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Shoalhaven City Council

Report on Strategic Direction

1. Introduction

In October 2012 NSW Treasury Corporation presented a Financial Assessment and
Benchmarking Report on Shoalhaven City Council. The analysis was based on historical
performance, current financial position, and long term financial forecasts. Further to this it
benchmarked Council against its peers using key ratios.

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

¢ Whilst Council has incurred operating deficits (excluding grants and contributions for
capital purposes), Council’'s underlying operating result (measured using EBITDA)
has improved from $40.3m in 2009 to $45.1m in 2011.

e Approximately 76% of the Council’s revenue base is derived from own sourced
revenue (annual charges, and user charges and fees). They can rely upon these
revenue streams on an ongoing basis for financial flexibility.

o The Council is facing pressure from rising employee costs, and material and contract
costs above inflation but it has acknowledged the issue and is seeking to address
this through expenditure review measures.

However the key observations from the review of the Council’'s 10 year forecasts for its
General Fund are:

o The forecast shows deficit positions excluding capital grants and contributions in all
forecast years, this already has factored in Transformation Program savings year on
year.

e The Council's forecast liquidity position is starts to weaken from 2015 when the
Unrestricted Current Ratio falls to 1.74:1, limiting available funding.

e Council’s level of fiscal flexibility, as indicated by its above benchmark Own Source
Operating Revenue Ratio, is sound when excluding the impact of internal
transactions.

In addition to this Council has reported $43.1m of Infrastructure Backlog in 2011 which
represents 2.3% of its infrastructure asset value of $1,873m and this backlog is trending
upwards, particularly in the roads asset category (77.9% of the backlog).

It should be recognised that the newly elected council in 2012 made a decision to increase
rates and to also introduce an efficiency review. In response to this in February 2013
Blackadder Associates Pty Ltd prepared a report after an organisational structure and
associated review, with an emphasis on savings and efficiencies and improvements to
customer service. Council further sought direction on achieving financial sustainability. The
review highlighted eight (8) areas for improvement:
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e Alignment of Strategy to Operations
e Leadership

e Financial sustainability

e Asset Management

o Corporate Systems

e Project Management

e Organisational Culture

e Customer Service

More recently the Office of Local Government has released a roadmap for Stronger, Smarter
Councils, where they have also announced funding for ensuring local government is Fit for
the Future.

A Fit for the Future council should be:

e Sustainable

e Efficient

o Effectively manages infrastructure and delivers services for communities; and

e Has scale and capacity to engage effectively across community, industry and
government.

Further to this the New Local Government Act will reflect that DP/OP guidelines will be
amended to embed the principle of fiscal responsibility and improve financial and asset
planning as part of IPR process from 2016.

The Office of Local Government see sustainable Councils as ones which:

e Saves money on bureaucracy and administration, freeing up funds for front-line
services and community facilities

e Can contribute to projects and tackle issues that impact on its residents and extend
beyond the council boundary:

e Has credibility and influence across councils, across government and with industry

This paper aims to expand on the Financial Sustainability theme by consolidating the above
improvement areas and OLG direction into a strategic plan for Council in order to reduce the
annual operating deficit and form a cohesive approach from all staff to be focused on this
challenge.

2. Background statement/history

From 1859, the demand for Local Government by residents of the widely scattered
settlements within the Shoalhaven saw a number of Municipal areas declared.

On the 1% July, 1948 the Shoalhaven Shire Council was formed by amalgamating the
following Councils:

¢ Nowra Municipal Council
e Berry Municipal Council
e South Shoalhaven Municipal Council
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¢ Broughton Vale Municipal Council
e Cambewarra Shire Council

o Clyde Shire Council

e Ulladulla Municipal Council

Subsequent to this Shoalhaven City Council was proclaimed on 1% August, 1979.

The amalgamation of these widely scatter townships culminated in some of the current day
issues encountered, with the geographic expanse of infrastructure assets, duplication of
Council assets, multiple views on priorities resulting in competing priorities for where monies
should be spent.

Over this time Council has encountered many changes in terms of

e complexity of operations,

o diversity of services provided,

e infrastructure requirements or expectations,

e expansion of development and requirements for services,
e demands from local communities for provision of facilities.

At the same time staffing levels have increased to support these requirements, systems
have not kept up with the times and technologies are fast overtaking Council capabilities.

And now given the age of some of Councils assets, Council is in the unfortunate position that
a significant infrastructure backlog is evident, and with each passing year continues to grow
as Council does not have the funds to supports its maintenance.

The structure of Local Government Council hampers decision making with conflicting
priorities between the elected Council (which is made up of the Mayor and 12 Councillors
across 3 Wards) and Council administration, led by the General Manager, who is
responsible for the day to day operations and ensuring that the decisions of the elected
Council are implemented.

There are 4 Directorates reporting to the General Manager:

e Corporate and Community Services
¢ Planning and Development Services
e Assets and Works
e Shoalhaven Water

Currently Council employs approximately 751 staff across these directorates, with the split
for indoor and outdoor staff being 380 indoor staff and 371 outdoor staff.

This report will focus on General Fund, therefore all subsequent information in this document
will relate the financial sustainability of General Fund, in isolation from Shoalhaven Water.

The size and complexity of Council has led to institutional silos developing throughout the
organisation, thereby adversely affecting communication and synergies for improvements.
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Below is a snapshot of the Long Term Financial Plan for General Fund including Income

Statement:

General Fund Ten Year Financial Plan - Income Statement

2014/15 2015/16 2016/17 2017/18 2018/19  2019/20 2020/21 2021/22 2022/23 2023/24
$'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000
Income from Continuing Operations
Revenue:
Rates & Annual Charges 71,821 74,779 78590 81,459 84,617 87,690 90,865 94,147 97,540 101,046
User Charges & Fees 39,485 42,205 44,451 46,162 48,086 50,136 52,207 54,289 56,470 61,514
Interest & Investment Revenue 2,315 2,136 2,026 2,023 1,993 2,079 2,147 2,253 2,391 2,555
Other Revenues 55,309 56,976 59,157 61,438 63,707 65,968 68,260 70,567 72,602 74,230
Grants & Contributions provided for Operating Purposes 17,977 18,182 18,340 18,793 19,302 19,852 20,420 21,004 21,671 22,231
Grants & Contributions provided for Capital Purposes 7,751 3,907 3,962 4,021 4,080 2,705 2,849 2,834 2,902 2,931
Other Income:
Net gains from the disposal of assets
Total Income from Continuing Operations 194,659 198,185 206,526 213,896 221,784 228,431 236,748 245095 253,574 264,506
Expenses from Continuing Operations
Employee Benefits & On-Costs 55579 57,332 59,375 61,394 63,468 65,586 67,727 69,843 72,093 74,028
Borrowing Costs 2,464 2,574 2,778 2,934 3,333 3,699 3,612 3,544 3,276 2,944
Materials & Contracts 45330 47,083 49,119 51,148 52,914 54,935 56,965 59,011 61,198 62,810
Depreciation & Amortisation 39,201 40,377 41,588 42,835 44,121 45,444 46,807 48,212 49,658 51,148
Other Expenses 55,813 58,575 62,450 64,601 67,159 69,453 72,359 74,199 76,207 77,852
Total Expenses from Continuing Operations 198,387 205,941 215,311 222,912 230,995 239,117 247,471 254,809 262,431 268,782
Net Operating Result for the Year (3,728) (7,756) (8,784) (9,016) (9,211)  (10,686) (10,723) (9,715) (8,857)  (4,276)
Net Operating Result for the year before Grants and
Contributions provided for Capital Purposes (11,479) (11,662) (12,747) (13,037) (13,290)  (13,391) (13,571) (12,549) (11,758) (7,206)
And Cashflow Statement:
General Fund Ten Year Financial Plan - Cash Flow Statement
2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24
$'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000
Cash flows from Operating Activities
Receipts:
Rates & Annual Charges 71,820 74,774 78,583 81,447 84,603 87,671 90,843 94,121 97,509 101,012
User Charges & Fees 39,485 42,205 44,451 46,162 48,086 50,136 52,207 54,289 56,470 61,514
Interest & Investment Revenue Received 2,315 2,136 2,026 2,023 1,993 2,079 2,147 2,253 2,391 2,555
Grants & Contributions 25,728 22,089 22,303 22,813 23,381 22,558 23,268 23,839 24,573 25,162
Other 55,309 56,976 59,157 61,438 63,707 65,968 68,260 70,567 72,602 74,230
Payments:
Employee benefits & On-costs (55,579) (57,332) (59,375) (61,394) (63,468) (65,586) (67,727) (69,843) (72,093) (74,028)
Materials & Contracts (43,683) (46,687) (48,601) (50,782) (52,535) (54,557) (56,532) (58,670) (60,830) (62,524)
Borrowing Costs (2464) (2574 (2,778) (2,934) (3.333) (3,699) (3612) (3544) (3,276) (2,944)
Other (55,813) (58,575) (62,450) (64,601) (67,159) (69,453) (72,359) (74,199) (76,207) (77,852)
Net Cash Provided (or used in) Operating Activities 37,119 33,012 33,314 34,174 35,274 35,118 36,495 38,812 41,139 47,124
Cash flows from Investing Activities
Receipts:
Sale of Investment Securities 10,000 5,000 3,000 0 0 0 0 0 0 0
Sale of Investment Property 0 0 0 0 0 0 0 0 0 0
Sale of Real Estate Assets 1,300 1,900 1,550 3,400 2,350 3,450 3,300 4,000 1,350 1,500
Sale of Infrastructure, Property, Plant & Equipment 1,921 1,837 2,104 2,057 2,118 1,959 2,032 2,227 2,237 2,191
Payments:
Purchase of Investment Securities 0 0 0 0 0 (4,000) (4,000) (7,000) (5,000) (4,000)
Purchase of Investment Property 0 0 0 0 0 0 0 0 0 0
Purchase of Infrastructure, Property, Plant & Equipment (51,597) (43,345) (42,399) (45,094) (42,264) (32,389) (35,181) (33,637) (34,546) (37,728)
Purchase of Real Estate Assets (2,233) (1,149) (1,023) (2,020) (3,185)  (2,920) (220)  (1,020) (520) (520)
Net Cash Provided (or used in) Investing Activities (40,609) (35,757) (36,769) (41,657) (40,980) (33,899) (34,069) (35,430) (36,479) (38,557)
Cash flows from Financing Activities
Receipts:
Proceeds from Borrowings & Advances 7,792 9,773 9,275 13,851 13,569 6,765 7,575 4,634 3,708 1,554
Payments:
Repayment of Borrowings & Advances (5,889) (6,048) (6,337) (6,625) (7,074) (7,782) (8,600) (8,976) (8,986)  (9,323)
Net Cash Provided (or used in) Financing Activities 1,902 3,724 2,938 7,226 6,495 (1,017) (1,025) (4,341) (5279) (7.769)
Net Increase/(Decrease) in Council's Reserves (1,588) 979 (517) (258) 789 202 1,401 (959) (619) 797
Net Increase/(Decrease) in Council's Accumulated Funds 0 0 0 0 0 0 0 0 0 0
Net Increase/(Decrease) in Cash & Cash Equivalents (1,588) 979 (517) (258) 789 202 1,401 (959) (619) 797
Funding for the organisation comes from multiple sources as shown below:
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Grants & Contrioutions provided
for Capital Purposes, 7,751, 4%

Grants & Contributions provided
for Operating Purposes, 17,977,

$'000's

Interest & Investment
Revenue, 2,315, 1%

What can be seen from these figures is that council only captures 37% of its revenue in
General Fund from rates and annual charges and a high proportion comes from user fees
and charges as well as other revenue items such as fines, rental income, waste levy, etc.
But the risk which is obvious from the above split is the reliance on Grant funding which is at
13% overall and equates to $25m in total. With increased cost shifting from Federal and
State Governments to Local Government we could see this number diminish, placing more
reliance on revenue Council can generate from services provided, given that our rates
revenue is capped to a certain extent by IPART.

3. Guiding Principals

Council needs to be guided by the Integrated Planning and Reporting regime but also by a
shared sense of urgency and a shared vision. It needs to break down bureaucratic walls
and create some currency around processes, technology and work habits to be able to move
towards a future state, in unison with the elected council, not in opposition to. It is of utmost
importance that elected Councillors are educated on the current financial situation of
Council, which should guide them in decision making with the best financial outcomes in
mind. Councillors are responsible for strategic planning for the whole community and a
sustainable future, along with determining the financial strategy and allocating resources for
council through the budgeting process, so it is of utmost importance that each proposal for
expenditure needs to be supported by a business case and needs to be justified and
prioritised in order of the below criteria:

e Is it work required for statutory purposes
e |sitto address emergency situations
e |Isitto eliminate hazards or eliminate risks
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¢ Is it to meet contractual obligations

e Is it to perform necessary renovations or repairs (which will reduce ongoing operating
expense)

e Isitto replace equipment

o Isitfunded by state or federal government departments

e Is it a continuation of an existing project which cannot be deferred

e Is it to satisfy a community need or provide an improved level of customer service

If not and not funded then it is a desirable project for non-essential reasons and should be
deferred until funds are in place to pursue.

This criteria needs to be in front of mind of staff and councillors when approving capital
budgets and needs to be incorporated into our planning cycle.

In addition to this, additional work needs to be carried out to ensure that carryover funding is
kept to a minimum, below are some core principles to consider when requesting capital
funding:

At “budget bid” stage a “business case” is required, covering the following:

o A delivery program, identifying each phase of the project

e A detailed cost estimate for each phase of the project

e A cashflow forecast to reflect the delivery program, so funds are allocated to the
appropriate year

e Anticipated lead times for the supply of critical components

e Project relationship to the Strategic Plan or Asset Management Plan

¢ Design development phase needs to be undertaken preceding the financial year to
which they are scheduled to be delivered

e Whole of life costs, particularly recognising any increase in future years operational
expenditures needs to be considered from the outset of a capital request.

A list of projects suitable for grant funding should be developed to a stage where the design
documentation can be completed quickly once funding is received. These projects should
have project risks identified and preliminary cost estimates and construction programs
prepared.

The overall capital works program should be prepared in conjunction with the budget
preparation and the following should be identified:
e The project custodian responsible for project delivery
e The extent of works scheduled in that Financial Year
e The resource requirements and whether external resources might be required
e The lead times and delivery risks

Monthly reviews should be instigated and program slippages identified and strategies
developed to deliver the project on time.
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3.1 Organisational Vision

The Vision is to “Make the Shoalhaven a great place to live, work, stay and play”. A shared
vision is vital to achieve the outcomes desired. However the Vision needs to be able to be
directly related to the work that employees are doing, otherwise it is not a shared vision.
Further definition is required to ensure that Council staff are all working towards the same
ultimate goal and that we can move away from the local government mentality, which slows
progress and lets bureaucracy get in the way of progress.

A fully integrated suite of IP&R documents will help provide clarity to both the Councillors
vision and the Council Strategy.

The IP&R planning cycle is shown below, and shows the integration of community
engagement with the strategic plan and subsequent delivery program and operational plan
for Council.

Community
Strategic Plan
10 years +
Resourcing Strategy
Community Delivery Program
Engagement 4 years

Operational Plan

Perpetual
maonitoring
and review

Annual Report

3.2 Mission Statement

Councils Mission is to “Enhance Shoalhaven’s strong communities, natural, rural and built
environments and appropriate economic activities through strategic leadership, good
management, community engagement and innovative use of resources”.
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This mission statement should be driving how we behave as an organisation. The internal
factors of strategic leadership, good management, community engagement and innovative
use of resources have all been highlighted as part of the recent staff survey as areas which
require attention. Action plans are currently being developed which should be related
directly to the overarching Mission of Council.

The strategy map below tries to further drill down on Council Vision and incorporate the
Business Plan, underlying philosophies and KPI's to encapsulate what drives Council and
what we are ultimately trying to achieve.

MISSION: To enhance Shoalhaven’s strong communities, natural, rural and built environments and

appropriate economic activities through strategic leadership, good management, community
engagement and innovative use of resources

Financial ~__—> Financial Sustainabilitye«— __
Perspective Revenue Strategy Productivity Strategy

nhance Expand
Ratepayer Revenue Improve Cost Incre.a'se f\sset
Value Opportunitic Structure Utilisation
Customer /"'T\ \ /\ / \
PerspeCtlve [ Ongt_:ing ] [ Function Ne_w ][ Brand [ Price ] [ Quality ][ Availability] [ Selection
Services Services

[ Relationship Il Image & Productivity Attributes |
_,_.--"'; %“'-\

N — G-.-‘-.-—._ —
Internal
Perspective A ard ehone
and enhancing Develop Pn_)dUCtS and Improve communities Deliver Products and
Customer Value Services - ;
. and the environment Services
Executive Strategy
Learning &
Growth _ <kills E IT systems :||]= STatt survey
Perspective Training Networks/Commun Leadership
L Knowledge ications Teamwork
Safety
3.3 Values

Council’s four key workplace values are aimed at driving a culture and organisation that staff
wish to work for. These are:

How we work together

How we behave at work

The sort of workplace we aspire to
The way we lead and manage work

Below is a snapshot of Council Workplace Values, which are critical to implementing any
changes across the organisation. Some of the values are inherent in making changes within
an organisation to deliver a far superior level of service to the community ie deliver best
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value service, best practice organisation, preferred employer, drive customer service,
improving our use of technology, innovative and empowered. These values also align
directly to the Strategic goals suggested further on in this paper.

ORGANISATION:

How we work together

An organisation:

+ That embroces the Fundamentals:
—  Drive customer service
- Make things happen quicker
—  Provide flexibility to meet change
—  Deliver best value service
—  Make safety matter

*  ‘Where Staff and Councillors wark together in
a respectful and cooperafive manner

* ‘Where staff acfively wark with the community
by listening and responding to its needs

* That is recognised o3 o best pracfice
organisation in Local Gevernment

LEADERSHIP:

How we lead and
manage our work

An organisation where
leadership:

+ Lzes the principles of ESD
lecanamic, secial and
envirenmental] when making
decisions,

* That is a preferred employer providing job
security and opporiunities
through training and

career advancement

* Has a clear and shared vigion

* |5 decisive, fair and inclusive

* Promotes prompt, consistent

THE

ORGANISATION

WE WISH TO
WORK IN

decision making and provides
feedback
* Council provide direction
and support for pelicy
implementafion

PEOPLE/
STAFF:

How we behave
at work

An organisation where:

*  Stoff are dedicated, efficient,
enfhusiasfic and mofivated

« Sioff act ethically, with honesty and with
integrity

* Siaff embrace open communication and
teamwaerk across all groups

WORKPLACE:

What sort of workplace
do we aspire to

A workplace where:

= Staff are valued and treated fairly

* 5taff are committed to maintaining and o Achisvament is recognised ond

outstanding performance is rewarded
* Staff are provided flexibility and
opporfunities to extend capacity

improving our use of technalagy
« Staff are highly skilled, innovative and
empowered lo make decisions

* |nternal sacial netwarking is
encouraged and is an enjoyable
experence

* There is a sofe and healthy
environment.

4. SWOT Analysis

In order to be able to implement a plan for moving forward we need to position ourselves
now, what is the status quo and how do we move from the current situation to an improved
position in the future?
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Below is a summary of our strengths, weaknesses, opportunities and threats to help us
arrive at a detailed plan to move forward.

4.1 Strengths

We are a large Council and therefore have economies of Scale of which we can call
on

There are 55,000 ratepayers within the Council area

Council has dedicated and long serving employees

We are situated in a great location and a tourism destination

We should see growth in future years, given the proximity to Sydney and
improvements in the road network

4.2 Weaknesses

We are forecasting a $10m operating deficits for a number of years over the next 10
years, ie $82.75m in total over this time

Given the council size we have multiple duplicated assets across the council area —
which need maintenance and renewal

We have significantly greater lengths of road networks to maintain than other
councils in our group

We have a backlog of infrastructure work required to bring our assets up to the
standard required and this is continuing to deteriorate year on year.

There is an aging workforce, which results in risks from a workers compensation
viewpoint, and a loss of knowledge on retirement

There is an aging rate payer base, above group average which may drive higher
pension deferrals in the future and less immediate income for Council and also drive
infrastructure requirements in the community

Higher levels of unemployment, 11.4% compared to 6.5% group average means less
disposable income and less ability to pay for services

Unfunded S94 and other liabilities, such as asbestos affected properties and gas
remediation requirements?

4.3 Opportunities

We have the capacity to borrow more to fund infrastructure works and new projects
Borrowing rates may reduce in the future if Local Government NSW establishes a
Pooled borrowing vehicle for NSW Councils.

We have the opportunity to develop monthly KPI's which will give us a better
indication of how we are travelling in a more timely manner

We are well into the implementation of Authority, which should bring technological
improvements and efficiencies, along with the opportunity to utilise more e-
commerce.

Council amalgamations could lead to the bigger councils absorbing smaller councils
We are in a better position to offer service provision to smaller councils

With changes to transportability of people and the culture of using cars to attend
social functions, shop, take children to school, etc, etc, we have the opportunity to
rationalise some facilities to reduce costs.
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4.4 Threats

e Further cost shifting from State and Federal Governments

e Further reductions in Grant Funding

e Increases in CPI risk increases to current cost structures

¢ Reductions in Australian Dollar would also further push costs up.

¢ Increasing unplanned reduction in services as assets fail over time in the future

¢ Reductions in Interest Rates resulting in decreased income from investments

e Council amalgamations may result in further complexities and an increased aging
asset base, from inherited assets

¢ Dividends from Shoalhaven Water may not always be available given some of the
significant expenditures required in future years.

5. Major Goals

5.1 Overall Objective - Financial sustainability

The current operating deficit is the driving force for this strategic plan, below is a snapshot of
the General Fund LTFP over the next 10 years showing operating deficits each year for the
next 10 years, with some years exceeding $10m. It should be noted that this is not a cash
result but shows the effect of significant depreciation (a hon cash item) as a result of asset
revaluations in accordance with Accounting Standard AASB 13. When an asset is
purchased it generally has a life of more than one year, so depreciation is a way of
transferring a portion of the assets costs from the balance sheet to the profit and loss during
each year of the assets life. It is a way of matching the cost of the asset to the revenue
generated from that asset, over its useful life. Without depreciation the entire cost of the
asset would need to be recognised or expensed at the time of the purchase, so it cannot be
ignored in reviewing results.

General Fund Ten Year Financial Plan - Income Statement

2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24
$'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000

Income from Continuing Operations

Revenue:

Rates & Annual Charges 71,821 74,779 78,590 81,459 84,617 87,690 90,865 94,147 97,540 101,046
User Charges & Fees 39,485 42,205 44,451 46,162 48,086 50,136 52,207 54,289 56,470 61,514
Interest & Investment Revenue 2,315 2,136 2,026 2,023 1,993 2,079 2,147 2,253 2,391 2,555
Other Revenues 55,309 56,976 59,157 61,438 63,707 65,968 68,260 70,567 72,602 74,230
Grants & Contributions provided for Operating Purposes 17,977 18,182 18,340 18,793 19,302 19,852 20,420 21,004 21,671 22,231
Grants & Contributions provided for Capital Purposes 7,751 3,907 3,962 4,021 4,080 2,705 2,849 2,834 2,902 2,931

Other Income:
Net gains from the disposal of assets
Total Income from Continuing Operations 194,659 198,185 206,526 213,896 221,784 228431 236,748 245095 253574 264,506

Expenses from Continuing Operations

Employee Benefits & On-Costs 55579 57,332 59,375 61,394 63468 65586 67,727 69,843 72,093 74,028
Borrowing Costs 2464 2574 2778 2934 3333 3699 3612 3544 3276 2944
Materials & Contracts 45330 47,083 49119 51,148 52,914 54,935 56,965 59,011 61,198 62,810
Depreciation & Amortisation 39,201 40,377 41588 42,835 44121 45444 46,807 48212 49658 51,148
Other Expenses 55,813 58575 62,450 64,601 67,159 69,453 72,359 74,199 76,207 77,852
Total Expenses from Continuing Operations 198,387 205941 215311 222912 230,995 239,117 247,471 254,809 262,431 268,782
Net Operating Result for the Year (3,728) (7,756) (8,784) (9,016) (9,211) (10,686) (10,723) (9,715) (8,857) (4,276)

Net Operating Result for the year before Grants and
Contributions provided for Capital Purposes (11,479) (11,662) (12,747) (13,037) (13,290) (13,391) (13,571) (12,549) (11,758) (7,206)

Below is a chart showing the cumulative effect of the deficit operating mode, resulting in over
$82.75m over the next 10 years.
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Further to this the Key Financial indicators show a number of areas of some concern,
particularly the unrestricted current ratio which is deteriorating year on year, the aim is for
this ratio to be greater than 1.5:1 for financial sustainability and we see it moving from over
2.23:1in 2014/2015 to as low as 1.74:1 2017/2018. The other measure which highlights the
gap in capital spending to depreciation is the Building Infrastructure Renewals Ratio which is
well below the 100% target.
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General Purpose Fnancial Report — Note 13

Indicator Target 2014/15| 2015/16 | 2016/17 | 2017/18 | 2018/19| 2019/20| 2020/21| 2021/22 | 2022/23| 2023/24
Unrestricted 151 2231 2071 1.95:1 1.74:1 178:1 1.88:1 1.88:1 1871 1.86:1 1.88:1
Current Ratio
Debt Service Between
; 10% and 4.47% 4.44% 4.50% 4.55% 4.78% 5.09% 5.22% 5.17% 4.89% 4.69%
Ratio
20%
Rates &
Annual
Charges Below 50% 36.90% 37.73% 38.05% 38.08% 38.15% 38.39% 38.38% 38.41% 38.47% 38.20%
Coverage
Ratio
Rates,
Annual
Charges,
Interest &
Extra 5% 6.53% 6.29% 6.01% 5.82% 5.64% 5.47% 5.31% 5.16% 5.02% 4.88%
Charges
Outstanding
Percentage
Building &
g‘g:z;:lcéure 100% 48.76%|  42.48%|  4257%|  43.10%|  4457%|  4265%|  44.60%|  44.34%|  4530%|  47.88%
Ratio
Indicator Target 2014/15| 2015/16 | 2016/17 | 2017/18 | 2018/19| 2019/20| 2020/21| 2021/22 | 2022/23| 2023/24
Additional Measures
Breakeven
operation
Operating position or
Surplus better over 11,479 -11,662 -12,747 -13,037 -13,290 -13,391 413,571 -12,549 11,758 -7,206
any five year
period
$,000
An operating
surplus ratio
Operating | between 0% -6.14%|  -6.00%|  -629%|  -6.21%|  -6.10%|  -593%| -5.80%| -518%|  -a69%| -2.75%
Surplus Ratio[and 15% over
any five year
period

Loan Interest Coverage is averaging around 1.4% over the next 10 years, which is low in
terms of the benchmark ratio of 5% of operating income, but it needs to be reiterated that
unless Council can generate additional revenue or reduce its overall cost base this ratio

does not give a clear picture of council capabilities.

Asset Sustainability Ratio or the capital expenditure ratio measures the extent to which
Council are replacing assets compared with the rate at which we are depreciating or
consuming them. See graph below showing this measure and the issues we start to
encounter from 2015/2016 onwards, when this % is substantially less than 100%. The dollar
impact of this shortfall is in the table below and further analysed in the graph below:

Indicator 2014/15| 2015/16 | 2016/17 | 2017/18 | 2018/19| 2019/20 | 2020/21 | 2021/22| 2022/23 | 2023/24
Capital spend $ 41,852 [$ 25042 |$ 31,630 |$ 30,321 |$ 24,685|$ 23456 |$ 27,620 |$ 27,203 |$ 28,850 |$ 29,553
Depreciation | $ 39,201 | $ 40,377 |$ 41,588 |$ 42,835|$ 44,121 |$ 45444 |$ 46,807 |$ 48,212 |$ 49,658 | $ 51,148
Shortfall -$ 2651 ($ 15334|$ 9,958 |$ 12514 ($ 19436|$ 21,988|$ 19,188 [$ 21,009 |$ 20,808 |$ 21,595
e
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The cumulative shortfall of capital spend is shown below:
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= Capital spend shortfall

With changes to the Accounting treatment of valuation of assets, each year Council is

required to make fair value adjustments to certain categories of assets. Below is a graph

which shows historical asset values and the resultant depreciation increases in the

subsequent years. This obviously has an impact on the overall operating result, which may
further impact on our future results as assets are further increased in value and greater

depreciation is required.
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However if we are to also cover the annual shortfalls created from infrastructure funding
deficits as well as cover the infrastructure backlog the graph for operating deficit looks like
the one below:
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The overarching objective is to reduce Councils overall deficit to a balanced operating plan
and the subsequent objectives and recommendations will ultimately achieve financial
sustainability within a 5 year timeframe.

There are a number of levers to pull with regard to achieving this goal, which are covered
below in detail. It is important that Council see the urgency and importance to take the
necessary action to address this issue. It is also important that the organisation take a long
lens to this and put plans in place over a number of years, not just the next 1 — 2years.
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In providing the required strategic leadership Council needs to take the community along this
longer term journey to sustainability.

5.2 Increase Revenue

5.2.1 Rates Increase

Future rating strategies need to be considered in terms of anticipated growth in the city,
future services and service levels, along with changes to Government Funding. The current
proposal to introduce a Community Panel to review the rating structure will only be looking at
overall allocation of rates within the current rating categories.

Further work will be required to assess the level of rating increase required in the future to
assist with reducing the overall backlog of infrastructure requirements as well as enabling
financial sustainability moving forward.

Any proposal for rate increases will also need to factor in growth estimates in the future,
which will result in increased costs of servicing the growing community and additional stress
on infrastructures already in place and in some instances additional infrastructure.

Further consideration needs to be factored in with regard to the demographics of the
Shoalhaven, the education levels which are lower than National average, the level of
unemployment at 13% in 2013.

On the flip side the location and lifestyle make the area a growth area in terms of population,
with estimates that the population will exceed 130,000 by 2036 . There is a thriving defence
industry, it is a regional manufacturing centre and a growing educational hub, and natural
resources and tourism go hand in hand to increase the population movement.

It has been found through studies done by the SA Centre for Economic Studies that CPI is
not an appropriate indicator to consider in relation to Council rates. Secondly, council rates
are determined by more than average costs in a previous year. Local Government sets
property rates in response to various factors including general price inflation affecting local
government, policy decisions regarding changes in the level of services and community
infrastructure provided to local communities, changes in demand for particular services and
changes in financial support provided by other levels of government. It was found that a
more reliable independent measure is the Local Government Pricing Index which was
developed by the ABS on behalf of the South Australian Government Financial Management
Group. This measure saw CPI running at 2.8% on average over the 10 year period to
2012/2013, compared to the LGPI running at 3.6% on average over the same period.

This needs to be considered when reviewing what a rate increase may look like. A further
consideration is the comparison of residential rates of other councils within our Council
Group, which further shows there is scope to increase rates by more than CPI and to still be
under “like” councils rates. The Group Average for Ordinary Residential Rates is $978.15.
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Council Average Average Ratio At 1.8% | Differential
2012/2013 Rates Household

Income #
Shoalhaven $803.29 $50,363 1.60% $906.53 $103.24
Coffs Harbour $837.67 $54,077 1.55% $973.39 $135.72
Maitland $939.12 $72,514 1.30% | $1,305.25 $366.13
Port Macquarie $988.14 $52,167 1.89% $939.01 -$49.13
Lake Macquarie $997.31 $57,304 1.74% | $1,031.47 $34.16
Wollongong $1077.96 $65,926 1.64% | $1,186.67 $108.71
Tweed $1167.26 $51,220 2.28% $921.96 -$245.30

# Source- ABS Household income

This table shows a 45% difference between residential rates at Shoalhaven compared to
those of Tweed Council. It also highlights that household income for the Shoalhaven is the
lowest and that our rates as a percentage of household income are low compared to a
number of councils. If we looked at an average of 1.8% as a guide, ie ratepayers capacity to
pay we could argue that an increase of $103 per ratepayer is supportable and equates to an
increase of approximately 13% in rates.

In addition to this, given the demographics of Shoalhaven City Council and the level of
infrastructure in relation to the population in comparison terms, our level of rates should be
above the average, given the higher number of pools, public halls, open space and road
lengths to maintain. A special rate variation submission is fundamental to improving future
sustainability. See table below for some of these comparative measures, which have
significant impact on the overall expenditure required to maintain the infrastructure, which
should warrant higher rates than some other councils with less infrastructure:

Your Public Facilities LGA Group Average
Public Pools 12 11
Public Halls 27 24
Open Public Space 2029 1462
Total Road length (km) 1772.4 1193.0
Road Length per ‘000 capita 18.3 11.2
(metre)

Roads, Bridges and 272.32 250.05
Footpath expenditure per

capita ($)

Further analysis was carried out on comparatives of Area of Council, income levels within
Council and the rates being charged. The first chart below shows the relationship for Area
Size and taxable income, which shows the bigger the council area the lower average taxable
income and the second chart shows a comparison of average rates to the % of rates to
taxable income. This shows the percentage for Shoalhaven at 2.2% of taxable income. The
only Councils with a lower percentage than Shoalhaven are Newcastle and Maitland, but if
you compare their land area in the first chart, plus the level of their average taxable income,
they can probably afford to hold their rates at a lower overall percentage. The lower
percentage also gives them higher overall rates than Shoalhaven given the level of Taxable
income in their Council Areas.
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Below is a snapshot of comparatives of rates with a 5%, 10% and 15% increase in
Shoalhaven Councils rates, which still shows lower rates relative to all other councils in our
Group. This is also before Wollongong submitted and received approval from IPART for an
increase in General Revenue and their minimum rate amounts of 6.23% in 2014/2015,
6.33% in 2015/2016 and 6.34% in 2016/2017, a total of 19% over the next 3 years. And
also does not reflect increases to rates for Port Macquarie which were approved by IPART.

Average Rates 2012/2013

$1,250
$1,150

$1,050

$950

5850 — I

S?BU 74- T . T T T T T T

Shoalhaven Coffs Harbour  Maitland Newrcastle Port Lake Wollongong Tweed
Macquarie Macquarie
I Average Rates =—=5%inc =——10% inC ==—15% inc

In terms of revenue these type increases would equate to the following in terms of total
revenue dollars:

2016/17

$'000

5% inc $ 2,876
10% inc $ 5,752
15% inc $ 8,628

5.2.2 Fees and Charges

In addition to rates Council have the opportunity to review fees and charges, along with
leases in an effort to increase the level of income generated from the delivery of services or
hiring/leasing of properties. As part of fee setting the philosophy of user pay should be high
on the agenda. The project team covering fees and charges are developing an actionable
plan to address areas of improved revenue. Further to this the project team working on
Leases is also developing a list of leases where increases might be introduced.

The number of Public Facilities obviously drives a certain cost structure and should be taken
into consideration when reviewing increases to fees and charges, as well as rates.

A further consideration with the setting of fees and charges is how Council charge for the
high influx of tourists around the summer period. We currently see approximately 2.5million
tourist converging on the area within a short period of time and require infrastructure to cater
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for this influx. Given that tourists do not pay rates in the Council area and benefit from
heavily subsidised fees and charges we need to look at a mechanism to capture some
revenue from this influx, perhaps by setting higher fees and charges all year round and
subsidising for rate payers through yearly passes, regular hirer rates etc, ie a discount for
ratepayers

Public Swimming Pools Public Halls Public Libraries

H Wollongong M Coffs Harbour m Lake Macquarie

H Maitland H Newcastle ® Port Macquarie
Shoalhaven Tweed Avg Cat 5 Councils

An additional way to bolster Council revenue is by promotion of these public facilities. If
council can bundle up a marketing campaign to sell the benefits of these facilities, they could
attract events or conferences to the area and increase Tourism but also increase the returns
on Local Council infrastructure.

5.2.3 Increases DA Fees and introduce value added services

An increase to DA charges has the ability to increase Council revenue, but at the same time
it can hamper growth in the city. There needs to be a balance between economic
development and the amount of fees being charged and these charges will rise and fall with
the inherent business cycle of economic activity. These fees are also regulated by state
government, so are not as easily increased as desired. In order to increase DA fees outside
this cycle Council would need to consider what else we have on offer to promote business
and development in the area, ie by developing zoning policies that support business, by
economic development and tourism working towards increasing tourism, investment etc.

In addition to this Council should look into the introduction of Value add services to the
community, including but not limited to Bush Fire assessments, pre-purchase inspections
etc. The issues of independence in DA approvals would certainly need to be covered off if a
decision was made to go down this path.

5.3 Reduce Cost Structure - drive efficiency
There are a number of opportunities to improve the cost structure of Council.
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5.3.1 Continuous Improvement

Fundamental to cost reductions is the introduction to the concept of Lean or continuous
improvement. This is a philosophy which needs to be driven from the top of the organisation
and filtered out to all levels within the organisation. This takes commitment and dollars in
terms of training and allowing time for teams to hold meetings to review processes and look
for efficiencies.

Value streams are a good tool to link all horizontal processes that run across vertical
organisational silos and removing wasteful activity that adds no value for the customer. All
staff would need their induction to include Lean and in-house learning programs would need
to be introduced to educate staff to be able to work in projects teams. Lean is also about
changing culture to one where staff feel empowered, equipped and supported to improve
their work as part of their everyday job.

Major areas impacted by customer calls would be an ideal starting point for review, and this
could be incorporated with the introduction of the Customer Service Centre. This would
review outdated practices and better utilise technology to ultimately improve customer
service and at the same time reduce costs. The introduction of e-commerce will further
reduce workload, introduce a one stop shop for customers and reduce reliance on high
staffing levels.

The culture of service, teamwork and continuous improvement, needs to be a journey that
continues forever and becomes a way of working, it needs to be inherent in everything we do
by way of quality systems, process mapping and re-engineering. The key point to make
here is that a reduction in complexity will lead to reduced costs.

5.3.2 Outsourcing

A second opportunity for cost reduction is to review service levels of internally provided
functions and look at outsourcing those which are not competitive with outside providers.
Some of the areas being reviewed at present are the SEC, payroll, printing, audit, family day
care to name a few of the TTF projects on the agenda. This process needs to benchmark
the services provided against the cost of providing these services and determine where
benefits would be gained from outsourcing.

As an alternative to outsourcing Council could increase revenue by setting up a shared
service function and taking on work of other councils. This could lead to further economies
of scale with reduced staffing requirements, particularly when system functionality is
available to enable the best possible outcome for these processes.

5.3.3 Use of Technology

The improved use of technology will also assist in other areas of council, particularly in the
finance area, where significant gains can be made by elimination of duplication and
improvements in reporting and automation of processes. The implementation of Authority is
instrumental in making these changes happen. The current systems rely heavily on
individuals to hold things together and to understand the history of systems. This
dependence on a few individuals leaves Council very vulnerable and does not allow for
sharing of information, as people remain isolated from open and transparent information
systems.
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The integrated nature of an ERP system will help break down the silos in different work
areas in council and should drive further reductions in staffing levels into the future, which
should ultimately reduce costs.

The use of electronic commerce will further enhance customer service to the community and
allow for self help portals which will drive further efficiencies. Considerable work is required
to ensure the technology delivers as promised, so Council will need to commit dedicated
resources to achieve the desired outcome.

5.3.4 Procurement

Another potential savings area is in procurement. Currently we spend $92m on our top 100
suppliers, if we could save .5% of this spend it equates to $458k. The current Southern
Councils Group procurement team are looking at options for targeting savings and this
should be driven more robustly to ensure savings are achieved, by prioritising big ticket
items, such as motor vehicles, asphalt, energy etc.

5.3.5 Staff Changes and conditions of employment

The transformation task force team has been rolling out a restructure by Group or Section,
with $2.8m in savings already achieved in salaries and wages, but this should continue to
the next levels in the organisation, with the possibility of achieving a further $630k reduction
Other programs to review staff conditions and the use of casuals and the payment of
allowances and overtime are in process and should be advanced in order to achieve a
further $500k in savings.

5.3.6 Energy Management

In line with the sustainability of operations, Council should also be considering the use of
solar power to further reduce operating costs, particularly with regard to big energy use sites.
Energy audits carried out in 2007 should be reviewed to see that the actions to reduce costs,
energy consumption, green-house gas emissions and increasing management commitment
have been responded to.

Monthly KPI's should be introduced in line with the Strategic Plan, to measure performance,
which will then aid in management and assist to drive improvements and cost savings.

Some KPI's which could be introduced to monitor overall cost reductions are shown in the
table below, these need to be in line with Performance Management targets and compared
to the IRIS survey results to determine if they will drive the desired community outcomes:

Strategy KPI Target
Revenue - Enhance Ratepayer Value, Operating Profit/No of > 0
ongoing Services Ratepayers

Revenue - Enhance Ratepayer Value, gpli%ake Formsport or > 10%
Function view

Revenue - Expand Revenue - New Services | Revenue Growth = > 6%

increase in revenue/last
years revenue as %

Revenue - Expand Revenue - Brand - Increase in economic >  6.2% inc
Shoalhaven area activity

Improve Cost Structure - Price Procurement Savings > $200k
Improve Cost Structure - Quality Savings from Continuous > $200k

Improvement efficiencies
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Improve Asset Utilisation - Availability

Percentage Preventative
Maintenance/Total
Maintenance Costs

> 80%

Improve Asset Utilisation - Selection Life Cycle Costing > 80%
completed on all new
assets
Customer Satisfaction Community Satisfaction >  90%
Rating
Innovation - No. of new services No. of New Services > 2 perannum
No of DA’s and » 1400 per annum
turnaround time < 60 days
lmprove Social Processes Expenditure on » $100 per capita
community health and
safety/Avg population
Deliver Products and Services Reduction in Asset > 100%

Backlog — Capex
Expenditure/Depreciation

Training

Avg Training Cost per
FTE

» $750 per FTE

Cassi Implementation

Modules go live dates
meet plan

Within plan and budget

Leadership Training

Managers Trained

> 80%

Health and Wellbeing of Staff - Safety

LTI

Hours Lost/Total hours
worked as a %

5.4 Service Sustainability

There should be a full review of the services Council provide and questions posed as to
whether the service is broadly valued and does it align to the Long Term strategic direction
of Council, is Local government the right organisation to be providing the services, what are
the issues or risks with not providing the service and if Council does not provide the service,

who will?

Where it is not possible to withdraw from provision of critical services, it might be prudent to
review the level of support provided to some services and look at cutting the level of service
if feasible. As an alternate to this a review of the delivery method may be possible, to look at
other options for delivery eg are there some services we can deliver electronically as

opposed to manually.

Other questions to ask are:

e Are there additional or new income producing opportunities?
e |s there unmet demand for the service, and if so how do we capture this demand?
e Is there an ability or willingness to pay for services we might be providing for free or

at a subsidised rate at present?

e Are there growth areas where we are not providing services?
e Does the continuing delivery of services, maintenance or renewal works programs
remain a sustainable option, supported by operations, works and projects?

5.5 Asset Utilisation

The utilisation of assets in an organisation is a critical component of return on investment,
along with driving customer satisfaction in terms of reliability, cost and function. We know for
Shoalhaven our assets are aging and our available funding is not sufficient to keep up with
the current ongoing maintenance requirements, not to mention the backlog of infrastructure
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works required to bring our assets up to an acceptable level. This backlog is growing at a
rate of approximately $4m per annum, and at this rate will be another $40m in 10 years time,
bringing the total work required to $80m.

The decrease in CPI increase on Financial Assistance Grant Funding will lead to a further
reduction in maintenance of $400k per year, which will impact considerably over the next 3
years totalling $1.2m.

The Graph below shows the current gap between revenue and expenses for the coming
year, ie approximately $3.7m, if we add to this the run rate of backlog increase of $4m each
year this becomes an $7.7m gap, and if we further add to this the catch up required for past
years backlog this adds an additional $4m to expenses and widens the gap to $11.8m for
the coming year. Obviously this number is totally unsustainable, and requires some drastic
measures to turn things around.

210000
205000
200000
195000 GAP { l
190000 - T T T
Revenue Expenses Expenses + Expenses +
backlog backlog + catch
up backlog
M Revenue M Expenses M Expenses + backlog M Expenses + backlog + catch up backlog

5.5.1 Only commit to Justified Renewal Projects

Council needs to review opportunities to slow down this rate of deterioration, and one way to
do this is to only commit capital to renewal projects which have a cost benefit, ie the cost of
the investment is recouped from the savings made in maintenance and other operational
costs to keep the asset in working mode.

When decisions are being made, with regard to investment in new capital items, a full life
cycle costing should be prepared. This will ensure that the assets are not going to be an
intergenerational burden on the community. Asset Management Planning needs to
encapsulate all phases of life cycle costing and forecast these costs into the Long Term
Financial Plan.

5.5.2 Selling off Under-utilised Assets
Another serious consideration is to review ownership of assets surplus to needs or costing
Council money, ie where the rental income does not cover the costs if commercially leased.
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This would result in a reduction in operational expenditure ie less maintenance, less
overheads and reduction in depreciation etc.

Further to this Council should look at selling off any land surplus to needs, once again this
would reduce operating costs to maintain the land and is in line with Lean principles to
reduce redundant assets and drive costs down.

There are approximately 9 properties earmarked for sale, where due diligence is still
required. These properties have a combined land value of $1.475 in total, with differing
rateability and potential for use.

5.5.3 Asset Rationalisation/Optimisation

In order to improve the Utilisation of assets, one needs to firstly look at the rationalisation of
the existing asset base. When reviews are carried out on the profitability of assets and the
return on assets employed, those with negative operating results and with negative returns
on assets should be reviewed to see if there are other similar assets nearby which could
cater for the current levels of demand. If this is the case there may be an opportunity to sell
off duplicated facilities. If there are no other similar facilities nearby then we should look at
increasing the use of the existing facility.

In the first instance we could look at promoting the facility to improve patronage. Secondly
we should look at introducing new uses within the existing facility, this could be by
introducing a gym to a pool complex or a café to a Library or a Visitor information centre to a
Pool complex, similar to the arrangement at Ulladulla Civic Centre.

From financial analysis completed as part of the fees and charges TTF project team it was
found that those facilities which were multi-use lost less money and had better returns on
assets employed than those facilities with a single purpose.

An observation in this area is that Ulladulla Civic Centre operating budget did increase, but if
like type facilities surrounding it were rationalised, the savings could more than offset this
increase ie closing Milton library.

A further example of issues that can arise with the introduction of new or improved facilities
is with the rebuilding of Nowra Pool. Whilst it will improve the pool facility at Nowra, it leaves
less funds for maintenance or improvement of Bomaderry pool, it will require more funding
for amenities, it will be an intergenerational burden on council and the legacy will exist for
many years to come, where a consolidated approach to improvements to the Bomaderry
Aquatic Centre may have been a much more financially viable option longer term.

Below is a list of principles which should be followed when reviewing our current Asset base
and any plans for future developments:

The Asset must be:
e Fit for purpose — does it meet the needs of the service?
e Fit for use —is it in an acceptable condition?
e Fit for the future — will the asset meet future needs of the service?

Core Principles
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¢ Isthere a need for the asset, is the asset still providing a required service to the
community. Is the service provision what the customers expect?

e Isthere a more cost effective way to provide that service?

¢ If an asset is underutilised, then prior to any decisions to construct another similar
asset, the potential for using the existing under-utilised asset, should be considered.
What does demand forecasting look like?

¢ Where an asset is under-utilised or under-performing, an assessment must be made
about continuing to fund the asset.

e Any rationalisations should be undertaken within the IPR framework that takes
account of service delivery needs, corporate objectives, financial and budgetary
constraints and the Council’s overall resource allocation objectives.

o Are there alternate methods of service delivery through other Council facilities,
providers and levels of government or the private sector or regional opportunities.

e Are there disposal options including transfer for alternative use, rental, sale and/or
leaseback, and demolition should be considered when reviewing acquisition plans.

e Does the asset have high operational costs with little income producing opportunity, if
so a review of similar assets close by should be carried out before any further monies
are sunk into the existing asset.

5.5.4 Pensioner Rates Deferral

Council currently has a policy which allows for Pensioners to defer payment of their rates
and interest for a period of 17 years before Council will begin action to recover this debt. At
present the total amount outstanding on Pensioner rates is approximately $3.3m including
service charges, rates and interest components. By reviewing this policy and bringing
payment terms in line with other rate payers Council could gain approximately $800k one off
benefit in cash from new pensioner deferrals, along with a reduction in the overall
outstanding of aged deferrals. This money could then be utilised within other Council
activities.

5.6 Review Capacity to borrow
There is no right or wrong level of debt, but it must be able to be supported by the income
Council generates and the cash flows which result.

Whilst it has historically been prudent to keep debt levels as low as possible, borrowing is a
valid way to finance ongoing infrastructure requirements. Deferral of infrastructure
replacement/ maintenance is often more detrimental to the long term capabilities of council
then borrowing to finance such renewal or replacement spending. The spending may be
justified now due to greater cost in the future of deferring this activity.

Generally however, a council with an operating deficit would find it difficult to justify the
additional debt, unless there is a cost benefit of replacing assets over the cost of maintaining
these assets.

Council is forecasting operating deficits for the next 10 years and we should never consider
funding this deficit with debt, other means need to be sought out to raise the level of
additional funding required. Council should only borrow to fund activities or developments
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which are core to council’s activities and agreed priorities. Each request for funding should
be supported by a cost benefit analysis, showing whole of life cost of the investment.

The most recent loans drawn down were taken out with a 3 year variable rate, transferring to
a fixed rate after this time, or with an option to refinance. This approach was taken to ensure
flexibility in refinancing if the Office of Local Government arrive at a consolidated model for
borrowing for Councils, assuming that any rates they derive would be lower than those which
we can currently obtain on an individual basis.

A snapshot of our Debt Service Ratio for the next ten years is shown below:

Target 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24
Between
10% and 4.47% 4.44% 4.50% 4.55% 4.78% 5.09% 5.22% 5.17% 4.89%  4.69%
20%

As can be seen our debt service ratio is well below the guidelines set of between 10% and
20% however industry norms suggest that for non-growing Councils the debt service ratio
should remain below 10%.

Given the fact that Council expenses are in excess of overall operating income by a
considerable amount year on year, Council would find it difficult to justify taking out
additional loans unless the interest repayments are less than the cost of maintaining the
existing asset requiring renewal. Further to this the term of debt funding should never
exceed the life of the asset it is used to fund.

The important consideration to address with further debt funding is full cost/benefit analysis
to ensure that there are financial gains to be had by Council in borrowing additional funds.

Below is a list of core principles to follow when decisions are being made with regard to loan
funding:

o NEVER borrow to fund operating deficits

¢ Only borrow to fund activities core to Councils agreed priorities (ie they must be in
the Long Term Financial Plan) unless under circumstances of emergency

¢ Each funding request needs to be supported by full life cycle costing analysis

¢ Only fund to borrow if interest repayments are less than the cost of maintaining the
existing asset requiring renewal

e The term of debt funding should never exceed the life of the asset it is used to fund

e The specific capital project should only be considered for loan funding, if it is to be
beneficial to the majority of ratepayers.

e Debt servicing cost should not exceed 2% of annual general income.

e Loans should not be taken out over more than 20 years

¢ Allloans should be taken out in accordance with relevant statutory requirements as
contained in the Local Government Act (1993) and the Local Government (General)
Regulations 2005.

e Three written quotes should always be sought or a loan tender called

¢ No borrowing from any source outside the Commonwealth of Australia nor in any
currency other than Australian currency
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5.7 Cultural change

An observation is that there is no sense of urgency within Council and this appears to be
driven by the mindset that Legislation and bureaucracy slow things down. The other barriers
to progress appear to be antiquated systems which rely heavily on human intervention on an
individual basis, which gives great power to some individuals and excludes others from
taking ownership.

Overall we know that most people come to work to do a good job, but the systems and
processes in place do not allow for staff to do their best work.

Even though Council is a Local Government Authority and we are guided by legislation and
at times bureaucracy we need to treat council like a business not a government agency, we
need to get lean and keen.

In order to achieve “lean and keen” Council needs to make a cultural shift, from “this is the
way we do things here” to “how can we do things better?” And what better time to do this
than part of an organisation review, where the business is being restructured, where a new
system is being implemented, where change is becoming the norm and at the same time
demands for new services are increasing, with less staff to meet the demand.

This change needs to be driven from the top, with the four main principles being:

e Satisfy your customers — internal and external

e Continually improve through small steps — its evolutionary and ongoing

¢ Involve everyone in improvement — it will only work if everyone is on board

e Control processes through measurement and KPI's- which are displayed for all

A cultural change such as this can save an organisation considerable time and money and
improve customer service, but it needs investment in staffing, training and systems.

6. Risks

Council has considerable risks facing them into the future on top of the main financial risk of
replacing and maintaining our current asset base to the level required. The following risk
factors have been taken into consideration in our Long Term Financial Plan:

¢ Reduction in CPI on Financial Assistance Grant — with a negative financial impact of
$1.2m over the next 3 years

e At present there are no proposed changes to the waste levy, so current rates are
factored into the LTFP, but this may change in the future.

In addition to these risk factors which have been taken into consideration for future financial
plans there are a number of areas where no changes have been considered:

e Increase in services such as Ulladulla Civic Centre, Nowra Pool, CCTV and other
new assets and the long term financial burden from some of these

e Climate Change, will this have a positive or negative impact on our operating plans,
will energy prices continue to increase, regardless of the repeal of the carbon tax,
what will be the impact of waste energy and how can we harness this energy. What
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if we look at investing more in solar installations for energy, what will be the upfront
capital cost and then ultimately the savings achieved if we go down this path.

e There is still some debate about indexation on the fuel excise and whether an annual
increase will be re-introduced. If this is not the case it will have a small financial
impact on Council of $3k per year based on last years usage rates. If the re-
introduction does not go through this could mean a continual reduction year on year.

o For the majority of our financial forecasts we have continued to use a 3% increase
year on year. This is not reflective of reality and does not review our cost structure
year on year to understand if the increase is required or is adequate This CPl is
used equally for income as well as expense. For the next budget year a zero based
budget approach will be undertaken to go back to basics for budgeting, ensuring all
expenditure is justified. For rates we have tended to see that increases approved by
IPART have not been consistent with the CPI and for expenses we know that for
some it is inadequate and for some it is over generous.

e Our approach to interest rates has been kept very deliberately conservative. But with
the appointment of an investment advisor we are finding that by extending our
deposit terms we are slowly improving the interest rates achieved. But the major risk
in this area is that our returns are being eroded by the overall reduction in rates,
which we are trying to abate for as long as possible. Alternately interest rates on
borrowings are coming down but are always at the mercy of the Reserve bank and
the major banks. The one positive on the horizon is that LGNSW are investigating
the use of a Pooled borrowing vehicle which should see reductions in borrowing rates
compared to rates we could achieve from the major banks. This is still in the very
early stages for Local Government and has no impact on our financials at this stage.
The impact of a .5% decrease in borrowing interest rates on a $10m loan is
approximately $300k over a 10 year period.

e The impact on the AUD rate of a 15% reduction in exchange rate would mean that
imported costs would increase and therefore drive increases in major commodities
such as oil, asphalt etc. The assumption is that the AUD will remain at the existing
level and this needs to be addressed with closer scrutiny of the impact.

e The level of restricted assets continues to increase thereby limiting funds available
for General Council spend. Some of this funding is from Section 94 contributions
where developers provide for future infrastructure as part of their Development
consents. These contributions only cover the actual cost of the infrastructure, and
not ongoing maintenance and renewal costs, so in the short term we see a positive
income effect, but longer term we start seeing an ever increasing liability. In some
instances where there has been a Section 94 contribution Council has a requirement
to match that funding, this fund matching obviously has an impact on Councils
cashflows and needs to be considered into the future plans of council, so timing and
spend will need to be determined. To enable this Council needs a clear plan around
infrastructure requirements. At present the total exposure to council is in the vicinity
of $120m. Council is also currently undertaking a full review of social infrastructure
requirements, in an effort to clearly define the requirements and to align this plan to
the Section 94 monies currently held. This review may assist to bring into line
funding requirements with available funding.

e Isthere a risk/opportunity centred around structural reform for local government?
There are a number of challenges facing local government and an ultimate aim of
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amalgamation should be to reduce the number of administrative units, encourage
improve accountability and transparency and have a greater emphasis on core
activities, thereby resulting in enhanced financial capability and increased resource
sharing amongst councils.

e Unfunded liabilities also pose an additional threat on Councils future financial
sustainability. Currently there are contingent liabilities in the following areas:

o Gasworks remediation and subsequent costs in relation to this work - $395k
is the current claim for acquisition of land at 76 Bridge Road, with additional
remediation works yet to be assessed.

0 Asbestos issues at 180 properties with a cost to clean up estimated at $4.2m.
This figure does not include asbestos removal at Shoalwater or Holiday
Haven sites.

0 Leave entitlements provision where only 22% of the liability is funded by the
reserve -with an overall difference of $20m still to be funded.

0 As mentioned above Section 94 contribution exposures could culminate in a
council liability in the vicinity of $120m, currently we hold $19m for this
purpose in restricted assets, therefore leaving $100m unfunded.

7. Evaluation

Reporting will play a major part in evaluating the success of this strategic direction. Council
needs to put in place:

¢ Monthly financial reporting to show progress against plan

o Monthly KPI Indicators — showing progress against the major areas in the strategic
plan

e The LTFP needs to be guided by the strategies put in place and the overarching
programs Council is aiming to achieve.

e Returns on investments will continue to be reported monthly through the investment
report.

¢ Reporting on restricted assets will continue as part of the Monthly investment report

e Reporting of actuals against targeted savings plans

Below is a graph showing the extent of savings targets required to start turning around the
deficit position for Council. The most significant requirement to ensure that this is possible is
a substantial increase in rates from 2016/2017, in the vicinity of 5% year on year for 3 years.
Below the graph is a report showing the savings and revenue numbers required to achieve
this outcome, with the assumptions on the left hand side of the table. These will need to be
evaluated and reported monthly.
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M Rates mincrease Fees and charges  m5taff Changes H Procurement m Mats & Contracts
m Other Expenses Allowances etc Energy Management Review of services Asset Maint
2014/15  2015/16  2016/17  2017/18  2018/19  2019/20  2020/21  2021/22  2022/23  2023/24

Op Result (3,728) (7,756) (8,784) (9,016) (9,211) (10,686)  (10,723) (9,715) (8,857) (4,276)
Rates - - 2,876 5,982 9,423 9,706 9,997 10,297 10,606 10,924
Increase Fees and charges 197 211 222 231 240 251 261 271 282 308
Staff Changes 1,008 952 1,212 1,148 1,165 1,169 1,153 1,087 1,182 826
Procurement 458 470 482 495 508 521 534 548 562 577
Mats & Contracts - 393 624 555 231 434 381 337 417 - 223
Other Expenses - 544 635 277 620 279 822 - 330 - 219 - 640
Allowances etc - - - - - - - - - -
Energy Management - 100 103 106 109 113 116 119 123 127
Review of services - - - - - - - - - -
Adjust Revenue and borrowing - - - - - - - - - 2,322
Asset Maint - - 100 103 106 109 113 116 119 123
Revised Op Result (2,064) (5,085) 3,223 2,786 2,923 1,618 2,369 2,437 3,914 5,110

The chart below shows the movement from forecast deficit to the revised operating surplus
as a result of the implementation of the above savings plan, this will need to be charted to
ensure if actions are in alignment with our plans.
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8. Recommendations

The following recommendations are proposed to ensure a way forward to a sustainable
financial future for Council:

Start Community dialogue around a rate increase during the next Council term
Review fee structures including discounts to rate payers.

Introduce continuous improvement principles throughout Council, including
addressing the culture

Outsourcing where practical and where it supports financial sustainability principles
Optimisation of the use of technology to enable reengineered processes

Introduce procurement savings targets

Review conditions of employment eg spread of hours

Investigate energy management initiatives

Rationalise assets where possible — consolidate facilities, better utilisation of facilities
and sell off of surplus assets

Cut services to reduce costs

Review Pensioner deferral scheme and improved debtor management
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