SECTION 2

LONG TERM FINANCIAL PLAN
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Executive Summary

Dungog Shire has a very active and involved community. This Long Term Financial Plan and
the revenue strategies it contains have been developed in consultation with the community
through a series of community meetings and workshops involving the Community Reference
Panel, Councillors and Council staff.

Dungog Shire is not financially sustainable within its current level of funding and Council has
committed to implement an Improvement Plan, including consideration for a multi-year
special rate variation that is proposed to commence from 1 July 2019. Council has facilitated
community meetings and workshop discussions clearly outlining Council’'s unsustainable
financial position and the need to reduce infrastructure backlogs and increase investment in
asset maintenance and renewal.

This Long Term Financial Plan models the implementation of critical financial initiatives
designed to correct the financial position of Council, in particular:

e Increase revenue with a proposed tapered Special Rates Variation commencing
in 2019-20 at 15% for 2 years, then 10% for 3 years, followed by 6% for two
years.

e Increase loan borrowings to leverage additional capital grants for the replacement
of Council’s infrastructure backlog — in particular for the timber bridge replacement
program.

e Additional annual budget for Council’s infrastructure maintenance program of
$450,000 per annum, increasing annually.

e Additional annual budget for community infrastructure renewal, with a focus on
roads and bridges. On average an additional $4.8 million per annum.

e Adequate resources, services and regulatory responsibilities that affect the
wellbeing and safety of the community.

Where are we now? Our current financial position.

Operating performance

Dungog Shire Council faces a number of challenges in terms of financial sustainability. It is a
small regional NSW Council with a population of 8,975, responsible for providing services
across an area of 2,248 sq. km and maintaining $459 million of community assets.?

Dungog Shire Council has budgeted net operating losses for a number of years and has
commenced a wide range program of community engagement to discuss the proposed
Special Rate Variation that will be necessary to become a financially sustainable local
government organisation.

Financial position

Council has $16.6 million of current assets, predominantly cash and investments, and it has
current liabilities of $3.1 million, mostly being provisions for accrued employee leave. Of its
total cash and investment assets, Council has a very low level of unrestricted cash of
$252,000. This represents the total cash available that is not already committed for a specific
purpose.

Council has $1.4 million in loans relating to asset upgrade and renewal projects, payable
over the next 20 years. Council’'s non-current assets amount to $302 million, with the majority
of this being the written down value of roads infrastructure.®

[

ABS, Census 2016 population statistic.

2 Dungog Shire Council, Audited financial statements for the year end 30 June 2017, gross value of
infrastructure, property, plant and equipment.

3 All figures relating to Financial Position referenced from: Dungog Shire Council, Audited financial

statements for the year end 30 June 2017, gross value of infrastructure, property, plant and

equipment.
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Where are we going? Opportunities and challenges

‘Fit for the Future’ Improvement Plan

The State Government’s local government industry reform known as ‘Fit for the Future was
commenced in 2014 as a way to benchmark all NSW Councils against a particular set of
criteria and to use the results of the assessment to inform the State Government decision to
amalgamate some councils. Councils that did not meet the criteria and that were not merged
have been required to be reassessed against the benchmark criteria and lodge Improvement
Plans with the State Government. The State Government’s ‘Fit for the Future’ framework
prevents councils from accessing State Government support until they have been
reassessed under the ‘Fit for the Future’ criteria as having met the benchmark position.
Critically for Dungog Shire Council, access to NSW Treasury loans at Government rates is
being withheld.

Dungog Shire Council has developed an Improvement Plan to assist in addressing its future
financial sustainability. The commencement of the major elements of this program has been
delayed for four years by State Government legislation and regulations while Council was the
subject of three separate merger proposals.

In 2017 the formal examination of these merger processes was completed, a new Council
was elected, and Council is now able to recommence the long term strategic planning
necessary to improve and secure Council’s financial sustainability.

Rate pegging

NSW Councils are subject to rate pegging legislation, whereby the amount of revenue
councils can raise from ordinary and special rates is limited by a capped percentage increase
announced by the Independent Pricing and Regulatory Tribunal (IPART) each year. For the
2018-19 year, the rate peg has been set at 2.3%.

The rate peg is generally not equivalent to real increases in Council's costs including wage
increases, government regulatory charges and electricity. There are provisions for councils to
apply for Special Rate Variations (SRVS) to increase general rates above the rate peg
amount and most NSW Councils have applied for at least one SRV in the past 6 years.

Financial Assistance Grants

Council has been heavily affected by a Federal Government decision to freeze indexation of
Financial Assistance Grants for three years to 30 June 2017. This funding represents
approximately 15% of Council’'s annual income and is critically important for the provision of
Council services. Council is strongly in support of the need to repair Financial Assistance
Grants funding to local government, noting that funding under these grants amounted to 1%
of total Commonwealth revenue in 1996. That has since been eroded so that, now, they
amount to just 0.55%. This has made it harder for Dungog Shire Council to maintain much
needed community infrastructure and services.

Capital Grants

With constraints placed over two major sources of income, Council faces the necessity to
maximise income from other sources while finding savings to enable financial sustainability.
A reliance on capital grants will be necessary for asset renewal to maintain an acceptable
level of asset infrastructure. However, there is a degree of uncertainty about the ongoing
level of funding.

4 NSW Office of Local Government, Fit for the Future Marketing Package, 2014,
http://www.fitforthefuture.nsw.gov.au/sites/fftf/files/Fit-for-the-Future-A-Blueprint-for-the-future-of-Local-
Government.pdf
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The NSW Government has announced significant capital grant funding in the short term,
including for asset renewals, upgrades and new assets. Council plans to take advantage of
the opportunity to apply for capital grant funding, maximising this support for its infrastructure
renewal programs.

Where do we want to be? Our plan for the future
Community Vision and Key Directions
The Dungog community have developed a community vision statement:

“A vibrant united community, with a sustainable economy. An area where rural character,
community safety and lifestyle are preserved.”

The vision for the future is built around seven key themes:

1 The Natural Environment — “The health of our natural environment and
biodiversity is preserved and enhanced.”

2 Our Local Economy — “Our economy is strong, innovative and sustainable
providing diverse employment opportunities and ease of access to goods and
services.”

3 Community and Culture — “We enjoy a safe supportive community characterised
by vibrant cultural life and a strong sense of local heritage.”

4 Rural and Urban Development — “Growth is achieved through a balanced mix of
development which acknowledges our unique scenic qualities, rural amenity and
country lifestyle.”

5 Recreation and Open Space — “Access to a range of places, activities and
facilities which cater for diverse sporting and recreational interests.”

6 Public Infrastructure and Services — “Our community is supported by safe,
functional, accessible and well maintained infrastructure and effective local and
regional transport networks.”

7 Governance and Finance — “Council is recognised for strong community
leadership, financial sustainability and ethical, accountable and responsive
governance.”

This Long Term Financial Plan supports Council to implement the community vision. In order
to live sustainably the Council has to look into the future and provide future generations with
sustainable infrastructure and environment without the burden of excessive debt. A Long
Term Financial Plan promotes this sustainability by ensuring that decision makers have
information about the long term cumulative effects of their decisions.

The aim of the Long Term Financial Plan is to place a structure for financial decision making
at a high level by providing guiding principles for the short, medium and long term.

How do we get there? Financial Strategy

Council is intent on maintaining all current levels of services for 2018-19 and beyond. In
order to achieve this Council has identified that it will need to increase revenue to address
the demands of maintaining fit for purpose assets and increasing costs of expenditure.

Application for a special rate variation is one of a number of actions Council has included in
its Improvement Plan in order to improve overall performance and better manage community
infrastructure. Council is looking to develop a positive culture of efficiency and productivity as
well as to facilitate productivity improvements across the organisation. The key actions of the
Council's Improvement Plan are:
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e Review of developer contribution plans to ensure that funding is put aside for the
increased demands in public amenities and public services that are associated
with future development.

e Review of fees and charges to identify any additional revenue streams to increase
Council’s revenue base.

e Continue the implementation and refinement of Council’'s asset management to
better define asset conditions, service levels, useful lives and required annual
maintenance taking into account community expectations.

e Continue to explore strategic alliance and shared service opportunities with
neighbouring Council’'s and the Hunter Joint Organisation.

e Implementation of a program of service reviews to improve efficiency and
potential for transition of non-core services to external service providers.

e Sale of Council owned assets that are surplus to need.

Lobbying and representations to Government regarding inequities in road funding,
reclassification of Dungog Shire Council's road network and the impost of
unrateable land.

e Prepare a Rural Lands Strategy to inform better decisions on highest and best
land use for agriculture purposes and to assist with planning for the more
marginal land for other uses.

Long Term Financial Sustainability
Purpose of the Long Term Financial Plan

The Long Term Financial Plan (LTFP) is a critical part of Council’'s strategic planning
process. It is a decision-making and problem solving tool for stakeholders (Council and the
community) to use in assessing the financial realities of implementing the Dungog Shire
Council Community Strategic Plan 2030. The financial modelling that has been prepared as
part of this plan will provide the basis for making decisions about what resources are
required for Council to deliver on its commitments to the community.

This LTFP will model the financial implications of the Dungog Shire Council Community
Strategic Plan 2030 and Delivery Program, along with the ability to maintain existing facilities
and infrastructure, based on a range of assumptions and within any known constraints.

This LTFP seeks to support Council in addressing the following objectives:

e Source revenue to protect and improve Council’s financial sustainability
Deliver the infrastructure required to support economic growth and expansion

e Ensure funding sources that allow Council to capitalise on future opportunities as
they arise

e Adequately resource community infrastructure and services to meet the objectives
contained in the Community Strategic Plan.

How do we define long term financial sustainability?

A financially sustainable council is one that has the ability to fund ongoing service delivery
and the renewal and replacement of assets without imposing excessive debt or unplanned
rate increases on future generations. This definition has been translated into four key
financial sustainability principles that Council is committed to:

e Council must achieve a fully funded operating position reflecting that Council
collects enough revenue to fund operational expenditure, repayment of debt and
depreciation

¢ Council must maintain sufficient cash reserves to ensure that it can meet its short-
term working capital requirements

e Council must have an appropriately funded capital program where the source of
funding is identified and secured for both capital renewal and new capital works
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e Council must maintain its asset base by renewing ageing infrastructure which is
identified and by ensuring cash reserves are set aside for those works which are
yet to be identified.

How is long term financial sustainability measured?

The Fit for the Future reassessment process developed a set of performance criteria and
benchmark indicators. These indicators are now being used to assess the financial
sustainability of councils as stand-alone entities.

Council has determined to use these performance indicators as part of assessing the long
term financial health of the organisation and its capacity to fund the proposed delivery
program. The following table shows our starting point, and notes unfortunately that council is
only currently meeting one of the seven (7) indicators, that being the debt service ratio.

Table 1 Dungog Shire Council 2016/17 performance results
Calculation What is Being Measured? Sustainable 2016/17 Actual

Target Ratio
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Financial Management in Council

Existing environment and past influences

About Dungog

The Local Government Area of Dungog is classified as a Large Rural Agricultural Council®,
located centrally within the Hunter Region and bound by the Mid Coast Council to the north-
east, Port Stephens and Maitland Councils to the South, Singleton Council to the west and
Upper Hunter Shire Council to the north-west.

The local government area is situated between two major state highways, the New England
Highway and the Pacific Highway. The upper reaches of the Council area are part of the
Barrington Tops National Park World Heritage Area. 17% of the total land area is protected
conservation area, comprising of National Parks, state conservation areas and nature
reserves. An additional 6% of the land area is NSW State Forests.

The Shire has close proximity to labour markets of the Lower Hunter and the resource
industries in the Upper Hunter. Its key industries include agriculture, health care and ageing,
forestry, manufacturing and construction, transport, tourism and professional services. The
Shire has experienced average annual population growth of 1.2% over the past five years.

Dungog Shire Council is governed by 9 elected Councillors and employs 66 equivalent
fulltime employees to provide a wide range of local services. Its annual revenue is $22.5
million and it provides for the construction and maintenance of $300 million infrastructure
assets, including 317km of sealed local roads, 273km of unsealed roads, 123km regional
roads, 71 hectares of open public space, 32 timber bridges, community halls, stormwater
drainage and waste infrastructure.

Regulatory environment

In NSW, councils obtain all their powers and responsibilities under NSW legislation. The
system of local government in NSW is principally created through the NSW Local
Government Act 1993. The State also devolves many functions to councils under other Acts
including the Environmental Planning and Assessment Act 1979, Roads Act 1993, Protection
of the Environment Operations Act 1997, Water Management Act 2000, Swimming Pools Act
1992 and Companion Animals Act 1998.

Principal legislation and State strategies that drive Council operations include:

e The NSW Local Government Act 1993
0 Defines the scope and boundaries of Council’s role and the way it must
conduct its business.
e The NSW State Plan
0 The State Plan: A New Direction for NSW defines the overarching goals and
outcomes that NSW Government has set for this state and which should
shape public policy.
e Environmental Planning and Assessment Act 1979, the principal legislation regulating
land use in NSW. This Act allows plans to be made to guide the process of
development and to regulate competing land uses.

Council incurs significant, increasing operational costs in undertaking it's planning, reporting
and compliance obligations. The NSW State Government has acknowledged the issue and
commissioned IPART to identify the inefficient, unnecessary and excessive burdens that

5 Australian Classification of Local Government and Office of Local Government Group
Numbers
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State Government places on local government.® The review was completed in 2016 and is
currently under consideration by the Minister for Local Government. Key IPART
recommendations that impact Dungog Shire Council include the following:

e NSW Government avoid creating unnecessary and duplicative compliance
requirements on councils.

e NSW Government remove restrictions on fees to allow for the recovery of efficient
costs by councils.

e NSW Government grant programs address ongoing maintenance and renewal costs
when funding new assets.

e Government agencies rely on existing council financial reporting processes instead of
creating additional audit and performance reporting requirements.

e Streamlined acquittal processes for grants of less than $20,000.
Local Government data is shared between state government agencies.

Financial environment — cost shifting

Local Government NSW (LGNSW), the peak organisation representing the interests of all
128 general purpose councils in the state, have just released a report titled the “Impact of
Cost Shifting on Local Government in NSW”. The report identifies Dungog Shire Council
as the most affected rural council in NSW by State Government cost shifting.

The report clearly shows that 10 percent of Dungog Shire Council’'s total income (before
capital amounts) is spent on cost shifting expenses. Cost shifting has occurred in the areas
of library funding, emergency services, and the Waste Levy whereby only 18% of the Waste
Levy collected from local government by the NSW Government is returned to council for
community waste minimisation and recycling programs. However, the biggest driver in cost
shifting from State Government to Dungog Shire Council is road maintenance.

The transfer of responsibilities for roads under the State Government road reclassification
reviews that occurred in the 1990’s resulted in Dungog Shire Council inheriting an additional
118kms of roads. These roads were reclassified from main roads to regional or local roads
with the direct impact being the cost shifting of ongoing renewal/maintenance costs and
depreciation costs to Council. Only minimal compensation was received by Council in
association with the road reclassification, and notwithstanding the annual Block Grant and
Repair Program grants received Dungog Shire Council is now the only local government
area in NSW without a State Road.

Cost shifting forces Council to divert ratepayers’ funds away from much-needed local
infrastructure projects, to meet additional demands placed on local government by the State
Government. LGNSW research shows another concerning trend: not only does cost shifting
continue to grow, it is growing at an accelerated rate. The per annum cost shift has more
than doubled in a single decade. The federal government is responsible for just 2% of the
cost shifting burden borne by councils each year.

6 IPART, Review of reporting and compliance burdens on Local Government
https://www.ipart.nsw.gov.au/Home/Reviews
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The five rural councils most affected by cost shifting
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Financial environment - rate pegging

Council's ability to align rating revenues with the increased cost of providing local
government services has been restrained for over 40 years by rate pegging, a legislative
instrument whereby the maximum increase in rating revenues is set by the NSW State
Government, now via IPART NSW.

Financial environment — unrateable land

More than 23% of the land area within the Dungog local government area is non-rateable
with major landowners being exempt from paying rates. This includes the National Parks and
State Forests, both that benefit from the provision and maintenance of local roads and
bridges by Council. The rate of consumption of local road assets is higher as a result of
vehicle traffic caused by foresters, visitors and contractors associated with harvesting and
haulage. The supply of log products from state forest plantations causes considerable heavy
vehicle activity, reducing the useful life of local roads. Dungog Shire Council has worked
closely with the NSW Country Mayor’s Association and the Hunter Joint Organisation to bring
this matter to the attention of the NSW Government, and in particular the NSW Premier and
Deputy Premier.

Financial environment - federal funding

All Australian councils receive a share of commonwealth revenue to support the provision of
local infrastructure and services. This funding is facilitated through the Federal Financial
Assistance Grants program. It is a vital source of funding for rural and regional councils and
represents 15% of Dungog Shire Council’s annual operating income (excluding capital
grants).

Council is dependent on other levels of government to make decisions about the allocation of
funding. Over time, the financial assistance grant has not increased in line with the real costs
of providing local government services. In particular, Council’s budget was heavily affected
by a Federal Government decision to freeze indexation of Financial Assistance Grants for
three years to 30 June 2017.

Dungog Shire Council Resourcing Strategy Page 19



Financial environment - capital grants

Similar to other NSW regional and rural Councils, Dungog Shire Council receives a high level
of capital grants to assist with the upgrade and renewal of community infrastructure as well
as new assets. In the past ten years Council has received capital grant funding equivalent to
64% of its capital expenditure.

Impact of ‘Fit for the Future’

In October 2014, the Minister for Local Government required NSW Councils to provide
improvement proposals to demonstrate how they were, or would become, ‘Fit for the Future’.
Dungog Shire Council submitted a proposal opting to retain its existing structure and
prepared a plan to undertake a program of improvements. The Improvement Plan has two
central elements that focus on providing significant increases to Council’s funding sources:

e Borrowing funds for major infrastructure projects, supplementing government
grants, in particular for replacement of timber bridges.

e Making application for a significant special rates variation to address ongoing
operational budget deficits.

The proposal and related improvement plan was examined by the Independent Pricing and
Regulatory Tribunal (IPART) which determined that Council did not meet the government’'s
‘Fit for the Future’ criteria. Following the IPART assessment, in December 2015, the NSW
Premier announced 35 council merger proposals, including the merger of Dungog Shire
Council. Dungog Shire Council was subsequently considered as part of 2 additional local
government merger proposals. The final determination of the proposals by the Minister for
Local Government was not completed until 2017 and the Premier accepted that Dungog
Shire Council should remain in place, continuing to serve the community.

During this prolonged period, Council was effectively delayed in implementing the long term
strategic decisions about future funding options that it had identified as being necessary to
improve Council’s financial sustainability. Special Rate Variations were not able to be
considered while merger proposals were being formally investigated, and Council was also
prevented from borrowing funds from NSW Treasury.

The Office of Local Government continues to monitor council's performance against the ‘Fit
for the Future’ benchmarks and in March 2018 invited Council to submit its updated
Improvement Plan’, outlining the actions it will take to improve its financial sustainability,
infrastructure and service management and efficiency.

Financial environment — the state of Council’s finances

Dungog Shire Council has delivered operating deficits for several consecutive years and the
implications are that the existing asset stock is being run down and that current service levels
are unlikely to be sustainable unless revenue is increased.

Council's largest revenue sources are general rates income, and government grants and
contributions. Council has very limited scope to generate additional revenue sources through
fees and charges. Its operations are focused on traditional general fund council services.
User fees and charges are raised where they can be tied to reasonable costs and where
there is a community appetitie to pay for service.

Council has an estimated infrastructure backlog of $18,344,000° which represents 6.47% of
it's written down infrastructure asset value, as compared to the local government prescribed
industry benchmark of less than 2%. Council has not spent adequate funds on asset
maintenance and renewal over the last several years and the current shortfall in Council’s
funding of required infrastructure asset maintenance is $1.7 million per annum.

7 Fit for the Future Council Reassessment Proposal
8 Dungog Shire Council, Review of Special Schedule 7, Morrison Low, updated May 2018.
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The total level of Council’'s cash and investments indicate it has adequate liquidity. However,
it has a very low level of unrestricted cash, cash that is not already committed for a specific
purpose. It has a low level of debt and additional capacity to borrow funds, if they can be
used to reduce future operating costs.

Council has a relatively low cost per capita for the delivery of services when compared to its
peer group councils.® Its $2,197 total operating cost per capita is 70% of the peer group
average and a third of the highest Council’s cost per capita. This is indicative that Dungog
offers a smaller range of services comparatively and that Council has minimised the cost to
ratepayers for its services through years of efficiency savings driven by the reduction in net
operating revenues over time. It may also indicate that Council is at risk of under-resourcing
its regulatory and compliance responsibilities.

Financial management principles

Council’'s approach to financial management is underpinned by the following principles:

Spending is responsible and sustainable, aligning general revenue and expenses.
Functions and operations are adequately and responsibly resourced.

e Investment in responsible and sustainable infrastructure for the benefit of the local
community.

e Council is investing in its asset management capability and is developing a
comprehensive asset management framework that will improve long term
planning ensuring budgets for asset maintenance and renewal are optimally
allocated.

e Making policy decisions that consider the financial effects on future generations
and the current generation funding the cost of its services.

e Undertaking strong engagement with the community, ensuring that services and
infrastructure meet community expectations and is within the community’s ability
to pay.

In conjunction with these principles, Council’'s Long Term Financial Plan is guided by a
number of policies and strategies which are outlined below.

Rating income strategy

Rating income is generated by a levy on properties within the council area for the provision of
local government services. Council reviews its rating structure annually, ensuring that it is fair
and equitable, with each rating category contributing to the rate levy according to the
demands placed on Council’s limited resources.

Council's general rate income represents 36% of its annual operating income (excluding
capital grants). Council relies on the annual rate pegging increase set by IPART to fund the
real cost increases it incurs for funding community infrastructure and services. This plan
models a rate peg increase of 2.5% from 2019-20 for the remaining life of the plan.

The proposed SRV application will impact on all ratepayers with a cumulative increase of
97.8% over the seven year period, including the assumed rate peg increase of 2.5% per
annum.

Council continues to advocate for a change to legislation to remove rating exemptions for
other levels of government that conduct business on land owned within the local government
area.

9 Office of Local Government, 2016-17 Council comparative time series data, Dungog Shire Council
information compared with all ( 36) Group 10 and 11 Large Rural Councils with information
published http://olg.nsw.gov.au/public/my-local-council/yourcouncil-website
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Domestic waste management charges

In addition Council charges a domestic waste management charge to owners of rateable
properties. This covers the cost of kerbside collection and land fill services and includes the
full cost of administration, service provision and tipping fees. Council actively manages a
waste strategy that aims to extend the useful life of its landfill asset by increasing recycling
and waste diversion rates.

Investment principles

Council has an investment policy that reinforces Council’'s ongoing commitment to maintain a
conservative risk/return portfolio, an important component of its ongoing prudent financial
management practices. The overall objectives of the policy are to ensure that Council invests
its funds:
e in accordance with the requirements of the NSW Local Government Act (1993)
and Council’s investment policy
e in a conservative manner where preservation of capital is the principal objective

e in a manner that seeks to ensure the security of the Council's cash and
investment portfolio, achieve appropriate earnings and manage cash resources to
ensure that there is sufficient liquidity to meet Council’s business objectives.

Loan borrowings

Critically given Council’'s inability to meet State Government's Fit for the Future criteria,
access to NSW Treasury loans at government rates is being withheld. Council’s approach to
debt is that it be used to fund the cost of major infrastructure renewals to correct the
infrastructure backlog and reduce operating maintenance costs. In addition, debt is used to
enable Council to capitalise on funding opportunities for infrastructure renewal or planned
expenditure on new assets where there is grant funding available that requires a co-
contribution from Council.

Co-contribution funding places further restrictions on Dungog Shire Council and as such at
the State Government level Dungog Council has suggested that the Premier give
consideration to a blanket application for hardship applying to all Regional council’s laon
applications to alleviate this burden.

Cash reserves and restrictions

Council has a number of cash reserves which are either a legislative requirement (externally
restricted) or through a Council decision (internally restricted).

The establishment and funding of cash reserves is a financial management strategy to
provide funds for future expenditure that could not otherwise be financed during a single year
without having a material impact on the budget.

Developer contributions

Sections 7.11 and 7.12 of the Environmental Planning and Assessment Act 1979 enable
Council to levy contributions for public amenities and services required as a consequence of
development. With the assistance of an external technical consultant Council has
commenced a review of its Developer Contribution Plans to better target and fund the future
development and infrastructure requirements of the local government area.

Council is also reviewing its options to implement a framework for road and transport
infrastructure contributions to recover costs to ratepayers by commercial heavy vehicles on
local roads.
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Discretionary and regulatory fees and charges

A review of Council fees and charges has been undertaken with regard to best value
principles including value for money, community expectation and values, and a balance
between affordability and accessibility of services.

Council has progressively increased fees and charges within its control to maximise user
contributions to the cost of providing services.

Council currently undertakes private works as a commercial interest. Income generated from
private works has been included in the financial plan modelling.

Asset disposal policy

Council has commenced to process of reviewing assets to identify and dispose of any assets
which are no longer needed to provide services to the community. Any funds received will be
used to increase Council’s capacity to address the funding gap for its asset maintenance.

Asset management

Infrastructure assets such as roads, drains, bridges and public buildings present particular
challenges as their condition and longevity can be difficult to determine and increasing public
demands on quality and standards adds to the complexity. The cost of asset renewal,
maintenance and upgrades is large and requires planning for large peaks and troughs in
expenditure.

Council is currently reviewing its asset management strategy and reviewing and testing its
asset management planning assumptions against industry standards. This Long Term
Financial Plan will be kept current and updated to include reference to current asset
maintenance and renewal estimates, matching the amounts reflected in asset management
plans, as those plans continue to be developed.

Council has changed its approach to asset management, shifting its focus from the creation
of new assets to the renewal of assets, except where critical new infrastructure is required.
Council is looking to implement a new asset management system to help risk rate and
prioritise the renewal and repair of infrastructure assets. Council is also undertaking a full
condition assessment of its roads and bridges to better understand its liability and future
renewal profile.

Employee costs

Employee costs make up approximately 25% of the annual projected expenditure. The high
proportionate cost is reflective of the service based nature of a large proportion of Council
activities as well as the construction and maintenance of infrastructure owned by Council.
The objective of this Long Term Financial Plan is to accommodate employee costs to retain
the necessary workforce to achieve the community’s expectations for future projects.

Special Rates Variation
Key purpose of the special variation

Dungog Shire Council has a very low revenue base to anchor the various services required
of a modern council and there are very few options to increase revenue, other than through a
general rate increase. Council’s inability to reach own source revenue targets and operating
surplus ratios tangibly highlights the need to increase general rates. For this reason, Council
is considering a special rate variation as part of the solution to becoming a financially
sustainable local government authority. However, in addition to the proposed special rate
variation Council is also well advanced in implementing a raft of strategies designed to
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correct the financial position of the organisation. These strategies which form part of
Council's Improvement Plan, clearly demonstrate Council's strong resolve and willingness to
be part of the solution and include the following:

v' Energy efficiency initiatives including solar and other renewal energy reviews.

v' Extending the life of the landfill by increasing recycling and diversion rates.

v" Increase loan borrowings to leverage additional capital grants for the replacement
of Council’'s infrastructure backlog — in particular for the timber bridge replacement
program.

v" Review of developer contribution plans to ensure that funding is put aside for the
increased demands in public amenities and public services that are associated
with future development.

v' Prepare a Rural Lands Strategy to inform better decisions on highest and best
land use for agriculture purposes and to assist with planning for the more
marginal land for other uses.

v" Review of fees and charges to identify any additional revenue streams to increase
Council’s revenue base.

v' Continue the implementation and refinement of Council’'s asset management to
better define asset conditions, service levels, useful lives and required annual
maintenance, taking in to account community expectations.

v' Continue to explore strategic alliance and shared service opportunities with
neighbouring Council’'s and the Hunter Joint Organisation.

v' Implementation of a program of service reviews to improve efficiency and

potential for transition of non-core services to external service providers.

Sale of Council owned assets that are surplus to need.

Lobbying and representations to Government regarding inequities in road funding,

reclassification of Dungog Shire Council's road network and the impost of

unrateable land.

AN

The key purpose of the special variation is to address the shortfall in funding for maintenance
and renewal of community infrastructure, in particular timber bridges and road network, and
to become financially sustainable. Council has been unable to generate sufficient revenues
over a long period of time to fund the required asset renewal. This is in part due to decisions
by previous council’s to freeze rates and at times drop rates. This has resulted in a low
average rate for Dungog Shire Council compared to some neighbouring councils. Given that
rates are cumulative, this loss of rates has an ongoing impact. Any ongoing failure to address
this funding gap will result in a proportionate worsening of the infrastructure backlog, which is
already falling well short of the sustainable target.

Council has committed to an Improvement Plan, to improve its performance against the
Government’s ‘Fit for the Future’ performance targets. Achieving the benchmarks is now
Council’s priority to secure its financial sustainability for the future of the community.

Council further evaluated its need for a special variation, reviewing its financial sustainability
options with the assistance of Morrison Low. The financial evaluation and assessment found
that:

e Council is not able to meet the majority of the ‘Fit for the Future’ ratios by
continuing with its current operation.

e Council has very limited unrestricted cash.

e Operating deficits have been occurring for a prolonged period and will continue in
to the future.
Council’s current revenue base of $15.6 million (excluding capital) is very low.

e Council needs to increase its funding of infrastructure maintenance and renewal.

The assessment concluded that Council’s current operation is financially unsustainable.
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Extent of the rate rise

The proposed application for a special rate variation has been incorporated into Scenario 2
of this Long Term Financial Plan. It will impact on all ratepayers with a cumulative increase of
97.8% over a 7 year period, including an assumed rate peg increase of 2.5% per annum.

Council was mindful in establishing the quantum of a proposed special variation to generate
the financial capacity to commence addressing the infrastructure issues, to deliver current
service levels into the future while creating an operating result that would build its financial
capacity.

The estimated additional rating income from the proposed special variation is detailed in the
following table.
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Community support

Commencing in February 2018, Council invited all members of the Dungog Shire community
to attend a series of meetings developed to inform ratepayers of Council’s financial situation
and the need to consider a special rates variation. Following those community meetings, a
Community Reference Panel of local residents and stakeholders was formed. The panel
participated in a series of workshops to discuss the financial issues facing Dungog Shire and
to put forward a position to Council for consideration.

The outcome of these meetings and workshops was a recommendation by the panel to
Council to develop a Long Term Financial Plan that included a Special Rate Variation option.

Information about the proposed Special Rate Variation has been compiled on Council’s
webpage'® which is accessible to the public.

Impact on ratepayers

Dungog Shire Council currently has the lowest average rate of its neighbouring councils.
Compared with all Group 10 councils, Dungog Shire’s average rate of $1,098 is less than
82% of the average' and 46% of the highest council’s average rate. Compared with Group
10 councils, Dungog has a higher residential rate than average; however it is less than half of
the highest council’'s average residential rate.

Table 6 Average rate comparison'?

Rating Dungog Port Upper Singleton Maitland Mid-
category Stephens Hunter Coast®

Residential $831 $969 $739 $829 $1,224 $1,128
Business $880 $4,047 $898 $6,713 $6,552 $2,794
Farmland $2,132 $1,703 $3,414 $1,990 $3,056 $1,846
All $1,098 $1,145 $1,331 $1,568 $1,585 $1,922
assessments

This table shows the average council rates for the year ended 30 June 2017. Upper Hunter
and Mid-Coast Councils have subsequently applied for special rates variations for cumulative
rates increases of 20.1% and 21 - 27%. Mid-Coast Council’s application has been approved,
and therefore it is expected that their average rate will increase over the next four years.
Upper Hunter Council’s application was not approved; however, Council may re-apply in a
future year.

10 Dungog Shire Council, https://www.dungog.nsw.gov.au/council/special-rate-variation

11 Office of Local Government, 2016-17 Council comparative time series data, Dungog Shire Council
information compared with all (36) Group 10 councils with information published
http://olg.nsw.gov.au/public/my-local-council/yourcouncil-website

12 Office of Local Government, 2016-17 Council comparative time series data, Dungog Shire Council
information compared with neighbouring Councils http://olg.nsw.gov.au/public/my-local-council/yourcouncil-
website

13 Mid-Coast figures from IPART Determination of Special Variation Increase,
https://www.ipart.nsw.gov.au/Home/Industries/Local-Government/Council-Portal/Applications/2017-2018/Mid-Coast-
Council/LG-Determination-Mid-Coast-Councils-application-for-a-special-variation-for-2017-18
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In respect of the ability of the community to pay, some of the key indicators for Dungog Shire
Council are as follows.

According to the 2016 census, the average household weekly income in the Dungog Shire
Council area was $753, compared with the NSW average of $891 and Australian average of
$877. The 2016 unemployment rate was lower than the national average by 1.4%. The
average monthly mortgage payment of $1,854 was also lower than the national average by
$104, and lower than the NSW average by $292.

Table 7 Socio-economic indicators for the Hunter Region™

Dungog Port Upper Singleton | Maitland Mld-
Stephens Hunter Coast'®

Socio-economic
index rating 2016

Unemployment rate 3.1% 4.3% 2.8% 3.4% 4.0% 5.4%
% Pensioner 22.1% 18.9% 22% 11.9% 17.1% Not
residential rate reported
Average Taxable $53,793 $52,253 $56,449 $72,888 $59,167 $43,370

Income (2015)

These figures reflect that on a comparative basis, Dungog Shire has a strong economy
through relatively high personal income levels and low unemployment rates. It also has a
high level of pensioner ratepayers and Council has been mindful of the community’s ability to
afford a relatively large rate variation from a comparatively low base.

Council’'s outstanding rates and charges ratio has, over the last three years been as follows:

2017-18 6.13%
2016-17 6.03%
2015-16 3.59%

The accepted benchmark for rural councils is 10%. Whilst there has been a one-off increase
in the 2017-18 year, this ratio demonstrates that, generally, Council is able to recover its
rates and annual charges within the year they are rated. This demonstrates ratepayers’
capacity to pay and provides an indication that ratepayers have historically been able to pay
rates and annual charges consistently.

Council has a current Hardship Policy (adopted in June 2015) that aims to provide options for
ratepayers deemed to be in genuine financial hardship and to provide equitable access to
financial assistance for all ratepayers. This Policy has been recently reviewed by the NSW
Office of Local Government with regard to their Financial Hardship and Debt Recovery
policies. It has also been reviewed by the executive of the Hunter Joint Organisation with
regard to contemporary practice.

14 ABS, Data by region, Dungog Shire Council, http://stat.abs.gov.au/itt/r.jsp?databyregion#/

15 Office of Local Government, 2016-17 Council comparative time series data, Dungog Shire Council
information compared with neighbouring Councils http://olg.nsw.gov.au/public/my-local-
council/yourcouncil-website

16 Mid-Coast figures from IPART Determination of Special Variation Increase,
https://www.ipart.nsw.gov.au/Home/Industries/Local-Government/Council-Portal/Applications/2017-2018/Mid-Coast-
Council/LG-Determination-Mid-Coast-Councils-application-for-a-special-variation-for-2017-18

17 ABS Local Government Area (LGA) SEIFA 2016, Table 3, Index of Relative Socio-economic
advantage and disadvantage, ranking within NSW by LGA. A lower ranking indicates that an area
is relatively disadvantaged compared to an area with a higher ranking.

Dungog Shire Council Resourcing Strategy Page 29



Productivity improvements

A special rate variation is only one of a number of initiatives Council has considered in order
to improve its overall financial performance and better manage and maintain essential
infrastructure. Council is taking action to develop a positive culture of efficiency and
productivity as well as facilitating productivity gains across the organisation. These gains
may lead to financial savings and non-financial savings, including improvements in Council’s
service delivery.

Over an extended period of operating within a constrained budget, Council’'s operations have
become financially efficient, with staff learning to manage operations with limited resources.
Whilst Council is committed to keeping its operational costs low, the focus on future
efficiency gains is to enhance Council’s productivity, ensuring that Council meets it current
governance and service commitments with an appropriate allocation of resources.

Specific actions contained in Council’'s Improvement Plan include:

e Energy efficiency initiatives including solar and other renewal energy reviews.

e Extending the life of the landfill by increasing recycling and diversion rates.

e Increase loan borrowings to leverage additional capital grants for the replacement
of Council’'s infrastructure backlog — in particular for the timber bridge replacement
program.

e Review of developer contribution plans to ensure that funding is put aside for the
increased demands in public amenities and public services that are associated
with future development.

e Prepare a Rural Lands Strategy to inform better decisions on highest and best
land use for agriculture purposes and to assist with planning for the more
marginal land for other uses.

e Review of fees and charges to identify any additional revenue streams to increase
Council’s revenue base.

e Continue the implementation and refinement of Council’'s asset management to
better define asset conditions, service levels, useful lives and required annual
maintenance, taking in to account community expectations.

e Continue to explore strategic alliance and shared service opportunities with
neighbouring Council’'s (noxious weeds management, records storage, legal
services, library services, environmental services and regional procurement) and
the Hunter Joint Organisation.

e Implementation of a program of service reviews to improve efficiency and
potential for transition of non-core services to external service providers.

e Sale of Council owned assets that are surplus to need.

Lobbying and representations to Government regarding inequities in road funding,
reclassification of Dungog Shire Council’'s road network and the impost of
unrateable land.

Other productivity improvements and cost containment strategies Council has implemented
over the past several years include the following:

e Discussions have commenced in relation to potential strategic alliance options
with Port Stephens and other Hunter Councils.

e Joint contract negotiations to realise savings through procurement efficiencies.
Council has participated in regional contract negotiations as well as LG
Procurement industry contracts.

e Managing general cost containment projects, e.g. asset rationalisation, overdue
rates recovery reviews and employee overhead cost reviews have been
undertaken. Council’'s workers compensation insurance premium is now 1.98% of
total wages paid, compared with the Local Government average of 3.24%,
realising a saving in excess of $65,000 per annum.

e Improving software and systems to realise productivity improvements within
Council operations and provision of services, e.g. online mapping and web-based
DA tracking.
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Planning Assumptions

It is impossible to be precise about forward projections for individual line items and such
information is not necessary for a useful Long Term Financial Plan. However, it is necessary
to understand the calculation of outcomes for financial indicators in order to identify the
drivers of variations in performance between years.

Council has identified the external and internal influences that could significantly impact on
Council’s future financial performance. The following features of the Long Term Financial
Plan have been identified as risks and volatile factors.

Market driven planning assumptions

Population forecasts

Dungog Shire Council’'s population is currently estimated at 8,975 and this is projected to
increase to 9,700 by 2031. Over the same period the number of households is projected to
increase from 3,590 to 3,800.'

Financial modelling in scenario 2 Improvement Plan has included an increase in rates
income resulting from growth in the number of ratepayers.

Cost and revenue increase assumptions
Factors applied to revenue and expenditure in the long term plan

The following planning assumptions are constant in all financial modelling scenarios. These
factors reflect the low inflation environment in Australia.

Table 8 Index factors applied for financial modelling

Assumptions Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 | Years 7
2018-19 | 2019-20 | 2020-21 | 2021-22 | 2022-23 | 2023-24 to 10

Rates peg 2.3% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5%
Annual Charges 2.25% 2.25% 2.25% 2.5% 2.5% 2.5% 2.5%
User charges and fees 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5%
Other revenue 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5%
Grants and contributions 1% 1% 1% 1.5% 1.5% 1.5% 1.5%
(operating)

Grants and contributions 1% 1% 1% 1.5% 1.5% 1.5% 2%
(capital)

Salaries and wages (incl. 2% 2.5% 2.75% 3% 3% 3% 3%
on costs)

Materials and contracts 1.7% 1.8% 2% 2.2% 2.2% 2.2% 2.2%
Other expenses 1.7% 1.8% 2% 2.2% 2.2% 2.2% 2.2%
Investment interest rate 3% 3% 3% 3% 3% 3% 3%
Average interest rate on 4.5% 4.5% 4.5% 4.5% 4.5% 4.5% 4.5%
borrowings

18 NSW Department of Planning and Environment, 2016 NSW population and household projects,
http://www.planning.nsw.gov.au/research-and-demography/demography/population-projections
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The following tables outline Council’s planning assumptions by revenue and expenditure
types. Included within the assumptions is a brief description as to how Council has
determined this assumption and the external influences which impact the assumption.

Table 9 Specific revenue assumptions

Revenue Assumption

Rate peg 2.3% as announced for the 2017-18 year, and 2.5% in all following years in
accordance with assumptions provided to Council by IPART.™

Special rate variation Scenario 2 provides for a permanent SRV of 15% for years 1 and 2, 10%

(SRV) income for years 3, 4 and 5, and 6% for years 6 and 7. These figures include the
rate peg.

Fees and charges Fees and charges are indexed at 2.5% per annum based on the

assumption that service levels will be maintained. Council is committed to
all opportunities to increase user fees where possible.

Interest and investment  Interest on investments is assumed at 3% in 2018-19 and for the life of the

income Long Term Financial Plan. Interest rates across the financial markets have
continued to fall over the past twelve months; consistent with low returns
received over the past 10 years. Interest has been calculated on the
average balance of funds invested in each year of the financial model. The
timing of capital expenditure will affect Council’s investment income.

Operating grants and In previous years the Financial Assistance Grant, and other sources of

contributions Federal grant funding, have not kept pace with inflation, and therefore this
model applies a low inflator to the levels of grants and contributions over
the life of the plan. The ten year trend reflected in this model is for
operating grants to grow at a slower rate than other income sources.

Capital grants and An assumption is made that Council will continue to receive capital grants
contributions and contributions from Federal and State sources, at a level consistent with
previous years.

19 IPART, Guidelines for the preparation of an application for a special variation to general income,
https://www.olg.nsw.gov.au/sites/default/files/OLG%20-%20Special%20Variation%20Guidelines_2.pdf
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Table 10 Specific expenditure assumptions

Depreciation The 2016-17 depreciation rates for each class of assets are assumed to

continue over the 10 year modelling period. Depreciation expense varies
over the modelling period dependent on the investment in new assets vs
asset renewal.
All classes of assets will continue to be revalued over the coming years,
including a revaluation for all transport assets that is currently being
completed. As this work is completed, the accuracy of depreciation
calculations will be improved.

Interest costs An average interest rate of 4.5% per annum on existing and new
borrowings has been allowed over the life of this model.

Operational costs (staff The 2017-18 revised budget is used as the base year, and indexation is

and materials and used to model the ten year planning period.
contracts)
Employee costs Increases in the first three years of 2%, 2.5% and 2.75%, followed by 3%

per annum. Movement in employee costs is determined through industry
wide award negotiations and market forces. Impacts affecting wages
volatility include internal and external factors such as the rising cost of
employment, skills shortages, staff turnover, attraction and retention of
Council staff, an increase in superannuation benefits, maternity and
paternity leave, award increases and changes in service levels.

Asset maintenance Additional expenditure of $451,000, indexed annually has been allowed
for the annual asset maintenance program in scenario 2.

Table 11 Capital income and expenditure assumptions

Asset renewal Asset renewal projections accommodate Council’s asset management
planning, with additional allowance in Scenario 2 to address
infrastructure backlogs and assist Council with meeting asset renewal
benchmarks.

It is assumed that the projected amounts for asset renewal will be
adequate to maintain assets at a standard that is safe. As Council’s asset
management planning continues to be developed, future revisions of
these plans will continue to be incorporated in the Long Term Financial
Planning model and will improve future financial forecasts.

New assets Council has not budgeted for expenditure on new assets for the term of
the planning period, instead focusing investment on asset renewal.

Proceeds from sale of No allowance has been made for proceeds from the sale of assets.
assets
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Financial Modelling

Scenario 1: Base case
Introduction

This budget is based on the current operations of the Council, and models the effect of not
implementing any special rate variation. In this scenario, Council maintains its income and
expenditure levels based on the 2018-19 operational plan.

Components included in model for Scenario 1

e Council's revenue growth is constrained by the decisions of external agencies,
including State and Federal government grants for Council operations and capital
expenditure, as well as IPART’s annual rates determination.

e Council is restricted in applying for some State and Federal grant programs as
eligibility requirements for these grants include a requirement for Council to match
the incoming grant 50/50.

¢ No significant changes to income or expenditure over the life of the plan. The low
base level of asset maintenance and renewal is continued for the life of the plan.

e There is an annual funding shortfall of $1.7 million for the required infrastructure
asset maintenance expense.

e Scenario 1 is predicated on the idea that no significant changes will occur in terms of
the level and nature of services provided by Council, the amount of funding required
for the maintenance, replacement and renewal of assets or the general environment
in which council operates. It shows what happens if no action is taken to improve
performance against the key performance ratios.

e Under both scenarios, Council undertakes a range of productivity improvements that
are being monitored and reported as part of Council’s Improvement Plan. These
productivity improvements may be non-financial, and Council has not reduced its
budget or modelled targeted financial savings associated with this action plan. The
focus of these improvements is on improved productivity and any efficiency savings
are likely to lead to non-financial benefits, and improvements in Council’'s services.

Summary and assessment — Scenario 1

As displayed in the key performance measures in the following table (and in the financial
statements) Dungog Shire Council does not meet many of the performance measure
benchmarks over the planning period. Council’s Operational Performance Ratio, indicating
operating expenses are lagging significantly behind operating rating revenues, of -17.5 is the
worst of all NSW councils according to data provided by the NSW Office of Local
Government.

Council's annual operating deficit averages around 11% per annum, and the immaterial
levels of unrestricted cash available as working funds are not improved. Council does not
have the resources to respond quickly to opportunities or risks as they arise; however, a very
low debt ratio indicates there is some capacity to borrow. This borrowing capacity is limited
over time because Council's focus will increasingly be interrupted to respond to the risks
faced in relation to its failing infrastructure. The infrastructure backlog grows over the life of
the planning period, reaching 17% by 2028. At that time, Council will only be funding the
renewal of community infrastructure at a rate of 28% per annum, causing a continuous cycle
of further deterioration.

This scenario presents a continuation of a ‘status quo’ or ‘do nothing’ situation where Council
delivers existing services and continues to invest at the current levels in asset renewals.
Based on this scenario Council cannot be considered to be financially sustainable, with
operating deficits ever year, and increasing its infrastructure backlog to a point that will be
unacceptable in terms of community expectations, good governance and fiscal responsibility.
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Scenario 2: Improvement Plan

Introduction

The modelling in this scenario is based on the implementation of critical financial initiatives
designed to correct the financial position of Council.

e Increase revenue with a proposed tapered Special Rates Variation commencing
in 2019-20 at 15% for 2 years, then 10% for 3 years, followed by 6% for 2 years.

e Increase loan borrowings to leverage additional capital grants for the replacement
of Council’'s infrastructure backlog — in particular for the timber bridge replacement
program.

e Additional annual budget for Council’s infrastructure maintenance program of
$450,000 per annum, increasing annually.

e Additional annual budget for community infrastructure renewal, with a focus on
roads and bridges. On average an additional $4.8 million per annum.

Components included in model for Scenario 2

e Council takes action to increase its revenue base by applying to IPART for a
Special Rates Variation, and by borrowing funds in order to leverage capital grant
funding that requires a 50:50 co-contribution.

e The Special Rate Variation is tapered so that the annual increase is decreased
over the 7 years from 2019-20 to 2025-26. The cumulative increase in rates is
97.8% over 7 years, including the cumulative increase of 18.9% from the rate peg
increase. After applying the special rates variation, the additional income included
in Council’s rates base is $4.5 million by 2025-26.

e Council continues its program to renew its timber bridge infrastructure, with a ten
year program totalling $12.8 million. The program is funded through $3.7 million
capital grants, $6.8 million borrowings and $2.3 million cash reserves. Council will
renew 26 load limited timber bridges, to be replaced by new structures in either
concrete or steel. The significant cost of maintenance associated with timber
bridge assets will be reduced and the bridge infrastructure upgrades will address
the need to have load limits, thereby providing economic benefit to the region’s
agricultural sector.

e Council continues its program to renew road and building infrastructure, with an
investment of $31 million in additional roads renewal and $3,000,000 in additional
building renewal. These additional amounts are in addition to scenario 1 asset
renewal, for the ten year (10) planning period.

e There is an increase to the roads maintenance budget to reduce the gap between
required annual maintenance and funded annual maintenance by 25%. The
additional annual maintenance budget is $451,000 in the first year, and there is
still a funding gap of $1.4 million per annum for required annual maintenance.

e Similar to scenario 1, Council undertakes a range of productivity improvements
that are being monitored and reported as part of Council’'s Improvement Plan.
These productivity improvements may be non-financial and Council has not
reduced its budget or modelled targeted financial savings associated with this
action plan. The focus of these improvements is on improved productivity, and
any efficiency savings are likely to lead to non-financial benefits and
improvements in Council’s services.

Summary and assessment — Scenario 2

As displayed in the key performance measures in the following table, Dungog Shire Council
improves on all of the performance measure benchmarks over the planning period.
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Council receives additional rates revenue which improves the bottom line, generating an
operating surplus by the 4™ year from 2022-23. This indicates that Council has become
financially sustainable and has some financial capacity to respond quickly to opportunities or
risks as they arise. As a small rural council, Dungog Shire will always remain dependent on
grant funding from other levels of government. However, in Scenario 2 it has generated
additional revenues from within the local government area, reducing its level of dependence,
and meets the Government’s criteria for “own source funding.” Council has a low level of
manageable borrowings that have been used to fund infrastructure renewal programs. The
infrastructure backlog reduces over the life of the planning period, reaching 2.6% by 2028.
However, it has not generated adequate revenue to fund 100% of the required asset
maintenance and this presents a risk to its ability to provide long term affordable community
infrastructure at a satisfactory level of service.
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Performance Measurement

We have used the ‘Fit for the Future’ criteria to measure performance for the two scenarios
modelled in this plan. The following graphs compare the outcomes of the two scenarios
against the benchmark. These graphs show the three year average ratios to produce a better
long term picture of the financial sustainability trend.

Figure 1 Operating Surplus before Capital Grants and Contribution
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Figure 2 Operating Performance Ratio
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Figure 3 Own Source Revenue Ratio
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Figure 4 Building and Infrastructure asset renewal ratio
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Figure 5 Building and Infrastructure backlog ratio
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Figure 7 Real Operating Expenditure per Capita
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Risks 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 following analysis is
provided to identify those matters that may have a moderate to significant impact on the

results.

Risks

The major risk for Council relates to its revenues and the key assumptions which underpin

this Long Term Financial Plan model. The major risks relate to:

Rates revenue
1. Arrisk of lower than expected rates cap increases.

2. Arrisk that IPART may not approve in full Council’s application for a special

variation.

Other revenues such as fees and charges and operating grants

3. The risk that government grant assistance diminishes or does not grow at the
assumed rate. Any government policy decisions to reduce the relative value of
operating grants would significantly impact Council’'s road asset maintenance
and renewal program.

4. Lower than expected growth in other revenues.
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Capital grants
5. Council has modelled a program of timber bridge renewal in Scenario 2 of this
plan, with an assumption that includes $3.7 million capital grant funding for a
total timber bridge renewal program of $12.8 million over 10 years. If a higher
level of government grant funding is received, Council's infrastructure program
may be accelerated and extended, to further reduce the infrastructure backlog
and will have a positive impact on operating expenses.

Operating expenditure

6. Materials and contracts account for approximately 30% of projected annual
expenditure which is reflective of the level of community infrastructure that
Council maintains. Considerable pressure is placed on the cost of materials
and contracts due to rising raw material costs including fuel and freight. Fuel
and energy are subjected to pressure from oil prices and market fluctuations.
Should unplanned major increases in cost indexes be experienced it will
impact Council’s operating expenses.

Interest rates on new borrowings
7. Increases in the cost of financing over the assumed interest rates used in this
model.

Other costs
8. It is assumed that mandated requirements on Council will remain unchanged
over the planning period. If there is an increase in Council’s legal and
regulatory obligations this is likely to subsequently increase annual operating
expenses.

Sensitivity analysis

The sensitivities and potential impact as outlined in the following paragraphs relate to the
financial projections contained in this Long Term Financial Plan.

Rates revenue
1. Each 1% change in ordinary rates revenue will result in a $57,000 change in
total rates revenue under scenario 1 and $58,000 under scenario 2 for the
2019-20 year. If this change continued for each year in the ten year planning
period, the cumulative impact would be a change in annual revenue of
$606,000 under scenario 1 and $1,000,000 under scenario 2, by 2027-28.

Other revenues such as fees and charges and grants
2. Revenue from operating grants is $5.4 million in 2018-19 which is
approximately 35% of Council’s total operating income (excluding capital).
Each 1% change represents $54,000 in the first year.

Operating expenditure
3. Employee costs and other operating expenditure (materials and contracts and
other) comprise $12 million for 2018-19. A 1% movement in these costs
represents $121,000.

Interest rates on new borrowings
4. New borrowings are utilised in scenario 2. A 1% increase on the interest
expense for new borrowings would increase Council’s total cost of borrowings
by $479,000 over the ten year life of this Long Term Financial Plan.

Changes to the revenue or expenditure assumptions could have a material effect on the
financial projections in the Long Term Financial Plan. However, Council believes the
assumptions used are robust. A regular review of the modelling will ensure that Council is
able to react and plan for any changes in costs and revenues over the term of this plan.
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Conclusion

In this Long Term Financial Plan, Council has outlined two scenarios.

e Scenario 1 is the Base Case or ‘do nothing’ option. It models the continuation of
the level of funding for Council’s services as currently provided within the 2018-19
operating plan. Scenario 1 is an unsustainable financial situation and will result in
the continuing deterioration of community infrastructure.

e Scenario 2 is the Improvement Plan and proposes to increase revenue with a
Special Rates Variation commencing in 2019-20 at 15% for 2 years, then 10% for
3 years, followed by 6% for 2 years. Under Scenario 2, Council increases its
investment in infrastructure maintenance and renewal and becomes financially
sustainable over time.

The Financial Statements contained in the following pages of this plan set out the financial
performance, financial position and cashflows projected for the next ten years.

The format of the financial statements is standard across NSW Councils and complies with
both the accounting and reporting requirements of Australian Accounting Standards and
legislative requirements set down by the Office of Local Government.
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