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8.0 Foundation Six - Modelling and Sensitivity Analysis

Long term financial plans are inherently uncertain. They contain a wide range of
assumptions about interest rates and the potential effect of inflation on revenues
and expenditures. Some of these assumptions will have a relatively limited
impact if they are wrong. Others can have a major impact on future financial
plans.

The Long Term Financial Plan has three models based on different financial
assumptions -

1. Scenario 1 - Fit for the Future BASE (No SRV)
2. Scenario 2 - Fit for the Future 2% SRV + Rate Peg
cH Scenario 3 - Fit for the Future 3% SRV + Rate Peg

SCENARIO 1 - Fit for the Future BASE (No SRV)

The base case scenario assumes that following the conclusion of the current
SRV, Council will not apply for any additional SRV to improve its performance
benchmarks.

With this scenario Council will not be deemed Fit for the Future — Council would
need to achieve additional savings / income of $201,000 per annum to meet the
Operating Performance Ratio in 2024/25.

SCENARIO 2 - Fit for the Future 2% SRV + Rate Peg

This scenario proposes a further SRV of 2% per annum on top of the rate peg
increase to apply for 7 years from 2018/19 with borrowings of $5,250,000 in
2024/25 to reduce the infrastructure backlog and invest in asset renewal.

In respect of Fit for the Future Criteria this model achieves a positive operating
performance ratio by 2024/25 (3.1%) but has less capacity to absorb economic
fluctuations that can occur than proposed in Scenario 3.

SCENARIO 3 - Fit for Future 3% SRV + Rate Peg

In this scenario Council will apply for a further SRV of 3% in addition to the rate
peg for a period of 7 years from 2018/19. In effect this SRV would follow on
immediately following the current SRV which concludes in 2017/18.

The purpose of the additional SRV is to meet Fit for the Future requirements.
The notable effect of this scenario is that when considered in conjunction with

the initial SRV approved by IPART in 2014 which will provide for the investment
of $9.6m in asset renewal in the 10 years to 2023/24, together with Councils
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high borrowing capacity allowing for the borrowing of $5.25m in 2024/25, it will
be possible to fund Councils infrastructure backlog.

In respect of the Fit for the Future performance criteria the outcome of this
scenario would be that all benchmarks would be met by 2024/25.

Benchmark Result Meets Benchmark
Operating Performance Ratio (greater or | 0.043 Yes

equal to break-even average over 3

years)

Own Source Revenue Ratio (greater than | 80.40% Yes
60% average over 3 years)

Building and Infrastructure Asset|111.18% | Yes
Renewal Ratio (greater than 100%
average over 3 years)

Infrastructure Backlog Ratio (less than | 0% Yes
2%)

Asset Maintenance Ratio (greater than | 110% Yes
100% average over 3 years)

Debt Service Ratio (greater than 0 and | 1.30% Yes
less than or equal to 20% average over

3 years)

A decrease in Real Operating Yes

Expenditure per capita over time

—
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7.0 Foundation Five — Performance Measures

7.1

Financial Strategies

Council has developed a number of strategies to ensure its long term
financial sustainability.

Strategy 1
Achieve at least breakeven operating position.

Council needs to achieve at least a breakeven operating position on an on-
going basis.

The future sustainability of Council is dependent upon generating
sufficient funds to meet the costs of maintaining and renewing assets to
deliver services.

In consultation with the community Council needs to develop options for
revenue increases, reductions in expenditure and reviews of existing
service levels and standards.

If Council desires to provide properly funded asset management
programs, maintain an acceptable level of works and services and still be
able to meet increasing costs associated in the form of meeting all
statutory requirements and unfunded mandates, there is the need to
increase the general purpose rating base and other revenue sources, or
reduce recurrent service levels, or reduce operational costs, or any
combination of these options.

Council must strategically insulate itself from any unhealthy reliance on
uncertain non-rating income sources in order to meet its fundamental and
core statutory commitments. The necessity to increase rate income as a
percentage of total income is important if Council is to strategically and
prudently place itself in a position of sustainable financial strength.

Strategy 2

Review depreciation rates, expenses and methodologies to ensure
that assets are depreciated at the correct rate.

The annual depreciation expense can have a major impact on the
achievement of operating surpluses.

Depreciation as a proportion of infrastructure asset values needs to be
analysed to ensure that Council is depreciating assets at the correct rate.

Abnormalities such as accounting gains and losses when assets are
replaced can also arise if incorrect depreciation rates are used.




Long Term Financial Plan 2015 to 2025 - “Planning for our Future”

Strategy 3

Continue to improve Councils Asset Management Planning to
provide better integration between the Asset Management Plans
and Long Term Financial Plan.

It can take a number of iterations before a high level of certainty can be
attached to the outputs of the Asset Management Plan. Council needs to
continue to focus on the quality of its Asset Management Plans so that
Council can accurately forecast its future funding requirements and put in
place appropriate funding strategies.

Strategy 4

Ensure that rates and charges are consistent with the cost
increases of delivering services.

Future increases in rates and annual charges should be based on the
underlying cost of delivering these services. The SRV (Special Rate
Variation) methodology used by IPART (Independent Pricing & Regulatory
Tribunal) allows Councils to seek rate increases over and above the rate
peg increases granted each year. With the community consultation
process, this provides an opportunity for constituents to determine their
level of satisfactory service and their capacity to pay for this.

Strategy 5

Concentrate expenditure efforts upon capital renewal to meet
industry benchmarks.

There are two (2) dimensions to this strategy:

1. Spending more on capital renewal (particularly in roads, bridges, water
and wastewater) and

2. Making sure that what is spent is done more cost-effectively.

The need to spend money on renewing infrastructure continues to grow.
More and more into the future, Council will need to find ways of funding
this burgeoning requirement through reduced operational costs and
increased revenue (particularly user fees, government grants and
developer contributions).

In relation to greater cost-effectiveness, emphasis is being place upon the
life cycle management of assets. Better managing and maintaining
infrastructure is vital to ensuring optimum results from what is spent.

T
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Strategy 6

Water and Sewer Funds should be self-sufficient and not incur
financial deficits that undermine the overall position of Council.

Water and sewer services need to be provided on the basis that they
generate sufficient funds to meet ongoing operating and capital costs.

Water and sewerage services are trading operations that need to be self-
sustaining. Grants for major infrastructure works may not be relied upon
in the future. Funds for water and sewerage services need to be able to
build cash reserves to fund future infrastructure investment.

Strategy 7

Use borrowings where appropriate to address infrastructure
backlogs and to share the burden of funding major capital projects
among those who will receive the benefit in the future.

The use of debt is an efficient means of addressing Backlog issues,
enhancing intergenerational equity and improving asset quality and
services.

Where financial analysis supports capacity to service additional debt then
increased use of borrowings should be considered.

Strategy 8
Improve management of liquidity
Council maintains a cash and property portfolio which generates income.

Like any investor, Council must carefully manage these investment assets
to maximise returns within acceptable risk parameters and the
contribution these assets make to funding works and services in the
community.

Strategy 9

Meet industry performance Benchmark Ratio’s as determined by
the NSW Office of Local Government (Fit for the Future).

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.

T’
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Ratio Benchmark 2024/25
. : Ratio greater than or equal to 0.054 3 year
Operating Performance Ratio break-even average over 3 average 0.043)

years

Own Source Revenue

Ratio greater than 60%
average over 3 years

80.8% (3 year
average 80.4%)

Building and Infrastructure
Asset Renewal

Ratio greater than 100%
average over 3 years

190.0% (3 year av.
111.2%)

Infrastructure Backlog Ratio

Less than than 2%

0%

Asset Maintenance Ratio

Ratio greater than 100%
average over 3 years

110% (3 year
average 110%)

Debt Service Ratio

Ration greater than 0% and
less than or equal to 20%
average over 3 years)

1.80% (3 year av.
1.30%)

Real Operating Expenditure
per capita

A decrease in Real
Operating Expenditure per
capita over time

Yes

The key performance indicators (KPI's) that will be used to measure Council’s
financial performance and the financial sustainability of its Delivery Program
and ongoing operations. Council will review and report on its progress against
these Key Performance Indicators on an annual basis.
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Factors Influencing Financial Sustainability

Council supports the following considerations:

Bolstering the Revenue Base:

Remove or phase out rate-pegging (the preference of the
independent review panel).

Deregulate Fees and charges.

Establish more flexible rating categories.

Rate valuations were based on the improved value of land.

It would help if Governments did any or all of the following:

Established an infrastructure fund or infrastructure bonds.
Provided no or low interest loans for infrastructure.

Reviewed the formula used for assessing disadvantage as part of
FAGSs.

Progressively re-distributed grant funding to provide greater.
assistance to rural and remote councils with limited rating potential.
Established a State-wide Local Government Agency to bring down
interest costs and assist with increased borrowings.

Created a Strategic Projects Fund for roads & bridges to help
reduce the infrastructure backlog.

Maintained the Local infrastructure Renewal Scheme.

Gave councils greater flexibility to determine how natural disaster
funding can be spent in restoring damaged infrastructure.
Reviewed the extent of non-rateable land.

Reduced the overall compliance and reporting burden on councils.
Fund councils directly to provide some State or Federal services,
particularly in remote and rural areas.
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