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Executive Summary

The Upper Lachlan Shire Council has developed a Community Strategic Plan which identifies the
community's priorities and expectations for the next ten years and outlines strategies to achieve
those goais.

The Community Strategic Plan is a long term visioning document that expresses community's long
term aspirations. The Community Aspirations are as follows:-

® A built environment enhancing the lifestyle of a diverse community;

. Community liaison to preserve and enhance community facilities;

° A healthy natural environment;

. A prosperous economy with the balanced use of our land;

. People attaining health and wellbeing;

. Resilient and adaptable communities;

. Responsible and efficient use of resources; and

. Transparent and accountable governance.

In working towards delivering these long term aspirations for our community, sufficient resources
will need to be provided by Council and asset management will become a critical component in

ensuring service delivery success. Council will address each of these community aspirations
through the five identified integrated Strategic Objective areas. The Strategic Objective areas are:-

1. Social;

2. Environmental;

3. Economic;

4, Infrastructure, Access and Transport; and
5. Governance (Civic Leadership).

To ensure that Upper Lachlan Shire Council addresses the community aspirations, as identified in
the Community Strategic Plan, a Resourcing Strategy has been prepared. The Resourcing
Strategy is a key part of the integrated planning and reporting framework for Council’s long term
planning. Council’s Resourcing Strategy includes the following integrated documents:-

. Long Term Financial Plan (LTFP);

. Workforce Plan; and

. Infrastructure Plan (incorporates Asset Management Plan).

The Long Term Financial Plan sets out Council’s projected income and expenditure, balance sheet
and cash flows for the coming 10 years and outlines methods of monitoring financial performance.

The Long Term Financial Plan will assist Council to make informed decisions with regard to the
future sustainability and efficiency of Council operations.



Introduction

The creation of a Long Term Financial Plan is a requirement under the Integrated Pianning and
Reporting framework for NSW Local Government and forms part of the Resourcing Strategy.

The Long Term Financial Plan is a 10 year plan that tests the community’s aspirations against its
financial capacity. The Long Term Financial Plan will be used as a decision-making tool and is not
set in concrete and will continue to evolve and change as circumstances change and Council
decisions are implemented.

A Long Term Financial Plan provides a framework for Upper Lachlan Shire Council to assess its
revenue building capacity to deliver upon the key performance indicators for all the principal activity
areas and provide suitable levei of services outlined in the Community Strategic Plan.

The Long Term Financial Plan also aims to:-
. Establish greater transparency and accountability of Council to the community;

. Provide an opportunity for early identification of financial issues and any likely impacts in
the longer term;

. Provide a mechanism to solve financial problems and understand the financial impact of
Council decisions; and

. Provide a means of measuring Council’s success in implementing strategies.

The Long Term Financial Plan is a living document and will change as the community’s aspirations
change, and as the underlying principles and key assumptions and Council's financial position
change over time.

Council has identified a number of strategic performance measures that are incorporated into the
assessment of Council’s financial performance and financial position. Council will be vigilant in
reviewing each performance measure to gauge how Council is progressing to achieve its
community aspirations and strategic objectives.

The community engagement period, which informed the development of the Community Strategic
Plan, identified local and regional roads and bridges infrastructure as priority number one. In
response, Council has allocated the largest proportion of funds to this purpose annually over the
life of the Long Term Financial Plan. Roads infrastructure projects will be implemented in
accordance with Council’s Infrastructure Plan and associated services levels will be reviewed in
conjunction with the community.

Treasury Corporation Financial Assessment of NSW Councils

An addendum to the Upper Lachlan LTFP is the “Financial Assessment, Sustainability and
Benchmarking Report” prepared by NSW Treasury Corporation (TCorp) for Upper Lachlan Shire
Council, the Office of Local Government and Independent Local Government Review Panel,

The TCorp March 2013 Report reviewed the Councils consolidated Financial Statements and
actual results for the periods of 2008/2009 to 2011/2012 and also conducted a detailed review of
Upper Lachlan’s 10 year financial forecasts from our LTFP.

The TCorp report assessed Upper Lachlan as being in a “Sound” Financial Sustainability Rating
position and the Outlook for the Council was Neutral. This assessment is vindication for the
decisions made by the Council over the past 10 years that Upper Lachlan has been in existence,
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Financial Objectives

Council will pursue the following financial objectives for the term of the Long Term Financial Plan:-

1.

10.

1.

12.

Maintain Council’s sound financial performance and sound financial position for the next ten
year period. Ensure Council's TCorp Financial Sustainabiiity Rating remains as Sound or
better;

Continue to provide a fair and equitable rating structure and revenue policy;

Aftract and maximise government grants, contributions and subsidies as an external
funding source to assist in delivering Council services;

Budget for and achieve a surplus Net Operating Result (before capital grants and
contributions) each year to ensure financial viability and stability in Council’s core operating
activities;

Budget for and achieve a minor cash flow surplus each financial year (unless repaying long
term debt and/or Council matching infrastructure grants through internal transfer from
reserves funds) to maintain an unrestricted current ratio of at minimum 2:1; thereby
ensuring access to adequate working funds on a continual basis;

Annually fund the asset renewal program in line with Council's Infrastructure Plan and
Asset Management Strategy for all of its assets classes. To maintain a Building and
Infrastructure Asset Renewal Ratio of equivalent to 1:1;

Continue to benchmark Upper Lachlan’s financial performance against the Office of Local
Government and TCorp ratios. The goal is to reach the benchmark performance level in all
categories;

Report to Council the Quarterly Budget Review Statements (QBRS) and to review program
activities each quarter,;

Report to Council and monitor the six monthly Delivery Program implementation reviews:

Continually review all operating expenditure and improve efficiency in service delivery
where possible;

Reduce Council-owned assets which do not align with Council's adopted strategic
objectives, and place an unnecessary ongoing maintenance burden on Council and the
community;

Implement user-pay principles on service provision and assets, excluding known and
Council approved community service obligations. Full cost recovery pricing principles to be
implemented where appropriate.



Current Financial Position of Council

Operating Result

The Operating Result (including before and after capital grants and contributions) for the past four
financial years from 2010/2011 to 2013/2014 is seen in the below graph:-

Consolidated Operating Result
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Cash and Investments

Cash and investments totals $18.4 million and is divided into unrestricted cash, intemally restricted
cash by Council, and externally restricted cash by fund (i.e. water supply, sewerage, and domestic
waste funds, external grants unexpended and development contributions).
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Other Financial Position Information

Financial Performance Measures Indicator 2014 2013 2012 2011__ 2010 2009 |

Unresftricted Current Ratio Ratio 5.62 4.48 4.25 3.44 3.28 3.34
Debt Service Ratio (all funds) Percentage 1.90% 2.15% 4.68% 3.56% 3.30% 2.60% |
Total Cash and Investments

(millions) Dollars $18.4 $17.1 $151 $121 $10.7 $9.8

Own Source Operating Revenue  Percentage 57.03 52.53 59.05 48.10 47.90 565
Rates and Annual Charges

Outstanding Percentage 3.21% 2.79% 3.07% 2.86% 2.65% 2.64%
Building and Infrastructure Asset

Renewal Ratio Ratio 1.08 093 0.79 1.00 1.07 1.84
Operating Result Surplus (before

capital grants and contributions)  ($000) 1,412 2,350 2,448 437 1,562 28

Unrestricted Current Ratio

This is a commonly used measure of liquidity. This is a ratio of current assets to current liabilities
(excluding external restrictions). This ratio assesses the adequacy of working capital and the ability
of Council to satisfy financial obligations in the short term for unrestricted activities. A ratio of
greater than 2 indicates healthy liquidity.
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Borrowings and External Debt

A comparison of Council’s External Debt outstanding for the past four financial years from
2010/2011 to 2013/2014 is seen in the below graph:-

External Debt
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Debt Service Cover Ratio

The Debt Service Cover Ratio is a new ratio that measures the availability of operating cash to
service debt including interest, principal and lease payments. Unlike its predecessor, the Debt
Service Ratio (this data is included in Other Financial Position Information), in this measure the
higher the number, the greater the ability to service debt.

Debt Service Cover Ratio
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Rates and Annual Charges Outstanding Percentage

This performance measure assesses the impact of uncollected rates and annual charges on
liquidity and reflects the adequacy of recovery efforts by Council. The past 8 financial years in the
below graph display efficiency in debt recovery procedures:-
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Operating Performance Ratio

This is a new ratio intended to measure Council's ability to contain its operating expenditure within
the confines of its operating income. The benchmark is greater than 0%.

Operating Performance Ratio
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Total Current Assets (excludes Infrastructure, Property and Plant and Equipment)

Council current assets for the past four years are detailed in the below graph:-

Assets excluding IPP&E
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Total Liabilities

Councll liabilities, by category, for the past four years are detailed in the below graph:-
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Income from Continuing Operations by Source % - 2014

2013/2014 Total Income - $31,985 ($'000)

m Rates & Annual Charges

W User Charges & Fees

7 Interest & Investment Revenue
& Other Revenues

B Grants & Contributions provided
for Operating Purposes

“ Grants & Contributions provided
for Capital Purposes

2013/2014 Total Income by %

Grants & Contributions provided for Capital
Purposes

Grants & Contributions provided for
Operating Purposes

Other Revenues
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Expenditure from Continuing Operations by Source % - 2014

2013/2014 Total Operating Expenditure -
$22,862 ($'000)

m Employee Benefits & On-Costs

# Borrowing Costs

i Materials & Contracts

m Depreciation & Amortisation

W Other Expenses

© Net Losses from the Disposal of
Assets

——— I

2013/2014 Total Operating Expenditure by %
1

Net Losses from the Disposal of Assets

Other Expenses

Depreciation & Amortisation

W Seriesl
Materials & Contracts

Borrowing Costs

Employee Benefits & On-Costs 38%
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Long Term Financial Plan and how it will be used

Council's Long Term Financial Plan model consist of linked spreadsheets that use the 2015/2016
Budget, information contained in the Delivery Program and Operational Plan, as well as long term
key planning principles and assumptions to generate 10 year forecasts of income and expenditure.

Council's Long Term Financial Plan covers all areas of Council operations; including General
Fund, Domestic Waste Fund, Water Supply and Sewerage Funds. The plan considers the high
degree of infrastructure renewal required particularly in the General Fund and Water Supply Fund.
The Long Term Financial Plan will be subject to review and adjustment annually or as priorities
change to align with the Community Strategic Plan and Resourcing Strategy components. The ten
year plan presents an Income Statement, Balance Sheet, Equity Statement and Cash Flow
Statement.

The Long Term Financial Plan also draws on Council’s Infrastructure Plan (incorporating the asset
management strategy) which defines the service levels, intervention thresholds and capital
maintenance and renewal expenditure requirements for their respective asset classes.

The 10 year Long Term Financial Plan has been developed by Upper Lachlan Shire Council in
accordance with the Office of Local Government, Integrated Planning and Reporting Guidelines.
The plan will be further refined and developed in future years.

The Purpose of the Long Term Financial Plan

» Provide a transparent account of Council’s financial situation to the community;

e Set out the assumptions upon which Council’s financial budgets have been structured:

¢ Provide methodology for strategic decision making that is in the community’s best interests:

e ldentify Key Performance Indicators upon which Council can benchmark its financial
performance against other NSW Councils of a similar size with comparable resources;

» Evaluate the impact of future scenarios upon Council's financial position;

* Provide a basis for future decision making particularly when the Infrastructure Plan and asset
management strategy are further refined and developed;

e Identify issues which impact upon the financial sustainability of Council including known
opportunities and threats;

*» Achieve a consolidated funds cash flow surplus result annually and achieve a minor cash
value operational budget surpius result annually acknowledging that minimum service delivery
may need to be reviewed while attempting to reduce operating costs in real terms;

* Achieve a current working fund surplus result annually; and

* Assist with planning for major capital infrastructure renewal program and specific capital
projects.
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Key Planning Assumptions

A Long Term Financial Plan is dependent on a number of planning assumptions. In preparing this
plan it was necessary to consider a range of matters and make appropriate assumptions. These
assumptions have been used to model and formulate the plan.

In developing the Long Term Financial Plan Council has considered and made assumptions with
regards to demographics of the Shire, projected economic growth and industrial development
within the Shire, service delivery standards, and ali other major influences on Council’s income
streams and expenditure patterns and projects.

In summary the Long Term Financial Plan sets out the following key planning assumptions used to

develop the long term forecasts of income and expenditure for Council:

Income Forecasts

Income Source

Net Gain from Disposal of Assets
Other Revenues
User Charges and Fees

Population Growth
Service Levels

Expenditure Forecasts

Expenditure Source

Major capital works projects

14

Projected Annual Increase
3%

Variable % based on plant schedule
2.50%

2.50% - full cost recovery and within
Statutory limitations

2.30% to 2017, then 1% annually
refer to Infrastructure Plan

e General (Ordinary) Rates Income

o Domestic Waste Charges 3% - full cost recovery

e Sewerage Charges 2% - full cost recovery

o Water Supply Charges 4.50% - full cost recovery
o Water Supply User Pay Charges 5% - full cost recovery

» Interest Rate on Investments 4.50% return over 10 year period
+ Interest Rate on Overdue Rates 9%

» Operating General Purpose Grants 3.10%

s Capital Grants 2.50%

o Development Contributions 2.40%

*

L 2

®

Projected Annual Increase
3.25%

e Salaries and Wages

e  Superannuation Guarantee Contribution 0.50% increase from 2019 up to 12%
e SASS Defined Benefit Plan Contribution Double contribution rate until 2018
s  Workers Compensation 3% from 2016

»  Consumer Price Index 2.40%

* Interest Rate for Borrowings 6.50%

s Depreciaticn Expense 1.90% recurrent only

e [nsurances 5%

s Electricity and Gas 2.40%

e Materials and Contracts 4%

L ]

Varies according to projects funding
status and other factors



Detailed Income Forecasts

General (Ordinary) Rates Income

Historically there is minor change in the number of rateable assessments from year to year. The
total number of rateable assessments in 2005/2006 was 5,604. The number of rateable
assessments for 2015/2016 is 5,925. There has been an average increase in total rateable
assessments annually of 0.52%. This increase will equate to minimal additional general rates
income to Council.

Council will continue to apply the maximum annual rates increase allowable by IPART and Office
of Local Government. The maximum permissible rates increase for 2015/2016 is 2.40%. Council
has projected the annual rate pegging limit increase to be 3% annually. This is based on historical
data (past ten years) of a 3.08% increase in maximum rate cap for general rates income. A 3%
increase equates to an additional $192,000 general rates income in 2015/2016. Further details for
each individual rating category are available in Council's 2015/2016 Operational Plan.

No special variation to general rates income is included in the Council Long Term Financial Plan
projections for the Base Case Scenario, however this will continue to be assessed based on
community feedback and on the need for additional income to continue to deliver services.

A number of wind farms have been constructed and a number of other proposed wind farms and
gas powered generation developments may be constructed in the future however the legal
rateability status for these large scale industrial developments is not clear. Council implemented a
Section 94A Development Contributions Plan to apply to state significant and projects exceeding
$5 million and has also established a Community Enhancement Program (CEP). The 94A Plan and
CEPs are designed to mitigate negative aspects of these projects on the community and to ensure
the developments make a reasonable contribution with respect to community infrastructure.

Domestic Waste Management Charges

The Domestic Waste Management (DWM) service is provided by Council to the residential
properties in townships and the immediate surrounding area of towns within the Shire. The DWM
service provides garbage and recycling collection services. The basis of the DWM annual charge is
on a full cost recovery basis to allow for the future upgrade of the DWM plant fleet, garbage bins,
and partial allocation for the rehabilitation of the waste centres (rubbish tips) in the Shire.

The DWM charge is projected to increase annually by 3% over the next ten year period. Council
will continue to complete and publish in the Operational Plan a comprehensive domestic waste
reasonable cost calculation in accordance with the Local Government Act requirements and to
ensure any service changes are consulted with and conveyed to the community.

Sewerage Charges

Council operates and manages sewerage systems and services within three towns in the Shire,
being Crookwell, Gunning and Taralga. Council intends to maintain the sewerage services and
improve the sewerage infrastructure in the coming ten year period.

Upper Lachlan Shire Council has progressively implemented the former Department of Water and
Energy Best Practice Management Guidelines and pricing principles for sewerage services and
comply with the National Performance Framework as advocated by the NSW Office of Water.

The average annual increase for sewerage charges of 2% is projected over the next ten year
period based on full cost recovery principles. Also, Council aims to achieve an economic real rate
of return on the sewerage services of greater than 2%.
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Water Supply Charges

Council operates and manages water supply systems within four towns in the Shire, being
Crookweli, Gunning, Dalton and Taralga. Council intends to maintain the water supply services and
improve the infrastructure for these reticulated water supply systems. Council, in partnership with
the Federal and State Government, has recently completed in May 2014, significant capital
upgrade works to increase reliability and improve water quality and water treatment operations for
the Gunning and Dalton water supply schemes.

The average annual increase for water supply annual charges of 4.50% is projected over the next
ten year period based on fuil cost recovery principles. Also, Council aims to achieve an economic
real rate of return on the water supply services of 2%.

Water Supply User Pay Charges

Water supply user pay charges are highly volatile due to the impact from seasonal conditions.
Council has implemented initiatives, such as water bore installations to supplement existing water
storages, to assist in drought proofing water resources necessary for the towns in the Shire. Upper
Lachlan Shire Council has progressively implemented the former Department of Water and Energy
Best Practice Management Guidelines and pricing principles for water supply and comply with the
National Performance Framework as advocated by the NSW Office of Water. Council is and shall
continue to generate greater than 50% of total water supply revenue from water supply user
charges.

The water supply user charges are projected to increase annually by 5% over the next ten year
period. All water supply users pay a dollar amount per kilolitre charge with a two tiered tariff pricing
system. The water supply user charges are based on full cost recovery of the service.

Interest Rate on Investments

Interest rates on investments have been variable in recent years. The Reserve Bank of Australia,
official cash interest rate has fallen from a high of 7.25% in March 2008 to the current low of 2.25%
in February 2015. The average interest rate on term deposits lodged by Council at February 2015
is 3.40%. With the global economic volatility interest rates will remain low in the short term and the
cash rate will be at 2% to 3% range over the next twelve months. Term deposit interest rates are
anticipated to be in the vicinity of 3% to 3.5% for the next two years with the interest rate increasing
to the historical average of 4.50% for the ten year period. Council’s total cash investment portfolio
is estimated to range from $18 - $26 million up to 2025. Future changes or volatility in interest rates
will have an impact on Council’s long term financial outlook.

In accordance with Council’s Investment Policy and Ministerial Investment Order, Council now
invests only in term deposits, with varying maturity timeframes, with Australian authorised deposit
taking institutions.

Interest Rate on Overdue Rates

Council has sustained a remarkably low rates and annual charges outstanding percentage of 3%
or lower for the past seven years. Council staff have enforced Council's Debt Recovery Policy and
remained vigilant in assuring regular cash flow from rates and annual charges. Council will be
endeavouring to maintain a rates and annual charges outstanding percentage of below 5%.

Council has projected an average overdue interest rate of 9% over the ten year period. The current
overdue interest rate is 8.5% in 2014/2015. The total interest revenue from outstanding rates and
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annual charges will not be materially affected by any changes in the maximum interest rate as
determined each year by the Office of Local Government.

Operating General Purpose Grants

Council's most important and material recurrent operating grant is the untied Financial Assistance
Grants (FAG) received from the Federal Government and administered by the NSW Local
Government Grants Commission. The FAG grant accounts for around 35% of Council's total
operating grants and contributions received annually. The FAG grant has a general and roads
component totalling $4.1 million in 2014/2015. Council has estimated a 3% increase annually for
the FAG over the ten year period which is based on the Commonwealth’s annual Consumer Price
Index (CPI) estimates.

There are two other material operating grants received by Council annually. The operating grants
received from the Roads and Maritime Services (RMS) for the Regional Roads Block Grant and
Repair Program total $1.5 million annually. The Federal Government program Roads to Recovery
is classified as an operating grant and is used solely for capital works projects and programs. The
Roads to Recovery is a 5 year program equivalent to $840K per year for the life of the existing
program. The program continues through until 2019 and will be reassessed by Federal
Government at that time.

Council has assumed that all recurrent grants and contributions for operating purposes will also
increase annually by a projection of 3.10%.

Capital Grants

Capital grants are by their nature highly variable from year to year depending on the need and
community support for major capital works projects and the availability of capital grant programs to
assist in funding major capital improvement projects.

Council’'s Delivery Program details the number one priority project is the reconstruction and sealing
of the Crookwell to Taralga Road MR248E. Grant funding has been obtained from Transport NSW
and the RMS Repair program to contribute towards completion of programmed works on MR248E
by end of 2015. Upon compietion of this project, capital funding for the 2015/2016 to 2018/2019
from RMS Repair program will be utilised for the MR52 Gundaroo to Gunning Road reconstruction.

Council has also made allowance in the LTFP in 2015/2016 for capital grant funding towards the
replacement of the timber bridge over Abercrombie River on MR256 Taralga to Oberon Road at a
cost of $1.525 million.

A major project due for commencement in 2015/2016 is the new Crookwell Water Treatment Plant
construction for the water supply schemes with a total project cost of $7 million. Council is sourcing
$3 million funding from the Federal Government under the National Stronger Regions program and
also $3 million from the NSW State Government, through the Infrastructure NSW — Restart NSW
program, with the remaining project funding from Council through new loan borrowings.

Grant funding has been secured from the State Government for the purpose of reconstructing
sections of Grabine Road, which predominantly services the Wyangala Dam State Recreation
Area. An amount of $1.5 million will be received over 8 years with a matching contribution by
Council for a total capital expenditure of $3 million. A total expenditure of $400,000 per annum has
been included in the 2015/2016 and future years’ budgets until the works are completed.

Council has projected an average increase in general fund capital grants income of 2.50% for the
ten year period.

17



Development Contributions

The Upper Lachlan Local Environment Plan 2010 encourages development around the existing
towns and potential growth centres in the Shire. Council development contributions will be
impacted by any increased economic development and subdivision activities over the coming ten
years. The population and industrial development growth expectations are categorised in the low to
moderate range by Council in our long range forecasts.

Council has a Section 94 Development Contributions Plan that allows Council to collect
contributions from developers where it is considered that additional demand will be placed on
existing public faciiities and amenities. Council's Plan contains the following development
contributions; Roads, Open Space, Community Facilities, Waste Management, Emergency
Services and Plan Administration. Council has projected an annual increase in development
contributions of 2.40%, in line with CPI projections, for the ten year period.

Council has implemented a Section 94A Development Contributions Plan in 2012 and this plan is
designed to collect contributions from developments of regional and state significant developments
and energy, wind and power station developments. The affect of this Plan is unknown at this point
in time and no detailed income projections are included in Council's long range forecasts.

Council has a Section 64 Development Contributions Plan for the Upper Lachlan Shire Council
area for water supply and sewerage services. Council has projected an annual increase in Section
64 development contributions of 2.40%, in line with CPI projections, for the ten year period.

Net Gain from Disposal of Assets

Council has developed a detailed ten year motor vehicle, plant and equipment replacement
program and has a Disposal of Assets Policy. The Council Delivery Program provides further
detailed information on projected motor vehicle, plant and equipment replacement. There are no
real estate assets classified as available for sale and no sales are planned over the ten year
period. The annual increase % is variable and is subject to plant replacement schedule. There is
no set % increase or decrease on the net gain from the disposal of assets.

User Charges and Fees

Council has numerous user charges and fees that are statutory fees determined by regulation or
by another government agency, for example Development Application fees and Section 149 and
Section 603 Certificate fees. In most cases there is no annual increase in these user charges and
fees provided in the relevant legislation. Therefore, no increase is estimated in statutory fees.

For discretionary fees, the most material fees are for private works (contracted work) undertaken
by Council on private properties. The Roads and Maritime Services (RMS) Routine Maintenance
Council Contract (RMCC) and Works Orders on State Road MR54 are also a discretionary fee. For
all discretionary fees an annual increase of 2.50% is projected over the next ten year period based
on full cost recovery principles and profit component where applicable.
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Other Revenues

Other Revenues are relatively immaterial in Council's operating budget these items include;
property rental income, Agency fees {RMS Motor Registry and Australia Post Agency), fuel tax
credits and other recoverable charges. An annual increase of 2.5% is projected over the next ten
year period based on full cost recovery principles and profit component where applicable.

Population Growth

The Long Term Financial Plan takes into consideration any potential growth in population within
the Upper Lachlan local government area.

The Community Strategic Plan and Delivery Program are informed by the Australian Bureau of
Statistics (ABS) Census and the ABS National Regional Profile 2014 for population growth in
Upper Lachlan. The ABS Estimated Resident Population for Upper Lachlan in 2014 was 7,761
which are a 2.10% increase (or 161 people) in 2013/2014. Council estimates a 2.30% population
increase to 2017 and an increase of 1% annually onwards to 2019/2020,

The cost of Council’s services is not particularly sensitive to population growth for the towns and
villages within the Shire. At the projected increased population levels, the Long Term Financial
Plan model assumes that the population growth will not have a significant impact on the income
and expenditure projections contained therein.

Services Levels

Council will endeavour to continue maintaining the existing level of services for all the principal
activities undertaken by Council as detailed in Councils Delivery Program and Operational Plan
under each Community Strategic Plan Strategic Objective Area. Also, Council will meet the service
levels in relation to infrastructure maintenance and renewal as detailed in the infrastructure Plan
and Asset Management Strategy.

The service levels delivered at present may not necessarily meet with the community expectations
however Council is attempting to address the backlog of roads, bridges and associated
infrastructure work in a planned and coordinated manner.

Other Economic Factors

There are a number of economic factors that may potentially adversely affect the long term
financial projections and assumptions used by Council in formulating the current Long Term
Financial Plan. These include the following items:-

Volatility in the Consumer Price Index

In recent years, the Consumer Price Index (CPl} has been relatively stable. The Federal
Government and Reserve Bank of Australia target inflation range is currently between 2% to 3%.
The Australian Bureau of Statistics reported that the eight capital cities weighted average CPI in
December 2014 was 1.70%, in December 2013 was 2.70%, in December 2012 was 2.20%, in
December 2011 was 3.10% and December 2010 was 2.70%.

Council’s operating budget is particularly sensitive to changes in the CPI, particularly where prices
for major consumption items such as transport and petroleum products increase in excess of the
average CPl. Council has projected an annual CP| increase of 2.40% over the life of the Long
Term Financial Plan.
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Cost Shifting from Federal and State Governments

The issue of cost shifting is of significant concern to all NSW Councils. The estimated annual cost
shift expense for Upper Lachian in 2011/2012 was $938,000 or equivalent to 4% of total Council
income (excluding capital grants and contributions). The cost shift activities include Rural Fire
Services, pensioner rates concessions, public libraries, noxious weeds control, animal control, and
State Emergency Services (SES). If this situation is not addressed Council’s financial position is
weakened.
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Detailed Expenditure Forecasts

Salaries and Wages

Upper Lachlan employs 133 full-time equivalent employees. The Workforce Plan identifies human
resources key performance areas, goals and strategies and how they interact with Council's
Strategic Objectives and Aspirations from the Community Strategic Plan to assist in delivering
Council's programs. Council’s single largest expense relates to employee costs.

Council reviews each position upon a vacancy and assesses the need for changes to a position or
to the position parameters. Council does not anticipate any decrease in the number of employees.
Council does have an ageing workforce and have allocated 38% of total leave entitlements to an
internally restricted cash reserve for this purpose and budgets annually for projected staff
retirements, based on an age profile, this is incorporated in the Council Operational Plan.

All staff members are employed by Council under the NSW Industrial Relations System. The
employment terms and conditions are set out in the Local Government (State) Award 2014. The
Award includes, in effect, provision for annual salary increases. The increases mandated are 2.6%
from July 2014, 2.7% from July 2015, and 2.8% from July 2016 respectively. Historically, over the
past 10 years, the average annual Award salary increase has been 3.25%.

Salary costs are also affected by individual staff progressing in Council's Salary Structure by
achieving productivity and skill step improvements related to their grading and salary steps.
Council provides a modest allowance for these additional impacts. Council has forecast an annual
increase in total salaries and wages of 3.25% over the term of the Long Term Financial Plan.

Superannuation Guarantee Contribution

The Superannuation Guarantee is required to be paid by Council to nominated superannuation
funds as employer contributions on behalf of individual employees. The Superannuation Guarantee
was set at 9% of employee’s salary for a long period, however the Federal Government announced
the % contribution rate will increase from 9% to 12% by 1 July 2022. The incremental increases
are set out below:-

Financial Year Rate
2012/2013 9.00%
2013/2014 9.25%
2014/2015 9.50%
2015/2016 9.50%
2016/2017 9.50%
2017/2018 9.50%
2018/2019 10.00%
2019/2020 10.50%
2020/2021 11.00%
2021/2022 11.50%
Future vears 12.00%

The Long Term Financial Plan assumes that the Superannuation Guarantee expense wilt increase
by the increment amounts and also increase in line with forecast increases in salaries and wages.
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SASS Defined Benefit Plan Contribution

Council is involved in an industry defined benefits superannuation scheme, known as the Local
Government SASS Superannuation Retirement Scheme. This superannuation scheme is a multi-
employer fund where assets accumulate in the fund to meet member’'s benefits as defined in a
Trust Deed consisting of all NSW Councils.

In 2009, the SASS scheme advised that as a result of the global financial crisis it had a significant
deficiency of assets over liabilities. As a result the Scheme has imposed increased contributions
from 2009/2010 for a period of up to 10 years to recover the deficit. SASS has confirmed to
Council that the increased contribution will remain in place until 30 June 2018. Council has 36
employee members, and the total employer contribution expense in 2013/2014 was $487,685.

The SASS scheme actuary monitors the financial position each year, however despite there being
a minor recovery in the financial markets since the global financial crisis; there still exists a deficit
in the scheme of at 30 June 2014 of which Council’s liability is estimated to be $734,064.

Workers Compensation

Council’s Workers Compensation Insurance premium is a significant employee expenditure oncost.
The premium is calculated based on 3 years of workers compensation claims experience,
estimated increases in salaries and wages and various multiplier factors used by StateCover
Mutual. Workers Compensation insurance costs peaked in 2012/2013 at $548,267, in 2013/2014
premium costs were $300,883 and estimate cost in 2014/2015 is $196,462, which is a significant
decrease from previous years.

It is extremely difficult to calculate an appropriate inflationary index to forecast likely future Workers
Compensation premiums. The Long Term Financial Plan estimates a 3% increase annually over
the next 10 years. It is anticipated that based on the improvement in claims experience, injury
prevention methods and changes to NSW legislation that large increases will not eventuate going
forward into the future. Implementation of an effective return to work and rehabilitation program has
assisted Council in reducing the amount of workers lost time due to injury.

Interest Rate for Borrowings

Council has a Loans/Borrowings Policy that details the objectives and criteria for external funding
programs. Council will not borrow to finance annual operating and maintenance activities. Council
will borrow for the acquisition of income producing assets or for asset renewal and upgrade
programs. All Council loans are for fixed term periods and fixed interest rates to reduce the risk of
exposure to variable repayment amounts.

Council has further capacity to borrow within the Generai Fund. The current General Fund debt
service ratio is 1.36% as at 30 June 2014, Also, there are future borrowings forecast in the General
Fund for the replacement of timber bridges commencing from 2016/2017 in the LTFP. Council
anticipates $3.9 million total general fund borrowings for the entire 10 year period.

There is a $1 million Water Fund external loan programmed to be taken out in 2015/2016 to fund
Council’'s contribution to the Crookwell Water Supply Treatment Plant construction project.

Any future upward movement in the official cash rate by the Australian Reserve Bank (current cash

rate is at 2.25%) has the potential to increase the borrowing interest rates available from financial
institutions for any new loans taken out.
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The current borrowing rates from financial institutions for loans covering a ten year period are in
the vicinity of 5.50%. However, Council's Long Term Financial Plan estimates an average interest
rate of 6.50% for any new borrowings to 2025.

Consumer Price Index

See comments in economic factors outlined earlier titled “Volatility in Consumer Price Index’. The
annual CPl is estimated at 2.40% annually for 10 years in Council's Long Term Financial Plan.

Depreciation Expense

Depreciation of Council's major infrastructure assets is determined within their respective asset
management strategies and this is reflected in the Long Term Financial Plan. Council’s
Infrastructure Plan, including the Asset Management Strategy, details the useful lives and
depreciation periods for each class of asset.

The depreciation expense is calculated using the straight line method to allocate their cost over
their estimated useful lives. All assets classes are re-valued at “fair value” every 5 years.

As at 30 June 2014, Council has completed the asset valuations at “fair value” for all asset classes:
this entails water supply, sewerage, land, buildings, stormwater, plant and equipment and roads,
bridges and footpaths. The revaluation cycle has recommenced with water and sewerage assets
being re-valued as at 30/06/2012 and land, buildings and plant and equipment were completed by
30 June 2014. Council's total depreciation expense in 2013/2014 was $5.2 million. Total
depreciation projected in 2014/2015 is $5.5 million following the completion of Taralga water
supply and Gunning and Dalton water supply major capital improvement projects / asset additions.

In calculating depreciation an annual provision for revaluation and recurrent depreciation expense
increase of 1.90% has been included in the Long Term Financial Plan over the entire ten year
period. This is based on recent assets revaluation data.

Other Expenses

The Long Term Financial Plan estimates a 3% increase annually to 2025 for all other expenses,
excluding Insurances expenses. Other Expenses includes Councillors Allowances, electricity and
gas, street lighting, printing and stationary, valuation fees, telephones and communications
expenses. The increase is largely based on historical data in relation to these expenses.

Counci! projections are also based on our contract with Telstra Countrywide for telephony, mobile
telephones, and internet and Wide Area Network (WAN) services. Also, increases in Councillor
Allowances are determined by the Local Government Remuneration Tribunal annually and for past
two years there has been a 2.5% annual increase.,

Insurances

Insurance expenses are the single largest expense categorised as an Other Expense. The annual
insurance cost is $600,000. The insurance expense is projected to increase annually by 5% over
the next ten year period. This projection is based in part on historical data and claims history.

The significant increase in natural disaster events and severity of property damages in the past five
years highlights the potential for increased property protection claims. In Upper Lachlan Shire
Council there has been significant recent property damage and motor vehicle damage claims from
a hail damage incident in 2009, and a recent public liability case reiating to a trip fall incident.
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Also, factored into the 5% increase is annual updating of Council’s buildings and contents declared
insurance valuations. These valuations generally increase which in turn leads to higher insurance
premiums as building replacement valuations continue to escalate.

Electricity and Gas

Electricity and Gas price increases were a focal point of Federal Government debate surrounding
carbon taxes and meeting carbon credit targets and timeframes. The Coalition Federal
Government abolished the carbon tax in 2014 which in turn has led to a reduction in electricity
expense on an average user account by 7%.

In 2014/2015 the increase in electricity costs as determined by the Independent Pricing and
Regulatory Tribunal (IPART) was a price increase of 2.50%. Analyst projections of future electricity
costs vary, however Council has estimated an average annual increase of 2.40% over the next ten
year period.

Emergency Management Contributions

Emergency Management Contributions are imposed on local Councils by the NSW State
Government to assist with funding the Rural Fire Service (RFS), NSW Fire Brigades and State
Emergency Services (SES). The contributions are a significant Other Expense item for Council
with an annual contribution of $345,650 in 2014/2015. The projected increase for these
contributions is 3% annually over the next ten year period.

Materials and Contracts

For the ten years to 2025, the Long Term Financial Plan estimates a 4% increase annually in
Materials and Contracts expense. The increase projected for total materials and contracts expense
is above the projected CPI due to specific purpose Council operations related to gravel pits,
rubbish tips, waste centres, fuels, parks and gardens maintenance activities where costs are
significantly higher than CPI.

Private works activities will fluctuate from year to year based on private development projects
within the Shire. Council anticipates the construction commencement, for State Government
approved wind farm developments and gas fired developments, in the next five year period.
Council anticipates one significant private works each year, to be undertaken by Council under a
contract arrangement in a five year period. Council does utilise a mix of Council employees and
contracted plant hire operators and equipment when undertaking private works.

Also, Council has contract arrangements related to the maintenance of State Road MR54,
Goutburn to Crockwell to Bathurst Road. This Routine Maintenance Council Contract (RMCC) is
with the Roads and Maritime Services (RMS). The budget forward estimate is for $2 million
expense each year under the RMCC contract and Works Orders in the LTFP.

There are no significant (greater than $50,000) legal costs projected by Council related to planning
and development legal costs.
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Major Capital Works Projects

The number and type of major capital works expenditure programs will depend upon a variety of
factors not least of which is external funding arrangements. There is a $7 million capital project of
the Crookwell Water Supply Treatment Plant upgrade which is a significant capital works project in
the Infrastructure Plan on a scale comparable to the Taralga sewer scheme construction
completed in 2012.

The roads and bridges infrastructure maintenance and asset renewal is the largest challenge
facing the Council in the medium to long term. Council is committed to local road capital
improvements, especially in allocating additional resources to gravel resheeting programs.

Council has committed the majority of funding allocation of $840,000 ($640,000) of the Federal
Government Roads to Recovery Program to gravel resheeting of the local road network. The
remaining $200,000 this funding has been allocated to the improvement and reconstruction of
sections of Grabine Road. Local weather and environment factors continue to exacerbate the
deterioration of gravel surfaces on local roads. Council intervention is continually necessary to
restore and improve road surfaces.

Council's Delivery Program details our number one priority project is the reconstruction and
bitumen sealing of the entire 2.5 kilometres remaining of the Crookwell to Taralga Road MR248E.
Council has secured additional grant funding from Transport NSW of $361,000 in 2014/2015.
Council has committed $919,000 in 2014/2015 to complete the reconstruction and bitumen sealing
for the Taralga Road improvement program. The project will be completed in late 2015.

Council, in the Delivery Program, has listened to the community and has outlined their intention to
investigate provision of new recreational buildings and facilities, such as skate parks in Crookwell
and Gunning, and the Goulburn to Crookwell rail trail project. Council will only proceed with these
projects if there is a strong business case supporting their development and there are minimal
capital construction costs to be borne by Council.

Council’s annual capital expenditure program from 2015 to 2025 will range from $8 million to $12
million per annum.

Taralga Road MR248E construction
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Methods of Monitoring Financial Performance

The financial sustainability of local government has been the subject of various independent
reviews, the latest review being the Treasury Corporation report in 2013.

The Long Term Financial Plan opens the way for Council to address issues such as constraints on
revenue growth (such as rate capping), ageing infrastructure, ageing popuiation, legislative change
and cost shifting and, in consultation with the community, set funding priorities and service levels
that set Council on a path to a more sustainable future.

Council will annually monitor, report, and assess its financial performance using the
following measures:-

Performance Measures Perfermance Indicator

Unrestricted Current Ratio of Assets to Liabilities »2:1

* Net Operating Result (Operating Performance Ratio} Achieve operating surplus annually

e Consclidated Debt Service Ratio for all Funds <=10% of Operating Revenue

e Rates and Annual Charges Outstanding Ratio <5%

e Own Source Revenue Ratio >60%

¢ Building and Infrastructure Asset Renewal Ratio >1:1

o Total Unrestricted Cash Reserves (Minimum) >$500,000 at financial year end

¢ Employee Leave Entitlements Cash Reserve >=33% of total liability

*  Working Capital Result Surplus maintained annually

¢ Each Fund (Water Supply, Sewerage and DWM) Full cost recovery and annual operating
e Completion of Capital Budget iig)(;ljlf completion rate each year
* Budget Revote works carryovers <2% of original operating budget
» Investment Returns >90 day BBSW Rate

e Utilisation of Section 94 Development Plans funds Minimum $250,000 annual expenditure

In addition to the above menticned performance measures, Upper Lachlan Shire Council will
continue to use local government financiai and governance health check benchmarks and other
appropriate efficiency indicators in measuring Council’s long term financial sustainability.

Upper Lachlan Shire Council will not borrow to fund ongoing operating expenditure requirements
and will not borrow for the acquisition of non income producing assets. Council has further capacity
to borrow within the General Fund, however Council has 19 timber bridges on local roads which
will need to be replaced and / or upgraded within the next 30 years. Council Works and Operations
Department have completed the asset condition assessment for fair valuation for this asset class
and has developed a bridge replacement program which will be implemented into the Long Term
Financial Plan and asset management strategy.
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Sensitivity Analysis

Long term financial planning is inherently uncertain. This Long Term Financial Plan is based on a
range of principles and key assumptions to forecast Council’s income and expenditure for the 10
years of the Plan. Variations in these assumptions over the life of the Plan may have a significant
impact on the projections in the Plan.

The Long Term Financial Plan assumes the continuation of all current operational grants and
subsidies. Council does have a strong reliance on grants and subsidies and any withdrawal of a
grant or subsidy would require Council to reconsider the forecast service levels of expenditure and
potentially review staffing levels.

Ultimately, any variations to the underlying assumptions will impact on income and expenditure
forecasts. Using a reliable basis for the assumptions should minimise the potential for significant
material variations. Council has used the most recent publicly available and reliable information
from a variety of sources in formulating the forecasts used in the Long Term Financial Plan model.

A major variable to the Long Term Financial Plan process is the projected capital expenditure and
income required for future asset renewals and new asset and infrastructure projects. A number of
Council projects are significantly dependent on matching or full grant funding for a project to
proceed. Also, the change in Council direction or changes in Council strategic objectives is a
possibility with an election cycle of four years.

The table below summarises the Long Term Financial Plan’s sensitivity to operational activities
variations from the various underlying key assumptions:-

income and Expenditure 2015/2016 | Likelihood | Sensitivity to
Categories Base Year | of Variation | 5% variation
(Rounded in the key
. $°000) assumptions
(Rounded
$°000)
Income $25,735 variation $1,287
Rates and Annual Charmges $10,047 Unlikely + /- $503
User Charges and Fees $6,125 Possible +/-$306
Qperating Grants $8,164 Possible + /- $408
Interest and Investments $566 Unlikely +/- $28
Cther Income $833 Possible +/- $42
Expenditure $24,283 variation $1,214
Employee Benefits and Oncosts $9,446 Unlikely +/-$472
Materials and Contracts $5,740 Possible +/-$287
Borrowing Costs $247 Unlikely +/- $12
Depreciation $5,413 Unlikely + /- %271
Other Expenses $3,437 Unlikely +/-$172

The Sensitivity Analysis above indicates Council’s financial exposure to changes in the underlying
assumptions. The 2015/2016 base year for projecting operating income and expenditure is sound
and has been developed over several budget preparation cycles. In the context of the Long Term
Financial Plan the projections are considered to be reliable estimates.

Projections of capital expenditure are based on the Upper Lachlan Shire Council Infrastructure
Plan. This Plan identifies an optimal level of service delivery based on an assets age profile and
condition assessment. These projections will be accurate in the context of the assumed service
and asset intervention levels identified in the Infrastructure Plan.
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Conclusion

The Long Term Financial Plan has confirmed that these are changing and financial challenging
times. In spite of these challenges, Upper Lachlan Shire Council has prepared a 10 year analysis
projections of a Net Operating Surplus, before capital grants and contributions, for the entire period
to 2025. However, Council will continue to monitor all business units and functional cost centres to
try to achieve efficiencies and productivity improvements.

Council has completed the revaluation of assets at fair valuation for all the following asset classes;
operational land, buildings, property, plant and equipment, office equipment, stormwater, roads,
bridges, footpaths, water supply, and sewerage assets. Since the revaluation of assets Council
now recognises an additional annual amount of $250,000 for building depreciation expense and
has recognised an additional $550,000 annually for roads and bridges depreciation expense. Large
infrastructure capital works projects were completed in 2012 to 2014; including the Taralga Sewer
Scheme ($6.9 million) and Taralga Water Supply Upgrade $1.9), and a major upgrade of the
Gunning Water Supply infrastructure ($10.8 million). These major projects will result in significant
increases in depreciation expense for future years, commencing in the Water Fund from
2014/20135. The increase in depreciation expense shows the challenge Council will have in funding
asset renewal programs into the future.

Further obligations imposed upon Councils (cost shifts) by other tiers of government continue to
have negative impacts upon Councils’ Long Term Financial Plan modelling and financial position.
The Local Government and Shires Association have demonstrated that the impact of cost shifting
upon NSW Councils equates to 4% (or $938,000) of total income before capital amounts for
Council each year. The Long Term Financial Plan model projects overall Council expenses to
continue to increase faster than revenue. The outcome from this analysis will have a negative
impact on Council's financial position and may adversely affect the level of services that may be
provided to our community.

Consideration by Council of a special rates variation application by 2019/2020 may be necessary
to maintain the existing standard of services to the Shire community. In particular, additional
revenue source from a special rates variation would assist in funding the backlog of gravel
resheeting and asset renewal programs for the Council’s unsealed local road network.

The Long Term Financial Plan does not incorporate any new services or new buildings to be
constructed and provided by Council to the community in the next ten year period.

White grant funding from the other tiers of government is available from time to time this additional
funding source has not been included in the Long Term Financial Plan as these sources are
irregular and largely unpredictable. However, Council continues to endeavour to apply for and
maximise access to State and Federal grants through our Grants Officer.

The Long Term Finangcial Plan clearly illustrates the need for constitutional recognition of local
government to pave the way for additional direct funding from the Federal Government.

Also, the Independent Review Panel Report “Revitalising Local Government” released in 2013
recommends that the methodology for distribution of Financial Assistance Grants be amended.
This recommendation if implemented will be large step in the right direction to allow Council’s to
achieve financial sustainability.
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Financial Modelling Scenario
The Long Term Financial Plan has outlined a financial model for a Base Case Scenario.
Base Case Scenario

The Base Case Scenario is the Status Quo operating model which has depicted the operating
surplus result for base year 2015/2016 and the entire 10 year period and projects forward based
on all the assumptions outlined on Pages 14 to 25 of this document. The capital expenditure
program and cash flow statement in this Scenario are heavily influenced by the capital grants and
contributions budgeted to be received in years one to four of the Long Term Financial Plan.

The Base Case Scenario capital works expenditure program is anticipated to deliver significant
improvements to Council infrastructure in particular roads and timber bridge replacements, water
treatment and storage facilities upgrades for future security and improved potable water quality,
lower ongoing operating and maintenance costs.

Council will continue to deliver the same services based on the principal activities as outlined in
Council’s Integrated Planning and Reporting documents. The variable component wili be the
capital expenditure and capital grants program.

Council will continue to annually review the Long Term Financial Plan and key assumptions
contained therein to ensure validity and currency of long term forward projections.

(The Long Term Financial Plan statements for this scenario are rounded to whole dollars
and whole percentages and this means there are minor immaterial rounding balance errors
to the Operational Plan budget. Also, there are assumptions in the cash flow statement for
variable % of receipts related to prior year charges and receivables.)
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Disclaimer

This report has been prepared by New South Wales Treasury Corporation (TCorp}) in accordance with
the appointment of TCorp by the Division of Local Government (DLG) as detailed in TCorp’s letters of
22 December 2011 and 28 May 2012. The report has been prepared to assist the DLG and the
Independent Local Government Review Panel in its consideration of the Sustainability of each local
govemment area in NSW.

The report has been prepared based on information provided to TCorp as set out in Section 2.2 of this
report. TCorp has relied on this information and has not verified or audited the accuracy, reliability or
currency of the information provided to it for the purpose of preparation of the report. TCorp and its
directors, officers and employees make no representation as to the accuracy, reliability or
completeness of the information contained in the report.

In addition, TCorp does not warrant or guarantee the outcomes or projections contained in this report.
The projections and outcomes contained in the report do not necessarily take into consideration the
commercial risks, various external factors or the possibility of poor performance by the Council all of
which may negatively impact the financial capability and sustainability of the Council. The TCorp report
focuses on whether the Council has reasonable capacity, based on the information provided to TCorp,
to take on additional borrowings, and Council's future Sustainability, within prudent risk parameters and
the limits of its financial projections.

The report has been prepared for Upper Lachlan Shire Council, the DLG and the Independent Local
Government Review Panel. TCorp shall not be fiable to Upper Lachlan Shire or have any liability to
any third party under the law of contract, tort and the principles of restitution or unjust enrichment or
otherwise for any loss, expense or damage which may arise from or be incurred or suffered as a result
of reliance on anything contained in this report.
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Section1  Executive Summary

This report provides an independent assessment of Upper Lachlan Shire Council's ({the Council)
financial capacity, and its future Sustainability. The analysis is based on a review of the historical
performance, current financial position, and long term financial forecasts. It also benchmarks the
Council against its peers using key ratios.

TCorp's approach has been to:

¢ Review the most recent four years of Council's consolidated financial results
o Conduct a detailed review of the Council's 10 year financial forecasts

The Council has been well managed over the review period based on the following observations:

»  Council has reported an operating surplus, excluding capital grants and contributions, over
the four year period

» Council's underlying operating performance {measured using EBITDA) has increased by
$3.0m since 2009 to $7.6m in 2012

¢ Counci's Own Source Revenue Ratio has been below benchmark in all review years
indicating Council's reliance on external funding

The Council reported $15.7m of infrastructure backlog in 2012 which represents 10.0% of its
infrastructure asset value of $155.3m. Other observations include:

»  Council's infrastructure backlog has increased by $5.8m since 2009 to $15.7min 2012
¢ Council is underspending the required amount to maintain their existing assets at an
acceptable level

The key observations from our review of Council's 10 year forecasts for its General Fund are:

e The forecast shows a surplus position is expected, when capital grants and contributions are
excluded, for the entire forecast period

» When investment revenues are included in calculating Council's Own Source Revenue Ratio,
it is above benchmark for the entire forecast period

«  Council's capital expenditure is above benchmark in nine of the 10 years forecast

In our view, the Council has the capacity to undertake additional borrowings of up to $13.4m. This is
based on the following analysis:

¢ Based on a benchmark of DSCR>2x, $13.4m could be borrowed in addition to the existing
borrowings of $3.2m

[To insert summary comments about the benchmarking.]

Upper Lachlan Shire Council COMMERCIAL-IN-CONFIDENCE Page 4
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In respect of the long term Sustainability of the Council our view is that overall, Council is in a sound
position. Qur key observations are:

Council's operating result, excluding capital grants and contributions, has shown a surplus
result for the past four years

Council's current LTFP forecasts operating surpluses for the entire period without the
assistance of an SRV

Council has maintained conservative levels of borrowings which is reflected in their DSCR
and Interest Cover however they may need to consider borrowing to help reduce their backlog
Council is reliant on external funding sources as indicated by an Own Source Revenue Ratio
that is below benchmark in both the past and in the forecast. Any changes in grant funding,
particular the state's financial assistance grants can place the council's financial sustainability
at risk

Council needs to increase its expenditure on asset maintenance and renewals in order to
reduce its infrastructure backlog

In respect of the Benchmarking analysis TCorp has compared the Council's key ratios, on a
consolidated basis, with other councils in DLG group 10. The key observations are:

Council's financial flexibility is reasonably sound as indicated by the Operating Ratio being
well above benchmark and the group’s average, and Own Source Operating Revenue Ratio
improving in the medium term

Council was in a sufficiently liquid position which is forecast to be above the group’s average
liquidity level over the medium term

Councifs DSCR and Interest Cover Ratio while below the group's average were above
benchmark over the review period which indicates Council is more highlty geared when
compared to other Councils.

Council has low levels of Infrastructure Backlog compared to its peer group. The Asset
Maintenance Ratio is below benchmark but tracks the group's average over the review
period. The Building and Infrastructure Asset Renewal Ratio generally tracked benchmark
over the review period. Council's Capital Expenditure Ratios has been above benchmark and
outperformed the group’s average over the review period. The ratio is forecast to improve
marginally in line with the group’s average in the mediurn term,

Upper Lachian Shire Council COMMERCIAL-IN-CONFIDENCE Page 5
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Section2  Introduction

21:

Purpose of Report

This report provides the Council with an independent assessment of their financial capacity,
Sustainability and performance measured against a peer group of councils which will complement their
internal due diligence, and the IP&R system of the Council and the DLG, together with the work being
undertaken by the Independent Local Government Review Panel.

The report is to be provided to the DLG and the Independent Local Govemment Review Panel.

The key areas focused on are:

2.2

The financial capacity of the Council

The long term Sustainability of the Council

The financial performance of the Council in comparison to a range of similar councils and
measured against prudent benchmarks

Scope and Methodology

TCorp’s approach was to:

Review the most recent four years of the Council's consolidated audited accounts using
financial ratio analysis. In undertaking the ratio analysis TCorp has utilised ratio's
substantially consistent with those used by Queensland Treasury Corporation {QTC) initially in
its review of Queensland Local Government (2008), and subsequently updated in 2011
Conduct a detailed review of the Council's 10 year financial forecasts including a review of the
key assumptions that underpin the financial forecasts. The review of the financial forecasts
focused on the Council's General Fund

Identify significant changes to future financial forecasts from existing financial performance
and highlight risks associated with such forecasts, including those that could impact Council's
Sustainability

Conduct a benchmark review of a Council’s performance against its peer group

Prepare a report that provides an overview of the Council's existing and forecast financial
position and its capacity to meet increased debt commitments and achieve long term
Sustainability

Conduct a high level review of the Council's IP&R documents for factors which could impact
the Council's financial capacity, performance and Sustainability

In undertaking its work, TCorp relied on:

Council's audited financial statements (2008/09 to 2011/12)

Coungil’s financial forecast model

Council's IP&R documents

Discussions with Council officers

Other publicly available information such as information published on the IPART website

Upper Lachlan Shire Council COMMERCIAL-IN-CONFIDENCE Page 6
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Definition of Sustainability

In conducting our reviews, TCorp has relied upen the following definition of sustainability to provide
guidance:

"A local government will be financially sustainable over the long term when it is able to generate
sufficient funds to provide the levels of service and infrastructure agreed with its community."

Benchmark Ratios

In conducting our review of the Councils' financial performance, forecasts and Sustainability we have
measured performance against a set of benchmarks. These benchmarks are listed below.
Benchmarks do not necessarily represent a pass or fail in respect of any particular area. One-off
projects or events can impact a council's performance against a benchmark for a short period. Other
factors such as the trends in results against the benchmarks are critical as well as the overall
performance against all the benchmarks. As councils can have significant differences in their size and
population densities, it is important to note that one benchmark does not fit all.

For example, the Cash Expense Ratio should be greater for smaller councils than larger councils as a
protection against variation in performance and financial shocks.

Therefore these benchmarks are intended as a guide to performance.

The Glossary attached to this report explains how each ratio is calculated.

Ratio Benchmark

| Operating Ratio i > (4.0%)

| Cash Expense Ratio >3.0 Hjonths |
Unrestricted Current Ratio > 1.50x

' Own Source Operating Revenue Ratio R 60.0%
Debt Service Cover Ratio (DSCR) C>200x
Interest Cover Ratio >4.00x
Building and Infrasiructure Backlog Ratio | <0.02x
Asset Maintenance Ratio I > 1.00x
Building and Infrastructure Asset Renewal Ratio > 1.00x

| Capltal Expenditure Ratio - > 110k |

Upper Lachlan Shire Council COMMERCIAL-IN-CONFIDENCE Page 7
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Upper Lachian LGA

Locality & Size
Locality o Southern NSW
Area 7,128km?
DLG Group 10
Demagraphics
Population as at 2011 7,193
% under 18 25%
% between 18 and 59 46%
% over 60 29%
Expected population 2021 7,625
Operations

| Number of employees (FTE) 132
Annual revenue $25.8m
Infrastructure
Roads 1,772km
Bridges 65
InfrastructuFe_backlog value $15.7m
Total infrastructure value $155.3m

Upper Lachlan Shire Local Government Area (LGA) is located in the Southem Tablelands, 45km west
of Goulburn, 60km north of Canberra and 130km south-east of Bathurst.

Despite its proximity to major cities Upper Lachlan Shire is rural in its character with agriculture a main
feature of its economy.

The current population of 7,193 is expected to increase by a minimum of 6% by 2021 to 7,625.

Council had 132 full time equivalent employees at 30 June 2012.

Upper Lachlan Shire Council COMMERCIAL-IN-CONFIDENCE Page 8
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Section3  Review of Financial Performance and Position

In reviewing the financial performance of the Council, TCotp has based its review on the annual
audited accounts of the Council unless otherwise stated.

3.1 Revenue

Figure 1 - Revenue Sources for 200840910 2011/12(5'000s)

30,000
25,000 368
&
20,000 10,376 35— 3
6.615 5.523
15,000
| 10,000
5,000
0 1
2012 2011 2010 2008
| ® Rates and annual charges m User charges and fees
Interest and investment revenue Grants and contributions for aperating purposes
m Cther revenues

Key Observations

o Council's total revenue, excluding capital grants and contributions, increased by 26.4%
($5.4m) over the four year period to $25.7m in 2012,

» Rates and annual charges increased by 4.5% in 2011 and 4.2% in 2012. The increases in
2012 were due fo rate peg increases and an increase in sewerage service fees following the
completion of the Taralga Sewerage Scheme. The 2011 increases were due to rate peg
increases and increases in charges for domestic and rural waste management services.

» User fees and charges increased by 53.1% ($2.0m} in 2012 partly due to $1.0m of private
works revenue from the construction of roads to access Gunning Wind Farm.

» User fees and charges peaked in 2009 because of private works undertaken for Transgrid
which contributed $2.0m to total private works compared to only $0.7m in 2010. The
decrease in 2011 was due to a $1.0m reduction in RMS charges due to reduced works
undertaken.

» Grants and contributions for operating purposes have been increasing each year with a total
increase of 87.8% ($4.8m} since 2009 to $10.3m in 2012. In 2012 grants and contributions
increased by 26.6% ($2.2m). The financial assistance grant increased by $1.1m as a result of
two advance payments received in 2012. 2012 also saw an increase of $1.4m in natural
disaster funding following the flooding early in 2012,

Upper Lachlan Shire Council COMMERCIAL-IN-CONFIDENCE Page 9
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s In 2011 Council was awarded $1.3m in natural disaster funding following the December 2010

T Corporati e . . )
reastiry Lorporation flooding while 2010 saw increases in transportation grants.

3.2: Expenses

Figure 2 - Expenses for 2008/0910 2011/12{3'000s)
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Key Observations

» Council's expenses increased by 18.8% ($3.7m} since 2009 to $23.5m in 2012.

e In 2012 employee costs decreased by 4.8% ($0.4m). Salaries and wages fell by almost
$1.0m primarily due to a system error identified in 2012. The emor had previously resulted in
some salaries and wages overheads being consolidated into salaries costs rather than
materials and contracts expenses. This error was rectified in 2012 and resulted in a re-
allocation of expenses. The decrease in salaries and wages in 2012 was partly offset by an
increase in superannuation. In 2010 employee costs increased by 11.8% ($0.9m) driven by
increases in salaries and wages, employee leave entitlements and workers compensation
insurance costs.

e Following a decrease of 32.7% ($1.9m) in 2010, materials and contracts expenses increased
by 27.0% ($1.0m) in 2011 and 50.8% ($2.2m} in 2012. The 2012 increase was due to a
combination of unscheduled works carried out due to flood damage, work undertaken for the
RMS and Gunning Wind Energy and the system error noted above. The 2011 increase was
mainly due to an increase in the number of extemnal contractors used for unscheduled urgent
works caused by flood damage.

* Materials and contracts expenses peaked in 2009 due to the completion of private works
undertaken for Transgrid.

Upper Lachlan Shire Council COMMERCIAL-IN-CONFIDENCE Page 10
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» Council's depreciation charge has increased by 33.7% ($1.3m) since 2009 to $5.0m in 2012.

The Asset Revaluations process has resulted in the value of Council's roads, bridges,
footpaths and other structures increasing by $17.1m since 2009 to $155.3m in 2012. This
resulted in the 2011 depreciation charge increasing by 21.0% ($0.8m). Depreciation also
increased due to the extensive works undertaken on the Taralga Sewage Scheme.

Treasury Corporation

Upper Lachlan Shire Council COMMERCIAL-IN-CONFIDENCE Page 11
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3.3 Operating Results

TCorp has made some standard adjustments to focus the analysis on core operating council results.
Grants and contributions for capital purposes, realised and unrealised gains on investments and other
assets are excluded, as well as one-off items which Council has no control over (e.g. impaimments).

TCorp believes that the exclusion of these items will assist in normalising the measurement of key
performance indicators, and the measurement of Council's performance against its peers.

All items excluded from the income statement and further historical financial information is detailed in
Appendix A.

| Figure 3- Operating Results for 2008/09 to 2011/12(5'000s

8,000 -

7,209
7,000
6,000
5,002 4,937
5,000 -
4,000 - glss
3,000
2,257

2,000 - 1,486
1,000 - 281 601

0 - - S . SN L

2012 2011 2010 2009

Operating result (excluding capital grants and contributions)

m Operating result (including capital grants and contributions)

Key Observations

« Council has posted a net operating surplus, excluding capital grants and contributions, each
year for the last four years. The lower 2011 result was primarily due to the decrease in user
fees and charges that year.

»  Council expenses include a non-cash depreciation expense ($5.0m in 2012), which has
increased by $1.2m since 2009 following the Asset Revaluations process. Whilst the non-
cash nature of depreciation can favourably impact on ratios such as EBITDA that focus on
cash, depreciation is an important expense as it represents the allocation of the value of an
asset over its useful life.

Upper Lachlan Shire Council COMMERCIAL-IN-CONFIDENCE Page 12
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3.4 Financial Management Indicators
Performance Indicators  Year ended 30 June R I
2012 2011 | 2010 | 2009
EBITDA {$'000s) 7,609 5,388 5,646 4,623
Operating Ratio 8.8% 1.8% 7.3% 29%
Interest Cover Ratio 2462x | 1643 | 1895 | 1835
Debt Service Cover Ratio | 7.91x 8.75 o77x | 938 |
Unrestricted Current Ratio | 425 3.44x 328x | 334x |
Own Source Operating Revenue Ratio ©50.1% | 48.1% 47.9% 56.5% |
Cash Expense Ratio 1.1months T 3.6montns 3.6months | 4.6months i
Net assets ($'000s) 401,784 | 401,355 | 395,191 | 204,649

Key Observations

Upper Lachlan Shire Council

Council's underlying operating performance (measured using EBITDA) has increased by
$2.9m since 2009 to $7.6m in 2012.

The Operating Ratio has been above benchmark in all four years. The 2011 result reflects the
lower user charges that year.

Council's Interest Cover Ratio and DSCR are both well above benchmark each year
indicating Councit has flexibility in regard to camying more debt.

The Unrestricted Current Ratio has been well above the benchmark of >1,5x in all four years
indicating Council had sound liquidity.

The Own Source Operating Rafio has been below the benchmark of >60% each year
indicating Council do not have sufficient financial flexibility and rely on external funding
SOUrces.

The Cash Expense Ratio has been above benchmark in three of the four years. The ratio fell
significantly below benchmark in 2012 due to decreased cash balances following an increase
in the purchase of investments in 2012,

Council's Net Assets have increased by approximately $197.1m between 2009 and 2012 due
to Asset Revaluations which have increased the value of Council's roads, bridges and
drainage infrastructure.

When the Asset Revaluations are excluded, the underlying trend in each year has been an
increase in the infrastructure, property, plant and equipment (IPP&E) asset base with asset
purchases being greater than the combined value of disposed assets and annual
depreciation. Over the three years this amounted to a $13.9m increase in IPP&E assets.
Council has total borrowings of $3.2m representing 0.8% of Net Assets,

COMMERCIAL-IN-CONFIDENCE Page 13
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‘ 3.5 Statement of Cashflows

Figure 4 - Cash and Cash Equivalents for 2008/09 o 2011/12{$'000s]
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Key Observations

» Cash and cash equivalents have fluctuated over the period decreasing 71.8% ($4.4m) to
$1.7m in 2012 driven by a $5.3m increase in the purchase of investments. Council received a
$1.9m prepayment of the financial assistance grant and $1.8m for the Gunning water
treatment plant both of which were invested in term deposits of more than 90 days.

o The cash balances along with the Unrestricted Current Ratio indicate Council had a
satisfactory level of liquidity.

e Of the $15.1m in cash, cash equivalents and investments, $8.6m is externally restricted,
$6.3m is intemally restricted and $0.2m is unrestricted.

»  Council's cash and investment portfolic comprises $1.7m in cash, $12.6m in term deposits,
$0.3m in FRN's and $0.5m in CDOs.

Upper Lachlan Shire Council COMMERCIAL-IN-CONFIDENCE Page 14
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3.6 Capital Expenditure

The following section predominantly relies on information obtained from Special Schedules 7 and 8 that
accompany the annual financial statements. These figures are unaudited and are therefore Council's
estimated figures.

3.6{a). Infrastructure Backlog

Figure 5 - Infrastructure Backlog for 2008/09 to 2011/12(3'000s)
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Figure 6 - Infrastructure Backlog Composition for 2011/12
1

M Buildings and other structures

m Public roads (inc. footpaths and car parks)
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Council reported a $15.7m Infrastructure Backlog in 2012, of which 52.0% ($8.1m) relates to buildings
and other structures, 31.0% ($4.9m) relates to public roads and 14.0% ($2.3m) relates to water assets.
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3.6(b): Infrastructure Status

Infrastructu_re Status Year ended 30 June
- 2012 2011 2010 2009 |
| Bring to satisfactory standard (§'000s) 15606 | 8354 | 7013 9910 |
Required annual maintenance (§'000s) 10,702 9,738 7,002 6,072
Actual annual maintenance (§000s) | 9403 8,331 585 | 5810 7
Total value of infrastructure assets ($'000s) 155,342 159,801 155,584 138,254
Total assets ($'000s) 410200 | 400950 | 403855 | 211953 |
Building énd Infrastructure Backlog Ratio 0.10x | OB5X 0.05x | 0.07x d
Asset Mainten_ance Ratio 0.88x | 0.86x B 0.83x (0.83x
Building and Infrastructure Asset Renewals Ratio 0.77x 1.00x ‘ 1.07x 1.84x
| Capital Expenditure Ratio ) 1.22¢ 151 | 273« R

The Building and Infrastructure Backlog Ratio and Asset Maintenance Ratio have been above the
benchmark of <0.02x for the past four years as Council is spending at below required levels to maintain
their assets at satisfactory levels.

Council's Building and Infrastructure Asset Renewals Ratio was at or above benchmark in three of the
past four years. The ratio fell below benchmark in 2012 due to the completion of infrastructure works
on bridges and the Taralga Sewerage Scheme.

The Capital Expenditure Ratio, which takes into account assets which improve performance or
capacity, was above benchmark each year however the ratio is decreasing due to reduced capital
works following the completion of the Taralga Sewerage System in 2011,

In the 2012/13 LTFP Council advise that they will endeavour to maintain existing levels of service for
all services and activities undertaken by Council as detailed in Council’'s Delivery Program and
Operational Plan. Roads and bridges infrastructure maintenance and asset renewal is Council's
biggest challenge in the medium to long term however Council is committed to local roads capital
improvements and especially allocating additional resources to gravel resheeting programs.

Council also plans to meet service levels in relation to infrastructure maintenance and renewal as
detailed in the Infrastructure Plan and Asset Management Strategy. While current service levels
may not necessarily meet community expectations, Council is attempting to address the backlog of
roads, bridges and associated infrastructure work in a planned and coordinated manner through
capital works programs for roads and bridges. Current service levels are fully funded for the entire
10 year program and some backlog projects are funded, however some backlog projects have not
yet been funded. Council will review potential grant programs for future works.

Upper Lachlan Shire Council COMMERCIAL-IN-CONFIDENCE Page 16
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3.6(c): Capital Program

The following figures are sourced from the Council's Annual Financial Statements at Special Schedule
No. 8 and are not audited. New capital works are major non-recurrent projects.

Capital Program (§'000s) Year ended 30 June
2012 2011 2010 2009
New capital works 12600 | 10200 | 10700 | 4,900
Replacement/refurbishment of existing assets ri/A N/A , N/A N/A ]
[ Total 12600 | 10200 | 10700 | 4900

Completed Capital Projects

Taralga Sewerage Scheme

The NSW Govemment and the Upper Lachlan Shire Council jointly funded the $7.5m Taralga
Sewerage Scheme project which provides reticulated sewerage services to the 350 people of Taralga.

The scheme saw the construction of 12km of sewer mains throughout the village.

Gunning Dalton Water Security Improvement Project

Council has received funding for the Gunning and Dalton Water Supply Augmentation project with a
total cost of $10.8m. Upper Lachlan Shire has received $10.0m of State and Federal funds for the
project and consfruction is estimated to take 12 to18 months to complete. The project aims to improve
water quality, reduce water losses and improve security in the supply of water to Gunning and Dalton.
This will be achieved by replacing the old water supply infrastructure with modem, efficient equipment
that will even out water harvesting from the Lachlan River and minimise waste. The work involves
construction of an off river storage, a water treatment plant and an interconnecting pipeline.

Other Completed Capital Projects

Reconstruction and sealing of Taralga to Crookwell Regional Road

Timber Bridge replacements

Future Capital Projects

Road reconstruction and renewal including completion of the MR248E project.

$4.8m

$3.1m

$20.0m

{This project is for the reconstruction and bitumen sealing of the remaining 8.5km of the Crookwell to

Taralga Road MR248E)
Bridge renewals

Taralga Water Supply Augmentation

Upper Lachlan Shire Council COMMERCIAL-IN-CONFIDENCE
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3.7

Specific Risks to Council

Climate Change. Upper Lachlan LGA is subject to climate change and its impacts. Flooding
and drought are concems for Council which can lead to deterioration of assets and add
unplanned and unbudgeted expenses. Recent flooding has resulted in considerable damage
to Council's road network. This is being addressed by grant funding from the RMS and work
has commenced on the creation of a Floodplain Mapping Plan to help mitigate these risks.
The need to maintain a reliable water supply in some areas is also a concern and has led to
the implementation of the Gunning Dalton Water Security Improvement Pian.

Cost Shifting. The issue of cost shifting is considered by Council to be a significant risk.
While the shift expense for 2012 is not yet available the cost of shift expense for 2011 is
estimated by Council to have totalled $0.9m. The main contributors to this expense in 2011
were compulsory contributions to State Government agencies to State Emergency Services,
Rural Fire Service, Fire Services, Pensioner Rebates and public libraries. If this situation is
not addressed Council feel their financial position will deteriorate.

Operating Grants. Grants and contributions for operating purposes remains Council's largest
source of revenue at 40.3% of total revenue, excluding capital grants and contributions in
2011, Operating grants revenue is greater than rates revenue, and is forecast to remain at
this level. The primary source of Council's operating grants is financial assistance grants.
Council has conservatively forecast grant assistance in their LTFP however any further
decrease in operating grants will have a significant negative impact on the overall operating
result.

Ageing Workforce. Council has an ageing workforce which if left unaddressed may lead to
skills shortage in the future. With over 30% of Council's current workforce over the age of 50
and many considering retirement over the next 10 years the skills gap will grow unless they
can be replaced with suitably skilled staff. Council's Human Resources department has
identified a need to implement an effective workforce training and succession plan to address
future shortfalls.

Upper Lachlan Shire Council COMMERCIAL-IN-CONFIDENCE Page 18
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Section4  Review of Financial Forecasts

The financial forecast model shows the projected financial statements and assumptions for the next 10
years. We have focused our financial analysis upon the General Fund as although Council's
consolidated position includes both a Water and Sewer Fund these are operated as independent
entities, which unlike the General Fund are more able to adjust the appropriate fees and charges to
meet all future operating and investing expenses.

4.1 Operating Results

Figure 7- Operating Ratio for General Fund
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8.0%
6.0%
4.0% -
2.0%
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Council's Operating Ratio is forecast above benchmark for the entire period. The ratio spiked in 2012
due to increases in user fees and charges and operating grants. Decreased user fees and charges in
2013 and decreased operating grants in 2014 following completion of the natural disaster funding
program from the 2012 floods causes the ratio to fall.

From 2015 operating revenue is forecast to increase at a slightly higher rate than operating expenses
which causes the ratio to rise over the forecast period.

Upper Lachlan Shire Council
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4.2: Financial Management Indicators

Liquidity Ratios

Figure 8 - Cash Expense Ratio for General Fund
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The Cash Expense Ratio falls below benchmark in 2012 and continues to decrease until 2014.
Council is undertaking large infrastructure works between 2013 and 2015 which includes the
Gunning/Dalton water supply treatment plants and Taralga water supply augmentation. Council is not
sourcing external funding for these works and will instead transfer cash reserves to fund the projects.
Council also plans to use $1.8m from their interally restricted and unrestricted cash to fund the
MR248E and the timber bridge replacement program.

The Cash Expense Ratio does not take into account Council's level of investments. When Council's
current investments are considered the Cash Expense Ratio will remain above benchmark over the
forecast period and will not face liquidity issues.

Figure 8(a} - Cash Expense Ratio for General Fund
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Council's Unrestricted Current Ratio is well above benchmark for the entire forecast period indicating
Council wili have sufficient liquidity.
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Fiscal Flexibility Ratios

Figure 10 - Own Source Qperating Revenue Ratio for General Fund
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Council's Own Source Operating Revenue Ratio is below benchmark for the entire forecast period.
This indicates that Council is reliant on external revenue sources in particular operating grants which
make up an average of 36.0% per annum of Council's overall revenue. The ratio improves in 2014 as
operating grants decrease due to the anticipated completion of road remediation work relating to the
Natural Disaster Program.

Upper Lachlan Shire Council COMMERCIAL-IN-CONFIDENCE Page 22



orp

New South Wales

Treasury Corporation

Figure 11-DSCR for General Fund
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Councils DSCR is well above the benchmark of 2.00x for the 10 year forecast. This indicates that
Councll has the financial capacity to manage their existing debt. Council has not forecast any
additional borrowing over the period.

Figure 12- Interest Cover Ratio for General Fund
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Similar to the DSCR Council's Interest Cover Ratio is above benchmark in each year of the forecast.
The ratio increases over the period as Council pay down their existing debt.
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4.3 Capital Expenditure

|
Figure 13- Capital Expenditure Ratio for General Fund
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Council's Capital Expenditure Ratio is above benchmark in nine of the 10 years forecast. Council has
anticipated a large capital works program for 2013 and 2014 due to successful funding from the
Federal Government for the Gunning and Dalton Water Supply Augmentation project improvements.

In 2016 capital expenditure decreases due to the completion of a number of infrastructure projects.
Post 2016 Council's capital expenditure forecast reflects an average infrastructure works program.

Upper Lachlan Shire Council has adopted a borrowing/loans policy on the principal of using loan
monies to fund the replacement and creation of infrastructure assets which have a long life expectancy
only. Council do not borrow funds for recurrent expenditure or to fund operating budget expenditure or
maintenance activities. Therefore Council will not borrow for works such as road grading or patching,
bridge maintenance, resealing works or footpath upgrades. They see borrowing only as an alterative
to fund major capital expenditures such as asset renewal.
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4.4

Financial Model Assumption Review

Council has used their own assumptions in developing their forecasts.

In order to evaluate the validity of the Council's forecast model, TCorp has compared the model
assumptions versus TCorp's benchmarks for annual increases in the various revenue and expenditure
items. Any material differences from these benchmarks should be explained through the LTFP.

TCorp's benchmarks:

Rates and annual charges: TCorp notes that the LGCI increased by 3.4% in the year to
September 2011, and in December 2011, IPART announced that the rate peg to apply in the
201213 financial year will be 3.6%. Beyond 2013 TCorp has assessed a general benchmark
for rates and annual charges to increase by mid-range LGCI annual increases of 3.0%
Interest and investment revenue: annual retum of 5.0%

All other revenue items: the estimated annual CPl increase of 2.5%

Employee costs: 3.5% (estimated CPI+1.0%)

All other expenses: the estimated annual CP| increase of 2.5%

Key Observations and Risks

Rates and annual charges are forecast to increase by 5.0% p.a, between 2014 and 2019.
Council has forecast full recovery on their annual charges in the LTFP and given the overall
increases of 4.2% in 2011 and 4.5% in 2012 Council consider a 5.0% p.a. increase prudent.
From 2020 rates and annual charges are forecast at 3.6% p.a. only, as Council feels the
completion of infrastructure upgrades will reduce costs and as a result reduce charges.
Council will need to monitor this revenue stream in order to maintain the proposed increases.
User fees and charges are forecast to decrease by 27.0% in 2013 following the one off
increases in 2012. They are forecast to increase by 2.6% p.a. for the remainder of the period
in line with CPI.

Employee expenses are forecast to increase by 10.0% in 2013. The LTFP forecast submitted
was based on Council's 2012 budget figures, however as we have used 2012 actual figures in
our assessment and employee costs in 2012 were below budget, the percentage increase
from 2012 actual figures to 2013 is higher.

Materials and contracts expenses are forecast to decrease until 2015 as the additional RMS
natural disaster remediation works are completed. Materials and contracts expenses are
forecast to increase by 2.0% p.a. for the remainder of the period and Council will have to
monitor these costs closely to maintain these levels.
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‘ 4.5 Borrowing Capacity

When analysing the financial capacity of the Council we believe Council will be able to incorporate
additional loan funding in addition to its existing debt facilities. Some comments and observations are:

+ Based on a benchmark of DSCR>2x, $13.4m could be borrowed in addition to their existing
borrowing of $3.2m

*  This scenario has been calculated by basing borrowing capacity on a 10 year amortising loan at
arate of 7.5% p.a.

Figure 14 - DSCR for General Fund
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4.6

Sustainability

TCorp believes Council is in a sound Sustainability position. Council has reported surplus results for the
past four years and has forecast a surplus position for the 10 year forecast period.

In considering the longer term financial sustainability of the Council we make the following comments:

Council's current LTFP shows operating results improving over the period

Operating grants make up approximately 34.0% of Council's operating revenue per annum.
While no change is anticipated, any adverse change to this revenue source would negatively
impact Council's ability to remain sustainable

Capital expenditure is above what is required to maintain assets at an acceptable standard over
the forecast period

Counci's DSCR and Interest Cover Ratio are above benchmark for the entire forecast period
which indicates Council has the capacity to take on additional borrowings

Council has maintained very conservative levels of borrowing and forecast no additional
borrowing for the next 10 years. The use of borrowing may assist Council to reduce its
infrastructure backlog and to fund asset renewal programs

Council's long term Sustainability is also dependent on maintaining the forecast LTFP levels of
rates revenue and materials and contracts expenses
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Section5  Benchmarking and Comparisons with Other Councils

As discussed in section 2 of this report, each council's performance has been assessed against ten key
benchmark ratios. The benchmarking assessment has been conducted on a consolidated basis (that is,
for councils that operate more than one fund, the results of all funds are included). This section of the
report compares the Council's performance with its peers in the same DLG Group. The Council is in
DLG Group 10. There are 25 councils in this group and at the time of preparing this report, we have data
for all of these councils.

In Figure 15 to Figure 24, the graphs compare the historical performance of Council with the benchmark
for that ratio, with the average for the Group, with the highest performance (or lowest performance in the
case of the Infrastructure Backlog Ratio where a low ratio is an indicator of strong performance), and with
the forecast position of the Council as at 2016 (as per Council's LTFP). Figures 22 to 24 do not include
the 2016 forecast positicn as those numbers are not available.

Where no highest line is shown on the graph, this means that Council is the best performer in its group
for that ratio. For the Interest Cover Ratio and Debt Service Cover Ratio, we have excluded from the
calculations, councils with very high ratios which are a result of low debt levels that skews the ratios.

Financial Flexibility

| Figure 15 - Operating Ratio Comparison
200% ———— —————— —
150% ———— ———————, —
10.0%
5.0%
0.0%
(5.0%)
{10.0%)
(15.0%) e

= = = Benchmark Highest

— Average == |Jpper Lachlan Shire Council

Council's Operating Ratio is above benchmark and the group’s average over the review period. While it
remains above benchmark, the ratio is forecast to decrease over the medium term, in line with its peer

group.
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‘ Figure 16 - Own Source Operating Revenue Ratio Comparison
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Councif's Own Source Operating Revenue Ratic, while below benchmark for the review period, generally
tracks its peer group. The proportion of own sourced revenue is forecast fo improve over the medium
term consistent with other councils in the group however it remains below benchmark ievels.

Overall, Council's financial flexibility reasonably sound.

Upper Lachlan Shire Council
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Figure 17 - Cash Expense Ratio Comparison

25.0 months — —_—= =
20.0 months ——— —
15.0 months
10.0 months i
5.0 months p—— = -..-----.T.‘"
0.0 months + — — —_
2009 2010 2011 2012 2018
= = = Benchmark Highest
m— Average e | Jppeer Lachlan Shire Council

Figure 18 - Unrestricted Current Ratio Comparison
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Council's Cash Expense Ratio was below the group's average over the review period. It generally
tracked benchmark levels until 2012 when it declined due to an increase in the purchase of investments.
The ratio is forecast to improve marginally above benchmark in the medium term.

The Unrestricted Current Ratio was marginally below the group's average until 2012 but above
benchmark levels, indicating Council's ability to meet its debt payments is sufficient in the short-term.
The ratio improves above the group's average in 2012 and while a slight decrease is forecast over the
medium term it remains above the group average.

Overall, Council's liquidity position is reasonably sound.
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Figure 19- Debt Service Cover Ratio Comparison
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Figure 20 - Interest Cover Ratio Comparison
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Council's debt servicing capacity was sound over the review period, as indicated by above benchmark
DSCR and Interest Cover Ratios. Overall, Council's debt servicing ratios for the consolidated fund are
forecast to remain acceptable over the medium term.
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Figure 21 - Capitaf Expenditure Ratio Comparison
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! Figure 22 - Asset Maintenance Ratio Comparison
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Figure 23 - Infrastructure Backlog Ratio Comparison
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' Figure 24 - Building and Infrastructure Asset Renewal Ratio

450 ] — —
400 - — —- —
350 4 -
3.00 S
250 ——— — -
200 +—
150 | T
100 - —‘m\ —
050 +——— - —
2009 2010 2011 2012
' = = = Benchmark Highest
‘ m— AVErAQE s | Jpper Lachlan Shire Council

Council's Infrastructure Backiog has been below the group’s average in the past four years, but has
remained above benchmark over the same period. Council's Asset Maintenance Ratio has generally
tracked along the group average but has remained below benchmark. The Building and Infrastructure
Asset Renewal Ratio has tracked at benchmark levels since 2010. While it decreased slightly in 2012, it

slightly outperformed its peer group.

Council's Capital Expenditure Ratio was above benchmark and outperformed the group’s average over
the review period. The ratio fell in 2012 due to reduced capital works following the completion of the
Taralga Sewerage System in 2011. The ratic is forecast to improve marginally in the medium term in line

with its peer group.
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Based on our review of both the historic financial information and the 10 year financial forecast within
Council’'s LTFP we consider Council to be in a sound Sustainability position.

We base our recommendation on the following key points:

The majority of Council's performance indicators were above benchmark between 2009 and
2012

Council's Operating Ratio is forecast above benchmark for the entire forecast period

Council's capital expenditure while decreasing has been above benchmark for the past four
years and is forecast to be above benchmark over the10 years of the LTFP forecast period
Council has minimal borrowings as reflected in the Interest Cover and DSCR Ratios

Council plans to address their infrastructure backlog through an extensive program of works
and existing funding

However we would also recommend that the following points be considered:

*

Council's policy of not borrowing for asset renewal could be reconsidered to assist in reducing
the current backlog

Council is reliant on external funding and any changes in State and Federal grants could place
the Council's Sustainability at risk
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Table - Income Statement

‘ Appendix A Historical Financial Information Tables

| Income Statement ($'000s) Year ended 30 June % annual change
2012 | 2011 | 2010 ] 2009 2012 | 2011 | 2010
Revenue - -
Rates and annual charges 8,408 ]_8,067 7723 | 7489 | 4.2% 4.5% 3.1%
| User charges and fees - 5885 | 30843 | 4834 | 6474 | 53.1% | (20.5%) | (25.3%)
Interest and investment revenue 740 872 959 582 (15.1%) | (9.1%) | 64.8%
_Grants and contributions for operating purposes 10,376 | 8,196 | 6,615 | 5523 | 266% | 23.9% | 19.8%
~Other revenues 368 433 352 319 | (15.0%) | 23.0% | 10.3%
Total revenue | 25777 | 21,411 | 20,483 | 20,387 | 20.4% | 4.5% 0.5%
| Expenses
Empioyees 8,653 | 9,091 | 8973 | 8027 | (4.8%) 1.3% 11.8%
Borrowing costs 309 334 | 298 252 (7.5%) | 12.1% | 18.3%
Materials and contract expenses 7227 | 4793 | 3,775 | 5611 908% | 27.0% | (32.7%)
Degreciation and amortisation 5043 | 4,673 | 3862 | 3770 7.9% 21.0% 2.4%
Other expenses 2,288 2,139 2,089 2,126 [ 7.0% 2.4% (1.7%)
_ Total expenses 23,520 | 21,030 | 18,997 | 19,786 | 11.8% | 10.7% | (4.0%)
Opere.lting result (excluding capital grants and 2257 381 1,486 601 492.4% | (74.4%) | 147.3%
contributions) I | |
Operzfxting result (including capital grants and 5,002 3738 | 7209 | 4937 33.8% | (48.1%) | 46.0%
contributions) | | | ]
Table 2 - ltems excluded from income Statement
Excluded items
Grants and coniributions for capital purposes 2,745 3,357 | 5,723 4,336
Net Share of Interests in Joint Ventures and Assoc. using |
equities method N/A N/A 6 N/A
Interest and Investment losses N/A N/A N/A 641
Net gain/(loss} from the disposal of assets N/A N/A 83 N/A
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Table 3 - Balance Shest
Balance Sheet ($°000s) Year Ended 30 June % annual change
2012 2011 2010 2009 2012 2011 2010
Current assets
Cash and cash equivalents 1,719 4,813 4,468 6,105 | (64.3%) | 7.7% (26.8%) |
Investments 13,442 6,478 5,103 2,597 | 107.5% 26.9% 96.5%
Receivables 1,747 1,912 2,062 918 | (8.6%) (7.3%) 124.6%
Inventories 1,259 959 908 925 | 31.3% | 56% | (1.8%) |
 Other 316 297 37 374 | 64% (6.3%) | (15.2%)
Tctal current assets 18483 | 14459 | 12858 | 10919 | 27.8% 12.5% 17.8%
Non-current assets .
Investments N/A 859 1,087 1070 |  NA (21.0%) 16% |
Receivables 452 59 47 52 | 666.1% | 25.5% (9.6%)
Inventories | N/A N/A | N/A N/A N/A! N/A N/A
infrastructure, property, plant & equipment | 391,265 | 394,573 | 389,684 | 199,727 | (0.8%) 1.3% 95.1%
Investments accounted for using the
equities method 0 0 179 185 N/A (100.0%) | (3.2%)
| Total non-current assets 391,717 | 395,491 | 390,997 | 201,034 | (1.0%) 1.1% 94.5%
Total assets 410,200 | 409,950 | 403,855 | 211,953 | 0.1% 1.5% 90.5%
Current liabilities
Payables 1,426 1,667 1,569 1,489 | (14.5%) 6.2% 54%
Borrowings 188 1,499 496 256 | (87.5%) | 202.2% 93.8%
Provisions 3,105 2,737 2,615 2499 | 13.4% 4.7% 4.6%
Total current liabilities 4,719 5,803 4,680 4,244 | (20.1%) 26.1% 103% |
Non-current liabilities |
Borrowings 3,020 2,362 3647 | 2736 | 27.9% | (352%) | 33.3%
Provisions 677 | 350 337 324 | 934% | 39% | 4.0%
Total non-current liabilities 3,697 2,712 3,984 3,060 | 36.3% | (31.9%) | 30.2%
Total liabilities 8,416 8,615 8,664 7,304 | (2.3%) {0.6%) 18.6%
Net assets 401,784 | 401,335 | 395,191 | 204,649 @ 0.1% 1.6% 93.1%
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Table 4-Cashflow

Cash Flow Statement ($'000s) Year ended 30 June
2012 2011 2010 2009
Cash flows from operating activities 9,634 8,497 9,698 0,143
Cash flows from investing activities (12,076) (7.871) (12,485) | (7,546)
Proceeds from borrowings and advances 0 0 1,431 0
Repayment of borrowings and advances (653) (282) (280) (241)
Cash flows from financing activities (653) (282) 1,151 (241)
Net increase/{decrease) in cash and equivalents {3,095) 344 (1,636) 1,356
Cash and equivalents 1,718 | 4813 4,468 6,105
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Appendix B Glossary

Asset Revaluations

In assessing the financial sustainability of NSW councils, IPART found that not all councils reported
assets at fair value.! In a circular to all councils in March 20092, DLG required all NSW councils to
revalue their infrastructure assets to recognise the fair value of these assets by the end of the 2009/10
financial year.

Collateralised Debt Obligation {CDO}

CDOs are structured financial securities that banks use to repackage individual loans into a product that
can be sold to investors on the secondary market.

In 2007 concerns were heightened in relation to the decline in the “sub-prime” mortgage market in the
USA and possible exposure of some NSW councils, holding CDOs and other structured investment
products, to losses.

In order to clarify the exposure of NSW councils to any losses, a review was conducted by the DLG with
representatives from the Department of Premier and Cabinet and NSW Treasury.

A revised Ministerial investment Order was released by the DLG on 18 August 2008 in response to the
review, suspending investments in CDOs, with transitional provisions to provide for existing investments.

Division of Local Government (DLG)

DLG is a division of the NSW Department of Premier and Cabinet and is responsible for local
government across NSW. DLG's organisational purpose is “to strengthen the local government sector”
and its organisational outcome is “successful councils engaging and supporting their communities”.
Operating within several strategic objectives DLG has a policy, legislative, investigative and program
focus in matters ranging from local govemment finance, infrastructure, govemance, performance,
collaboration and community engagement. DLG strives to work collaboratively with the local government
sector and is the key adviser to the NSW Government on local govemment matters.

IPART “Revenue Framework for Local Government’ December 2009 p.83

2 DLG “Recognition of certain assets at fair value® March 2008
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Depreciation of Infrastructure Assets

Linked to the asset revaluations process stated above, IPART's analysis of case study councils found
that this revaluation process resulted in sharp increases in the value of some council's assets. In some
cases this has led to significantly higher depreciation charges, and will contribute to higher reported
operating deficits.

EBITDA

EBITDA is an acronym for “eamnings before interest, taxes, depreciation, and amortisation”. It is often
used to measure the cash earnings that can be used to pay interest and repay principal.

Grants and Contributions for Capital Purposes

Councils receive various capital grants and contributions that are nearly always 100% specific in nature.
Due to the fact that they are specifically allocated in respect of capital expenditure they are excluded from
the operational result for a council in TCorp's analysis of a council’s financial position.

Grants and Contributions for Operating Purposes

General purpose grants are distributed through the NSW Local Government Grants Commission. When
distributing the general component each council receives a minimum amount, which would be the
amount if 30% of all funds were aflocated on a per capita basis. When distributing the other 70%, the
Grants Commission attempts to assess the extent of relative disadvantage between councils. The
approach taken considers cost disadvantage in the provision of services on the one hand and an
assessment of revenue raising capacity on the other.

Councils also receive specific operating grants for one-off specific projects that are distributed to be spent
directly on the project that the funding was allocated to.

Independent Commission Against Corruption (ICAC)

ICAC was established by the NSW Govemment in 1989 in response to growing community concemn
about the integrity of public administration in NSW.

The jurisdiction of the ICAC extends to all NSW public sector agencies (except the NSW Police Force)
and employees, including government departments, local councils, members of Parliament, ministers,
the judiciary and the govemor. The ICAC's jurisdiction also extends to those performing public official
functions.

Independent Pricing and Requlatory Tribunal (IPART)

IPART has four main functions relating to the 152 local councils in NSW. Each year, IPART determines
the rate peg, or the allowable annual increase in general income for councils. They also review and
determine council applications for increases in general income above the rate peg, known as “Special
Rate Variations”. They approve increases in council minimum rates, They also review council
development contributions plans that propose contribution levels that exceed caps set by the
Government.
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Infrastructure Backlog

Infrastructure backlog is defined as the estimated cost to bring infrastructure, building, other structures
and depreciable fand improvements to a satisfactory standard, measured at a particular point in time. It is
unaudited and stated within Special Schedule 7 that accompanies the council's audited annual financial
statements.

Integrated Planning and Reporting (IP&R) Framework

As part of the NSW Government’s commitment to a strong and sustainable local government system, the
Local Government Amendment (Planning and Reporting) Act 2009 was assented on 1 October 2009.
From this legislative reform the IP&R framework was devised to replace the former Management Plan
and Social Plan with an integrated framework. It also includes a new requirement to prepare a long-term
Community Strategic Plan and Resourcing Strategy. The other essential elements of the new framework
are a Long-Term Financial Plan (LTFP), Operational Plan and Delivery Program and an Asset
Management Plan.

Local Government Cost Index (LGCI}

The LGCl is a measure of movements in the unit costs incurred by NSW councils for ordinary council
activities funded from general rate revenue. The LGCI is designed to measure how much the price of a
fixed “basket” of inputs acquired by councils in a given period compares with the price of the same set of
inputs in the base period. The LGClis measured by IPART.

Net Assets

Net Assets is measured as total assets less fotal liabilities. The Asset Revaluations over the past years
have resulted in a high level of volatility in many councils’ Net Assets figure. Consequently, in the short
term the value of Net Assets is not necessarily an informative indicator of performance. In the medium to
long term however, this is a key indicator of a council's capacity to add value to its operations. Over time,
Net Assets should increase at least in line with inflation plus an allowance for increased population and/or
improved or increased services. Declining Net Assets is a key indicator of the council's assets not being
able to sustain ongoing operations.

Roads and Maritime Services (RMS)

The NSW State Government agency with responsibility for roads and maritime services, formerly the
Roads and Traffic Authority {(RTA).

Section 64 Contribution

Development Servicing Plans {DSPs) are made under the provisions of Section 64 of the Local
Govemment Act 1993 and Sections 305 to 307 of the Water Management Act 2000.

DSPs outline the developer charges applicable to developments for Water, Sewer and Stormwater within
each Local Govemment Area.
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Section 94 Contribution

Section 94 of the Environmental Planning and Assessment Act 1979 allows councils to collect
contributions from the development of land in order to help meet the additional demand for community
and open space facilities generated by that development.

It is & monetary contribution levied on developers at the development application stage to help pay for
additional community facilities and/or infrastructure such as provision of libraries; community facilities;
open space; roads; drainage; and the provision of car parking in commercial areas.

The contribution is determined based on a formula which should be contained in each council's Section
94 Confribution Plan, which also identifies the basis for levying the contributions and the works fo be
undertaken with the funds raised.

Special Rate Variation {SRY)

A SRV allows councils to increase general income above the rate peg, under the provisions of the Local
Govermment Act 1993, There are two types of special rate variations that a council may apply for:

» asingle year variation (section 508(2}} or
s amulti-year variation for between two to seven years {section 508A).

The applications are reviewed and approved by IPART.

Sustainability

A local govenment will be financially sustainable over the long term when it is able to generate sufficient
funds to provide the levels of service and infrastructure agreed with its community

Ratio Explanations

Asset Maintenance Ratio

Benchmark = Greater than 1.0x
Ratio = actual asset maintenance / required asset maintenance

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.
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Building and Infrastructure Renewals Ratio

Benchmark = Greater than 1.0x
Ratio = Asset renewals / depreciation of building and infrastructure assets

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.

Cash Expense Cover Ratio

Benchmark = Greater than 3.0 months
Ratio = current year’s cash and cash equivalents / (total expenses — depreciation — interest costs)*12

This liquidity ratio indicates the number of months a council can continue paying for its immediate
expenses without additional cash inflow.

Capital Expenditure Ratio

Benchmark = Greater than 1.1x
Ratio = annual capital expenditure / annual depreciation

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 and renewal of existing assets.

Debt Service Cover Ratio (DSCR)

Benchmark = Greater than 2.0x

Ratio = operating results before interest and depreciation (EBITDA) / principal repayments (from the
statement of cash flows) + borrowing interest costs (from the income statement)

This ratio measures the availability of cash to service debt including interest, principal and lease
payments

Building and Infrastructure Backlog Ratio
Benchmark = Less than 0.02x

Ratio = estimated cost to bring assets to a satisfactory condition (from Special Schedule 7) [ total
infrastructure assets (from Special Schedule 7)

This ratio shows what proportion the backlog is against total value of a council’'s infrastructure.
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Interest Cover Ratio

Benchmark = Greater than 4.0x
Ratio = EBITDA / interest expense (from the income statement)

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.

Operating Ratio
Benchmark = Better than negative 4%

Ratio = (operating revenue excluding capital grants and contributions - operating expenses) / operating
revenue excluding capital grants and contributions

This ratio measures a council's ability to contain operating expenditure within operating revenue.

Own Source Operating Revenue Ratio

Benchmark = Greater than 60%
Ratio = rates, utiliies and charges / total operating revenue (inclusive of capital grants and contributions)

This ratio measures the level of a council's fiscal flexibility. It is the degree of reliance on extemal funding
sources such as operating grants and contributions. A council's financial flexibility improves the higher the
level of its own source revenue.

Unrestricted Current Ratig

Benchmark = 1.5x (taken from the IPART December 2009 Revenue Framework for Local Government
report)

Ratio = Current assets less all external restrictions / current liabilities less specific purpose liabilities

Restrictions placed on various funding sources (e.g. Section 94 developer contributions, RMS
contributions) complicate the fraditional 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.
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