   289,886   298,009   306,296   314,376  

Incremental Revenue (Option 2 

over Option 1)

4,747      9,415      14,458   19,968   26,120   27,957   27,607   29,489   31,600   33,145   74,708       224,505  

C&I-Chg

Reduction in Reserves (Option 1) (15,181)(20,010)(21,058)(28,861)(30,414)(33,366)(34,602)(10,169) (8,184) (5,163) 183,491 -    207,008 - 

B-NB-NBBorrowing (Option 1) 0  0  0  0  0  0  0  20,000  25,000  30,000  -              75,000     

Net Impact of reduction in reserves 

& borrowing

(15,181)(20,010)(21,058)(28,861)(30,414)(33,366)(34,602)(30,169)(33,184)(35,163) (183,491)(282,008)
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Reconciliation of Funding for revitalisation & expenditure on addtional services

 FY16  FY17  FY18  FY19  FY20  FY21  FY22  FY23  FY24  FY25   Total 

to  

FY20 

 Total 

to 

FY25 

$'000's $'000's $'000's $'000's $'000's $'000's $'000's $'000's $'000's $'000's $'000's $'000's

Revenue

Option 2 230,968   241,001   252,117   263,153   274,725   282,337   289,886   298,009   306,296   314,376  

Option 3 232,262   243,762   256,825   270,195   284,420   292,302   300,172   308,583   317,176   325,544  

Incremental Revenue (Option 3 

over Option 2)

1,295      2,761      4,708      7,043      9,694      9,965      10,286   10,574   10,879   11,167   25,501       78,373     

Total Expenditure on Additional 

Servcies including capital works

2,050      2,773      5,146      7,422      9,448      9,476      10,005   10,035   10,568   12,601   26,838       79,524     

Complete the restoration of the 

sandstone facade of City Hall

2,500 2,500 3,000 5,000 -              13,000    

Replacement of bus shelters 200         200         200         200         200         200         200         200         200         200         1,000         2,000     

Improve our community facilities such 

as our swimming pools and libraries

This activity will be undertaken as part of special projects

Longer opening hours and lower fees 

for Beresfield Pool

150         158         165         174         182         191         201         211         222         233         829             1,887     

Modernise our Libraries This activity will be undertaken as part of special projects

Online DA tracking 200         200         50           51           53           54           55           57           58           59           554             837        

Expanded community engagement 

program

200         205         210         215         221         226         232         238         244         250         1,051         2,241     

Increase bush regeneration works 250         250         500         500         500         500         500         500         501         502         2,000         4,503     

Complete maintenance work to 

eliminate the backlog

This activity in undertaken for all scenarios presented to the community

Schedule more pedestrian and local 

traffic improvements. There are 

currently  $53million of unfunded 

projects (PAMP and LATM's)

500         500         1,000      1,000      2,000      2,000      2,000      2,000      2,000      2,000      5,000         15,000    

Accelerate delivery of the Hunter Street 

revitalisation project

1,000      2,000      2,000      3,000         5,000     

Accelerate delivery of Blackbutt 

Reserve improvements - RR 

Playground

500         1,500      2,000         2,000     

Accelerate delivery of the coastal 

revitalisation project

Implement projects from the Cycling 

Strategy and Action Plan. Including 

inner city cycle lanes and the 

Richmond Vale rail trail

500         3,000      3,000      3,000      3,000      3,000      3,000      3,000      6,500         21,500    

Actively contribute to the revitalisation 

of Newcastle

100         103         105         108         110         113         116         119         122         125         526             1,120     

Boost Road Maintenance mowing and 

concrete footpath repair effort

300         500         750         1,000      1,000      1,000      1,000      1,000      1,000      1,000      3,550         8,550     

Weekend maintenance/clean up call-

out service

150         158         165         174         182         191         201         211         222         233         829             1,887     

Support Economic Revival of 

Newcastle

-              -           

2,050      2,773      5,146      7,422      9,448      9,476      10,005   10,035   10,568   12,601   26,838       79,524     
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S3 SRV for sustainability & revitalisation 0.104  0.092  0.082  0.068  0.053  0.036  0.029  0.023  0.019  0.015  0.010 
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Option1 Basecase

For the year ended 30 June  2013  2014  2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Operating Revenue 217,506  223,826  222,345  226,221  231,586  237,659  243,185  248,606  254,380  262,279  268,521  274,697  281,231 

Operating Expenses 230,911  223,072  229,930  239,970  245,710  252,401  258,479  264,396  278,377  284,012  290,617  298,901  307,653 

Operating Surplus (Deficit) (13,405) 754  (7,585) (13,750) (14,124) (14,743) (15,294) (15,791) (23,997) (21,733) (22,096) (24,205) (26,422)

Total Assets 1,548,321 1,577,799 1,573,947 1,717,486 1,706,777 1,694,905 1,682,266 1,668,917 1,832,982 1,809,100 1,808,234 1,811,626 1,818,111 

Total Liabilities 140,283  133,638  133,240  132,631  131,797  130,490  129,036  127,438  125,618  119,581  137,003  160,874  190,141 

Equity 1,408,038 1,444,161 1,440,708 1,584,855 1,574,980 1,564,415 1,553,230 1,541,479 1,707,364 1,689,519 1,671,231 1,650,751 1,627,969 

Borrowing 68,536  67,366  65,462  62,851  59,880  56,522  52,958  49,190  45,138  40,818  55,992  77,550  104,438 

Closing Investments & Cash 222,747  242,304  232,858  217,677  197,667  176,608  147,747  117,334  83,968  49,366  39,197  31,013  25,850 

Benchmark F13 F14 F15 F16 F17 F18 F19 F20 F21 F22 F23 F24 F25

Operating Position

Operating Surplus (Deficit) Breakeven (13,405) 754  (7,585) (13,750) (14,124) (14,743) (15,294) (15,791) (23,997) (21,733) (22,096) (24,205) (26,422)

Operating Surplus (Deficit) ex SRV & AirportBreakeven (21,678) (6,186) (15,063) (21,429) (22,036) (22,889) (23,679) (24,420) (32,879) (30,878) (31,512) (33,900) (36,404)

Operating Ratio 0% or greater -6.16% 0.34% -3.41% -6.08% -6.10% -6.20% -6.29% -6.35% -9.43% -8.29% -8.23% -8.81% -9.40%

Own Source Operating Revenue Ratio  > 60% 79.16% 83.86% 84.94% 85.66% 86.21% 86.47% 86.94% 87.48% 87.97% 87.81% 88.28% 88.81% 89.28%

Infrastructure

Asset Backlog 97,680  90,438  95,181  99,144  89,931  75,304  58,840  41,780  38,994  31,148  25,741  19,766  13,219 

Building & Infrastructure Backlog Ratio < 2% 11.00% 9.00% 10.38% 9.20% 8.26% 6.85% 5.27% 3.68% 2.92% 2.31% 1.90% 1.44% 0.96%

Asset Maintenance Ratio > 1X 0.50 0.85 1.01 1.01 1.01 1.01 1.02 1.02 1.00 1.01 1.01 1.02 1.02

Building & Infrastructure Renewal Ratio > 1X 0.31 0.50 0.84 1.15 1.16 1.28 1.31 1.32 1.11 1.07 1.02 1.03 1.04

Capital Expenditure Ratio > 1.1X 0.79 0.97 1.43 1.46 1.39 1.38 1.40 1.41 1.27 1.25 1.22 1.26 1.26

Borrowing

Debt Service Cover Ratio > 2X 5.17 4.23 5.83 5.48 5.35 5.18 5.19 5.21 4.94 5.34 4.69 4.69 4.04

Interest Cover Ratio > 4X 8.77 10.96 9.83 8.96 9.41 9.89 10.52 11.31 11.73 13.98 11.43 8.08 5.99

Liquidity

Cash Expense Cover Ratio > 3 months 1.63 3.96 3.82 3.72 3.73 3.70 3.69 3.69 3.65 2.04 2.07 1.42 1.46

Unrestricted Current Ratio > 1.5X 1.97 2.24 2.36 2.21 2.04 1.87 1.67 1.47 1.27 0.97 0.92 0.80 0.77

Reserves

Closing Investments & Cash 222,747  242,304  232,858  217,677  197,667  176,608  147,747  117,334  83,968  49,366  39,197  31,013  25,850 

Funding Surplus / (Deficit) Surplus 41,438  20,990  (9,446) (15,181) (20,010) (21,058) (28,861) (30,414) (33,366) (34,602) (10,169) (8,184) (5,163)
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S3 SRV for Financial Sustainability & Revitalisation

For the year ended 30 June  2013  2014  2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

Operating Revenue 217,506  223,826  222,345  232,262  243,762  256,825  270,195  284,420  292,302  300,172  308,583  317,176  325,544 

Operating Expenses 230,911  223,072  229,930  240,740  246,519  253,526  259,698  266,731  280,873  286,617  292,330  299,111  306,117 

Operating Surplus (Deficit) (13,405) 754  (7,585) (8,477) (2,757) 3,299  10,498  17,689  11,429  13,555  16,253  18,065  19,427 

Total Assets 1,548,321 1,577,799 1,573,947 1,722,759 1,723,416 1,729,586 1,742,739 1,762,870 1,965,718 1,977,124 1,994,607 2,015,268 2,037,602 

Total Liabilities 140,283  133,638  133,240  132,631  131,797  130,490  129,036  127,438  125,618  119,581  117,003  115,874  115,141 

Equity 1,408,038 1,444,161 1,440,708 1,590,128 1,591,619 1,599,096 1,613,703 1,635,432 1,840,099 1,857,543 1,877,604 1,899,394 1,922,461 

Borrowing 68,536  67,366  65,462  62,851  59,880  56,522  52,958  49,190  45,138  40,818  35,992  32,550  29,438 

Closing Investments & Cash 222,747  242,304  232,858  221,868  211,473  204,670  195,668  190,940  185,404  178,142  178,520  179,460  180,190 

Benchmark F13 F14 F15 F16 F17 F18 F19 F20 F21 F22 F23 F24 F25

Operating Position

Operating Surplus (Deficit) Breakeven (13,405) 754  (7,585) (8,477) (2,757) 3,299  10,498  17,689  11,429  13,555  16,253  18,065  19,427 

Operating Surplus (Deficit) ex SRV & AirportBreakeven (21,678) (6,186) (15,063) (16,448) (11,249) (5,749) 858  7,414  851  2,664  5,038  6,517  7,536 

Operating Ratio 0% or greater -6.16% 0.34% -3.41% -3.65% -1.13% 1.28% 3.89% 6.22% 3.91% 4.52% 5.27% 5.70% 5.97%

Own Source Operating Revenue Ratio  > 60% 79.16% 83.86% 84.94% 86.04% 86.84% 87.29% 87.88% 88.47% 88.59% 88.79% 88.90% 89.03% 89.29%

Infrastructure

Asset Backlog 97,680  90,438  95,181  99,172  90,034  75,584  59,455  41,943  39,032  31,260  26,151  20,712  14,990 

Building & Infrastructure Backlog Ratio < 2% 11.00% 9.00% 10.38% 9.19% 8.25% 6.83% 5.26% 3.63% 2.86% 2.25% 1.86% 1.45% 1.03%

Asset Maintenance Ratio > 1X 0.50 0.85 1.01 1.00 1.01 1.01 1.01 1.07 1.04 1.04 1.04 1.04 1.04

Building & Infrastructure Renewal Ratio > 1X 0.31 0.50 0.84 1.15 1.16 1.27 1.30 1.30 1.10 1.06 1.00 1.01 1.01

Capital Expenditure Ratio > 1.1X 0.79 0.97 1.43 1.48 1.43 1.46 1.51 1.56 1.39 1.38 1.35 1.38 1.41

Borrowing

Debt Service Cover Ratio > 2X 5.17 4.23 5.83 6.27 7.01 7.76 8.89 10.06 10.08 10.49 10.66 14.19 16.11

Interest Cover Ratio > 4X 8.77 10.96 9.83 10.25 12.33 14.80 18.03 21.83 23.93 27.47 32.53 37.14 42.16

Liquidity

Cash Expense Cover Ratio > 3 months 1.63 3.96 3.82 3.70 3.71 3.67 3.67 3.65 3.61 3.63 3.64 3.64 3.64

Unrestricted Current Ratio > 1.5X 1.97 2.24 2.36 2.24 2.12 2.03 1.94 1.87 1.80 1.82 1.82 1.80 1.78

Reserves

Closing Investments & Cash 222,747  242,304  232,858  221,868  211,473  204,670  195,668  190,940  185,404  178,142  178,520  179,460  180,190 

Funding Surplus / (Deficit) Surplus 41,438  20,990  (9,446) (10,989) (10,395) (6,804) (9,002) (4,728) (5,536) (7,262) 379  939  730 
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Road to Recovery engagement activities

- Number attending / participating -
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% aware that Council are exploring options for ensuring financial sustainability

TOTAL Ward 1 Ward 2 Ward 3 Ward 4 Own Rent Male Female18-24yrs 25-39yrs 40-54yrs55-69yrs 70+yrs

44% 43% 47% 48% 39% 48% 30% 49% 41% 20% 43% 50% 56% 52%
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% aware that Council are exploring options for ensuring financial sustainability

TOTAL Ward 1 Ward 2 Ward 3 Ward 4 Own Rent Male Female 18-39yrs 40-69yrs 70+yrs

86% 85% 88% 84% 84% 87% 70% 87% 85% 80% 86% 89%
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Respondent profile- Feedback slip

TOTAL Ward 1 Ward 2 Ward 3 Ward 4 Male Female 18-24yrs25-39yrs40-54yrs55-69yrs 70+yrs

280 48 97 71 60 139 138 0 18 52 111 91

Note: demographic questions were not compulsory therefore numbers may not add to the total of 280
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Respondent profile- Online form

TOTAL Ward 1 Ward 2 Ward 3 Ward 4 Male Female 18-24yrs25-39yrs40-54yrs55-69yrs 70+yrs

59 15 21 8 13 29 30 0 17 22 15 3

Note: demographic questions were not compulsory therefore numbers may not add to the total of 59
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Location

# 

attendees

New Lambton 9October 2014, 4.30-7.30pm

9

Adamstown 11October 2014, 9.30-12.00pm

8

Hamilton 14October 2014, 1.00-4.00pm

18

City 16October 2014, 5.00-8.00pm

1

Beresfield 18October 2014, 9.30-12.00pm

5

Mayfield 20October 2014, 10.00-1.00pm

11

Wallsend 22October 2014, 4.30-7.30pm

6

Lambton 23October 2014, 2.00-5.00pm

6

Stockton 25October 2014, 9.30-12.00pm

3

Date / Time
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