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SECTION 1: INTRODUCTION

1.1

1.2

Objectives

The Long Term Financial Plan (LTFP) is a crucial document with regard
to Council’'s repertoire of financial tools designed primarily to assist in
determining the affordability of projects which the Community has
identified in the community consultation process. This document should
also play a very important role in the setting of the annual budget and
the adoption of projects throughout the financial year to ensure Council
does not over-commit itself. The plan also assists in linking the full life
cycle costs of new projects in an easy to understand format. Therefore,
it provides a much stronger situational awareness of the organisation
and the result of any major financial decisions.

The LTFP will seek to answer the questions:

o What can Council afford?

¢ Can Council afford what the community wants?

e What are the opportunities for future economic growth?
» What service levels should Council maintain?

e How should Council address the rural infrastructure backlog within
the Council area?

The LTFP is a tool for making decisions. However, it is a constantly
changing document. For this reason it must reviewed annually to ensure
that changing community expectations and changing social,
environmental and economic conditions both in the community and the
wider environment can be identified and reacted to. It is important to
remember, due to these constantly changing conditions and focuses,
the LTFP is not “set in concrete” and it will continually change. For this
reason, major projects constantly need to be re-considered. The LTFP
also provides Council with a better understanding of what may happen
and how Council could overcome unexpected events. This particular
review of the LTFP has considered how future funding changes would
affect the affordability of Council’s major projects.

Timeframe

The Division of Local Government has determined the minimum time
frame for the preparation of a Long Term Financial Plan as ten years.
Council has complied with this requirement and for this reason the LTFP
is for ten years (2012-2022). Council believes that any predictions
further than ten years would hold little value due to the uncertainty of
the future.
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1.3 Method

The Glen Innes Severn Council LTFP is based on a combination of
“foundations”. These foundations include;

Planning assumptions

Revenue forecasts

Expenditure forecasts

Asset management

Performance measures

Sensitivity analysis/ financial modelling.

These foundations are detailed in the Division of Local Government’s
Integrated Planning and Reporting manual.

1.4 Structure

Council's LTFP is divided into seven (7) main sections that follow directly from the
aforementioned foundations.

Section 1: A brief summary of the plan, the expected result and
the concerns raised by the Division of Local
Government.

Section 2: Details the planning assumptions applied in the model

and the reasonableness behind these assumptions.

Section 3: Details the planning assumptions behind the expected
revenue forecasts and the funding Council could
source. It includes loan funding, grant funding and
general revenues.

Section 4: Deals with expenditure forecasts, including operational
expenditure, major capital projects and general capital
expenditure.

Section 5: This section deals with asset management strategy
and plans and the financial considerations that were
given to the implementation of these plans.

Section 6: Identifies the performance measures and strategic
objectives that Council intends to focus on and
measure the associated performance.

Section 7: Scenario modelling or sensitivity analysis undertaken

identifying the reasoning behind the selection of the
preferred Scenario.
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1.5

Annual Review

An annual review of the LTFP is a requirement under the new Integrated Planning
and Reporting framework and now forms an important part of the financial
accountability and review process within Councils across New South Wales. It is
important to note, this is the first revision of the original Long Term Financial Plan
which was first adopted by Council on 23 June 2011. This is a major review which
was triggered in large part by correspondence received by Council from the
Division of Local Government (DLG) highlighting concerns regarding Council's
long term financial sustainability.

A summary of the concerns highlighted by this letter are as follows:

1) Continuing operating deficits both before and after capital grants and
contributions which included forecast operational deficits for the next ten
years in the Original Plan.

2) A backlog in asset infrastructure renewal and maintenance.
3) The level of internally restricted funds for asset infrastructure renewal.
Operational Deficits:

This revision of the Long Term Financial Plan is a key step to addressing these
concerns through positive but prudent re-think of what Council’s core functions
should be and how best to address the infrastructure backlog — which is a
nationwide problem facing rural and regional Councils.

The original long term financial plan identified an annual operational budget
increase from $26 million to $31 million in 2021-22 which was inclusive of
depreciation levels of $7.8 million annually. The new adopted plan has reduced the
expected operational budget in 2021-22 to $28.4 million — primarily from a
decrease in depreciation and a reduction in expenditure in non-core areas. This
combined with the increase in revenue from increased fees and charges results in
an expected surplus from 2014-15 onwards.

This is intended to address the first concern identified by the DLG (the continuing
deficits both before and after capital items).

A backlog in asset renewal and asset maintenance:

Borrowings in the new financial Plan amount to $8.7 million compared with an
estimated $12.5 million in the original Plan. This reduction in borrowing can be
explained by the suspension of both the Administrative Office co-location and the
co-location of Community Services Projects (the Garden Court and Northern
Community Care Centre's). The primary reason for this change in direction is the
focus of Council to redirect savings into critical road, sewer and water-related
infrastructure rather than allocating funds (at this stage) to the co-location of
administrative staff. This change in direction should provide additional funding for
these projects, and should therefore, positively affect the maintenance and renewal
of these critical or “core” assets.
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1.6

The level of internally restricted funds for infrastructure and renewal:

The new Long Term Financial Plan also identifies the Cash and Cash Equivalents
position which is anticipated to increase from an expected $10.5 million at the end
of 2012-13 to approximately $19.4 million in 2021-22. In the 2020-21 financial year,
this is an increase of approximately $4.5 million compared with the original adopted
LTFP. It is suggested, an increasing cash reserve will aid significantly in the
internal restriction of reserves for infrastructure renewal.

Summary

The first review of the LTFP for the year 2012-13 combined with the letter from the
DLG indicated that the original LTFP was unaffordable. This triggered a thorough
review of Councils operating and capital expenditure with a particular emphasis on
major capital projects. The primary aim of this review was to address the three
main concerns raised by the DLG as mentioned above. Council believes that the
new LTFP will address these concerns much more thoroughly but note that it is
only one of the preliminary steps to addressing the underlying problem in rural
Councils (insufficient State and Federal funding).

The new LTFP has focused on what the core function of Council should be and in
doing so Council has reduced its operational expenditure. Council has also
undertaken a review of its depreciation and replacement cost assumptions and
has made a significant adjustment to its annual depreciation expense. It should be
noted that these adjustments will need to be confirmed with Council's auditors
prior to implementation.

Other notable differences between the two plans include a significant reduction in
borrowings due to the suspension of the Administrative Co-location and the
Community Services Co-location. These projects formed a significant portion of
Council capital works within the next ten years and were in large part funded from
loan funding. This reduction in loan funding of $4.3 million has contributed
significantly to the improvement in the bottom line (due to a reduction in the
interest expense) and the cash flow position (through a reduction in loan
repayments).

The CBD master plan has also been scaled back due to the unlikelihood of
receiving grant funding for this project. The project which was originally estimated
at $3 million has been scaled back to $1.8 million over three years. This has been
driven by the need for Council to fund the project through loan borrowings rather
than from the original anticipated grant funding.

Although saving were targeted in the new plan — capital expenditure in respect of
infrastructure has been maintained as a top priority with expected capital works in
respect of Water, Sewer and Road infrastructure increasing over the life of the
plan. This is in line with what the community expressed during the Community
Engagement.

A further project which has been retained is the renewal of the Glen Innes
Swimming Poo! for $1 million. However, the project has been moved forward one
year to ensure that expected grant funding increases are secured prior to the
committal of an additional $1 million of expenditure.
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Compared with the nett operating result of the original plan Council will not remain
in deficit for the ten years of the plan. It is expected that if the adjustment in
depreciation and service levels are approved. Council will see an operating
surplus in the 2014-15 financial year. This operating surplus will be both before
and after capital items. Furthermore, a review of the Key Performance Indicators
suggest, Council will have improved its financial position (in particular the
Operational Result). Council will still have issues in respect of the Building and
Infrastructure renewals ratio however, later in the long term financial plan this
renewal ratio would be drawing very close to the desired 1:1 ratio.
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SECTION 2: PLANNING ASSUMPTIONS

2.1

2.2

2.3

24

Demographics

Our population is anticipated to slowly increase over the 10 years to at least
10,000. This is an average increase of 122 people per year across the Local
Government Area based upon the 2006 Census. This increase is factored in
acknowledging that our key asset infrastructure will be able to support such
an increase. For example, we believe that our current Water and Sewer
systems will support such an increase. Our community services will support
such an increase and be able to access increased funding as needed.

Economic Development and Growth

This is a key area of focus over the next 10 years; with major projects such
as the enhancement of the Central Business District, encouragement of
business development and job creation. Council will review and implement
the Economic Development Plan and aim to source external funding for
projects that will enhance and sustain the Glen Innes Severn Local
Government Area into the future.

In addition, Council will review and monitor commercial leases and the aim
will be to increase revenue from such ventures. Significant emphasis has and
will continue to be placed upon this aspect. In particular, various leased
properties will need to be reviewed for the possibility of sale where they are not
adequately contributing to their operating costs.

Business growth and industry development will actively be encouraged as
this will foster a sustained population growth and diversified employment
opportunities.

Service Levels

Council will meet its service levels as per the Asset Management Plan.
However, the service levels may not meet with community expectations and
this has to be discussed with the community over the 10 year period on a
regular basis and be modified accordingly.

Budgets required to address the backlog of roads, bridges and associated
infrastructure work, includes loan funds and the assumption that
infrastructure grant funding will be increased over time. Particular note should
be made of the fact this long term financial plan incorporates a reduction in
depreciation due to the suggested reduction of service levels in road-related
infrastructure. This reduction is required to bring service levels back to an
affordable standard.

Rate Pegging

Council has made the assumption in its 10 year financial plan that an annual
rate increase of three (3) percent is reasonable.




SECTION 3: REVENUE FORECASTS AND ASSUMPTIONS

3.1

3.2

3.3

3.4

Operational Revenue Assumptions

Under Section 491 of the NSW Local Government Act 1993, as amended, the
main sources of a Council’'s revenue are;

e Rates

e Charges

o Fees

e Grants

e Borrowings

Rate Revenue Assumptions

Rates would generally be considered the largest component of a Council’s
revenue. However, in the Glen Innes Severn Council rates make up a
significantly smaller proportion of the overall income (approximately 30%).
Therefore, Council must place a much larger reliance on other fees and
charges, grant funds and loan borrowings when compared with other, and in
particular, larger Councils.

The annual rate increase is determined by the Independent Pricing and
Regulatory Tribunal (IPART). This limitation is mandatory and involves a
percentage cap on the total revenue raised from ordinary and special rates
from one year to another. Many proponents have argued that this rate
limitation or rate pegging has contributed to the infrastructure back log in
many rural and regional Councils.

Council is anticipating a three (3) percent rate increase each year over the
time of this plan, except for the financial year 2011-12 when the rate increase
is predicted to be 2.8% and the 2012-13 financial year with a rate increase of 3.6%.
All rate increases are determined by IPART a Government independent pricing
tribunal. However, based on previous experience we believe these increases are
reasonable.

Special Rate Variation

If a Council wishes to increase its rate revenue by more than the rate pegging limit,
then the Council is required to submit a Special Rate Variation (SRV) application
under Section 508(2). As with rate pegging, commencing in 2011-12 IPART will be
responsible for the granting or refusal of SRV applications. Currently, Glen Innes
Severn Council has no applications for a Special Rate Variation. However, due to the
concerns raised by the DLG, it may become necessary in the future to apply for a
SRV. A concem of Council is that rate revenues, constitutes a small portion of its
overall revenue. For this reason, a special rate variation may not raise a significant
amount of revenue and this may not outweigh the community angst associated with
such an increase. Where an SRV is granted any revenue must be for a specific
project and must be quarantined for that particular project.

Charges
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343

Council is able to charge for the provision of water, sewer and domestic waste
services under the Local Govermment Act 1993 (Sections 496, 501 and 502 in
particular).

Water Charges

Council's water supply is a category 2 business unit which must, and does, meet the
Best Practice Pricing Guidelines and the National Competition Policy. This requires
Council to determine its annual water charges to enable Council to provide sufficient
funds to operate and maintain a water supply service, to repay existing debt
commitments and to minimise the use of loan funds for new capital works. Council’s
water fund’s fee structure is based on two components, an annual connection fee
combined with a consumption charge based on the usage of water.

Council's water fund has been operating at a deficit while the asset renewal within
the water fund has also been of concem due to the ageing infrastructure nearing the
end of its useful life. Due to these concems it has become necessary for the water
fund to increase the annual charge associated with the provision of water supply.
This has allowed the expected capital works in the long term financial plan to meet
depreciation which should significantly improve the infrastructure renewal ratio.

There are restrictions on the ability of Council to raise the annual connection charge
but having met this requirement Council has decided to raise the annual charge.
This will enable Council to ensure that it can continue to provide a water service at
the highest standard while meeting its requirements to renew water infrastructure.

For the purpose of the long term financial plan the expected increase per annum of
these charges are 3%.

Sewer and Trade Waste Charges

Council's sewerage service is a category 2 business unit which must, and does,
meet the Best Practice Pricing Guidelines and the National Competition Policy. This
requires Council to determine its annual sewerage service charges to enable
Council to provide sufficient funds to operate and maintain a sewerage service, to
repay existing debt commitments and to minimise the use of loan funds for new
capital works. Currently, Council levies standard charges across all sewered areas
of its local government area.

Council has also implemented as part of the Best Practice Pricing Guidelines a trade
waste discharge fee. This fee consists of a fixed fee combined with a usage charge
per kilolitre.

For the purpose of the long term financial plan the expected increase per annum of
these charges are 3%.

Waste Management Charges.

Council levies both a waste facility management charge and a waste collection
charge to cover the collection and disposal fees of waste in the Council area.

For the purpose of the long term financial plan the expected increase per annum of
these charges are 3%.
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3.5

3.6

Developer Charges (Section 64).

Developer charges provide a source of funding for infrastructure required for new
urban development. They also provide a pricing signal regarding the cost of urban
development and thus encourage less costly forms and areas of development, and
orderly sequencing of land release. Councils have the power to levy developer
charges for water supply, sewerage and storm-water under section 64 of the Local
Government Act 1993. These charges are set by a Development Servicing Plan and
are subject to review every five (5) years. The Section 64 Plan schedules annual
increases equivalent to the Sydney All-Groups Consumer Price Index (CPI).

Developer Contributions (Section 94).

Council currently has one (1) Section 94 programme in place which provides a co-
contribution for the construction and maintenance of the Ranger’s Valley road.

For the purpose of the long temm financial plan the expected increase per annum of
these charges are 3%.

Fees

Other fees that Council charges include inter alia;

Certificates

Administration Fees (Photocopying, binding etc.)
Freedom of information (GIPA Act) searches.
Hire/Lease of Council land or equipment.
Swimming Pool Facility Fees

Cemetery Fees

Aerodrome Fees

Sporting Fields Fees

Animal Control Fees

Building Control Fees

Health Control Fees

Landfill Fees

Water and Sewer Fees (not annual charges)

Fees and charges have had an annual increase by three (3) percent as a
general rule with statutory and client fees needing to be mentioned as they may
vary over time. For the 2012-13 financial year a review was conducted of all fees
and charges with emphasis on increasing them by at least 3.6% and rethinking
which fees and charges should be subsidised. This excluded certain fees such as
regulatory fees which are set by State Government and Aged and
Disability Services Client fees and Child Care fees which may vary from
year to year pending standards, capacity and utilisation.

Grant Funds

Council receives both operational and capital grant funds from the Federal
and State Governments. Other than the Financial Assistance Grant (FAG)
these grant funds are for a specific purpose (i.e. for the construction and/or
maintenance of a particular asset).
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3.7

3.8

The two major forms of grant funds received by Council’s general fund are
the Roads to Recovery (R2R) and the Financial Assistance Grant (FAG).
These form an integral part of Council’s continuing operations and the
estimates in their regard are extremely important to the affordability of all
Council’'s major capital projects.

It is anticipated the Federal Government’s Financial Assistance Grant will be
increased by four (4) percent annually. However, the “Roads” component of
the grant has been increased from 2014-15 to match increased expenditure of
$700,000 annually.

Other income areas are maintained at 2011-12 levels except:

e Community Services grants and subsidies; which are increased by 2.25%
annually;

¢ Development and Planning Fees which will be increased by legislation for
2012-13, and fees to remain the same thereafter.

e Roads to Recovery (R2R) is a five (5) year programme and remains the
same for the life of the existing programme. A new programme is due to
start in 2014-15, and allows for 25% increase in that year (2014-15) with a
zero increase thereafter.

¢ Regional Roads Block Grant allows for a 3% increase per annum.

Interest on Investments

Council currently has approximately $10 million in investments. This amount is
expected to increase to almost $20 million by the end of 2021-22.

For the purpose of the long temm financial plan the expected increase per annum on
interest on investments is 0.25% annually.

All investments must be made in accordance with Council’s Investment Policy
which incorporates a number of legislative requirements (such as limitations on
the nature of all investments). These requirements are primarily to reduce the risk
associated with investments. Therefore, Council is required to minimise or lower
the risk (and lower return) upon its investments.

Loan Funds (Borrowings).

Loan funding forms a large part of Council’s plan to address the infrastructure
backlog. Loan funding provides additional funds to address immediate backlog
of capital works but may lead to cash flow problems in the future. It is also
important to remember that additional loan borrowings will have an affect on the
Debt Service Ratio.

Generally, loans are taken at a fixed rate and are for a period of 25 years.
However, due to the nature of the borrowings predicted in the next ten years
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(primarily for roadworks), it is likely these loans will be taken over a shorter
period. The rationale behind these shorter loan periods (estimated at 10 years
for roadworks) is that the effective life of the asset being serviced is shorter than
the 25 year standard loan period. Therefore, extending the loan period mean
these road assets are being paid off after they have been replaced (or renewed)
for the second time. This is not good practice. For this reason, the LTFP seeks
to match quicker repayments to the effective life of the assets and matching the
associated repayments with our estimated cash flow. This ensures borrowings
are affordable while shorter repayment periods reduce interest on borrowings
and other borrowing costs such as bank fees.

The adopted scenario, Scenario 3, has the following new loan funding
incorporated for major capital projects;

Loan Purpose Loan Amount Loan Loan Drawn Estimated

Term Interest
Rate

CBD Master 1,800,000 10 years | 2012/13 7.69%

Plan

Accelerated 1,000,000 10 years 2012/13 7.69%

Road

Programme (1)

Accelerated 1,000,000 10 years | 2014/15 7.69%

Road

Programme (2)

Accelerated 1,000,000 10 years |2016/17 7.69%

Road

Programme (3)

Accelerated 1,000,000 10 years | 2018/19 7.69%

Road

Programme (4)

Swimming Pool | 1,000,000 25years | 2014/15 7.69%

Redevelopment

Please see attached, the capital works schedule detailing the proposed use of
the loan funds.
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SECTION 4: EXPENDITURE FORECASTS AND ASSUMPTIONS

41 General - Service Expenditure

General expenditure increase levels have remained consistent with the original
LTFP. However, the increases are now based on reviewed budget figures for the
2012-13 financial year prepared as part of a full review of Council’'s continuing
operations. This review resulted in a number of reductions in operational
expenditure.

The budgeted increase in expenditure (apart from depreciation) remains:

Estimated increases of three (3) percent annually have been factored for Fuel,
Materials and Contracts. It is suggested, the long term Consumer Price Index remains
around this 3% and for this reason this has been used as the general increase in
expenditure year on year.

In order to keep the operational expenditure budget as close as possible to a
balanced budget all other expenditure areas increase by 2.0% annually — except:

o Electricity - 17% in 2011-12 then 1.0% thereafter,;

o Property Insurance - 5% in 2011-12 (due to revaluations) then 1.0%
thereafter.

4.2 Depreciation and Service Levels

Originally, depreciation on assets was estimated to be $7.8 million each year
based on the straight-line depreciation method. However, due to a review
conducted on depreciation on road and road-related infrastructure this figure has
been reduced significantly to an estimated annual depreciation of $4.9 million.
The review was targeted on the replacement cost unit rate of roads and road-
related infrastructure, as well as what service levels Council could maintain.

In earlier years, the replacement cost of roads was estimated through the use of
an indexed rate. This rate was higher than the actual cost of roads constructed by
Council. Council has now compiled this information and produced its own
construction cost rates for the cost of roads, which has significantly reduced the
replacement cost of roads. As the replacement cost directly affects depreciation,
the depreciation on roads has also decreased.

4.3 Salaries, Wages and Employment On-costs

Council's long term forecast relating to staffing is contained in detail within the
Workforce Plan. However, for the purpose of this document, the following
increases have been predicted:

The predicted salary increases for staff are the award increases for 2012-13
(3.25%) and 2013-14 (3.25%) followed by a predicted 3.5% for the following
years until 2021-22. This rate has been set higher than the expected Consumer
Price Index increase even though the award increase should generally “track” with
the CPl. This additional movement is intended to account for any unexpected
variances.

4.4 Capital Works
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Historically, Councils did not always consider the running costs of newly acquired
assets which often led to a focus on constructing new assets. These new assets
often require significant capital contributions and a continuing commitment by
Council to repay the loan principal and interest whilst meeting the additional
operating costs. For this reason, Council implemented a strong focus on the
renewal of assets when reviewing the Long Term Financial Plan. Particular focus
was placed on the “Big Ticket” capital items of Council. Six (6) different scenarios
were presented to Council listing different combinations of capital works. From
these six (6) scenarios, Scenario 3 was selected.

Due to the concern expressed by the DLG in respect of Council's infrastructure
asset renewal ratio, Council has reviewed the major capital items. The majority of
core infrastructure works have been maintained or increased at the expense of less

urgent works.

'; Original Long Term Financial Plan

New Long Term Financial Plan

Water-related projects as per the Asset
Management Plan - funded through the
Water Fund estimated at $180,000 annually.

Projects have increased to $554,652 per
annum with additional increases of 3.2% year
on year. This should assist in addressing
ageing infrastructure and a low infrastructure
renewal ratio.

Sewer-related projects as per the Asset
Management Plan - funded through the
Sewer Fund estimated at $200,000 annually.

Projects have increased to $445,962 per
annum with additional increases of 3.2% year
on year. This should assist in addressing
ageing infrastructure and a low infrastructure
renewal ratio.

Roads infrastructure projects as per the
Asset Management Plan - estimated at $1.2
million for 2011-12 then $1,040,000 per
annum plus $1 million in loan funds in years
two (2), four (4), six (6), and eight (8).

This means that Council's General Fund
(ratepayersirevenue funds) is estimated to
spend a total of $14,560,000 on roads-
related infrastructure over the 10 year period.

Total road related infrastructure projects are
estimated to be $17.7 million with four loans
as part of the accelerated loan funding project
in 2012-13, 2014-15; 2016-17 and 2018-19.
This does not include the additional $1.8
million to be expended on the Central
Business District upgrade.

Projects within the parks and open spaces
are in line with the Asset Management Plan
estimated at $150,000 annually.

Park renewals and upgrades to be $100,000
annually.

Projects, in line with the Information
Technology Strategic Plan, and
miscellaneous projects within the Corporate
and Community Services Department, are
estimated at $150,000 annually.

$80,000 in 2012/13, $120,000 in 2013/14 with
$150,000 per year thereafter.
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The implementation of the CBD Master Plan.
It is predicated that Council will be successful
in receiving grant funding from the Regional
Development Australia Grant Programme of
$3 million (2012-13 and 2013-14).

Council has not been successful with its grant
funds application. However, the CBD master
plan will still be implemented, at a reduced
scale, with $1.8 million in capital expenditure
over the next three (3) years.

Council has factored in a loan of $1 miilion to
renew/upgrade the Glen Innes Swimming
Pool in 2013-14.

Council has factored in a loan of $1 million to
renew/upgrade the Glen Innes Swimming
Pool in 2013-14. However, this has been
moved backward one (1) year to 2014-15.

The current accounting software needs
replacing. In 2012-13, $300,000 has been
set aside for a new accounting system for
the Finance Section, and will be funded from
reserves.

Current accounting software will continue to
be used untl 2017-18. An estimated
$500,000 will be required to upgrade
Council’'s accounting system.

The Co-location of Administration Staff to
address a sub-standard working environment
such as poor lighting and ventilation,
inadequate amenities, inefficient use of
resources and energy wastage. This is a
building project estimated at a total cost of $
5.3 million ($3.3 million loan, $1.2 million
reserves and $800,000 from the sale of
building/land (2014-15).

This project has been suspended.

The co-location of Aged and Disability
Services is estimated at $3.2 million (sale of
land $500,000, reserves $700,000, $1 million
loan and grant funds $1 million) and is
anticipated to be pursued in 2012-13 and
2013-14.

This project has been suspended. Awaiting
further clarification of possible grant funds.
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SECTION 5: ASSET MANAGEMENT
5.1 Asset Management

For a detailed asset management report, please review the Asset Management
Strategy and the various Asset Management Plans for each asset type located
within the community. These plans can be accessed on Council's website at
WWW.QiSC.NSW.qov.au.

Due to the uncertainty with completing long term financial modeling all capital
projects will be reviewed on an annual basis to ensure they are affordable and
achievable within the proposed budget. Those projects that focus on Council core
services and address or reduce the infrastructure backlog will be favoured.
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SECTION 6: Performance Measurement and Financial Strategic
Objectives.

6.1 Financial Strategic Objectives

1. To maintain a realistic and achievable budgeted cash surplus each financial year
to maintain an unrestricted current ratio of at least 2.00 — 1.00; thereby ensuring
access to adequate working funds on a continual basis.

How: Council will budget for a realistic cash surplus each financial year.

2. Toensure a realistic and reasonable percentage of Council’s rates revenue is
expended on roads infrastructure.

How: Council will identify the various grant components together with
percentage of rate revenue allocated to roads infrastructure and report this to the
community.

3. To maintain sufficient funds to meet known financial commitments beyond the
current financial year, and to renew or acquire new capital infrastructure assets in
line with Council's Asset Management Plans for its various infrastructure assets.

How: This long term financial plan has factored in the aspect of this objective
and the new Asset Management Plans will be refined over time to advanced
levels.

4. To continually assess all expenditure to ensure consistency with Council's newly
developed and adopted strategic objectives.

How: This will be completed at budget quarterly reviews and reported to the
community as well as forming part of Council's annual budget preparations for the
Operational Plan. Council’'s Annual Reports will also reflect the budgets against
the measures in the Delivery Programme strategic objectives.

5. To continually review all operating expenditure and improve efficiency in service
delivery where possible.

How: Council has developed a philosophy of “continuous improvement’ where
staff are continuously looking at creative ways in carrying out their functions with
the best use of Council’s resources whilst remaining focussed on quality and
customer service.

6. To concentrate expenditure upon capital renewal, rather than creating new assets,
as this will increase Council's maintenance budget into the future.

How: This long term financial plan has kept new assets to a minimum and in all
instances current assets will be sold so that the total number of Council assets
that need to be maintained will actually decrease over time. For example, the co-
location of Community Services into one (1) building will be replacing two (2)
current assets with one. Roads infrastructure will focus on renewal or existing
assets, and not creating new assels.
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10.

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

How: Council will review, at least every three (3) years commencing in year one
(1) of this plan, the Corporate Property Policy and assess land and building
assets, including crown land of which Council is the trustee, for their status and
potential. For example, should property be sold, leased commercially or new land
be purchased.

To implement user-pay principles on service provision and assets, excluding
known and Council-approved community service obligations.

How: Council will continue to implement user-pay principles and expand these
principles into commercial and market rates where applicable.

To maximise returns on Council's investments, without increasing Council's
investment risk above acceptable levels.

How: Council reports to the community on a monthly basis of funds invested and
what institutions are holding these investments. In addition, Council’s Investment
Policy is reviewed at least every two (2) years or when required.

To attract and maximise government grants and subsidies as external funding
sources for Council services.

How: Council has factored in funding from State and Federal Government
throughout the long term financial plan both in respect to recurrent and one-off
grants. For example, the anticipated funding of $3 million from Regional
Development Australia is a one-off project to implement the CBD Master Plan.
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6.2

Key Performance Indicators

The key performance indicators specified in the Local Government Financial
Health Check Guidelines are as follows;

Operating Result before Capilal Grants and Contributions.

Nett Operating result from Continuing
Operations (excluding Capital Items
and Specific Purpose Grants/
Contributions).

o Unrestricted Current Ratio.

Current Assets less all External
Restrictions.

Current Liabilities less Specific
Purpose Liabilities.

o Debt Service Ratio.

Debt Service Costs

Income from Continuing Operations
(excluding Capital Items and Specific
Purpose Grants/ Contributions).

It is Council’s aim to achieve and maintain an
operating surplus before Capital Grants and
Contributions by the year 2014-15.
Furthermore, it is Council's aim to ensure that
this operating surplus remains below 5% of
overall revenue to ensure Council is not
placing an undue burden on its ratepayers.

The new LTFP indicates that achieving an
operating surplus by 2014-15 is achievable.

Council intends to maintain an Unrestricted
Current Ratio of 2:1 to ensure that Council
maintains a good cash flow position and can
meet all commitments when they fall due.

The Unrestricted Current Ratio (at the
conclusion of the 2010-11 financial year) is
2.40:1. 1t is likely that this ratio will fall in the
next financial year and will then continue to
remain above the expected 2:1 ratio.

The aim for Council is to maintain a Debt
Service Ratio below 10.00%. This ratio will
increase in the next financial years due to the
additional borrowings Councii has and will
continue to undertake (borrowings for
additional roadworks and the swimming pool).

e Rates, Annual Charges, Inlerest and Extra Charges Qutstanding Ratio.

Rates and Annual Charges

Income from Continuing Operations

Council should attempt to maintain a ratio of
below 5% to ensure that debts are collected
as incurred and that a good cash flow is
maintained. The ratio at the end of the 2010-
11 financial year was 4.66%. This ratio shows
that Council's debt recovery procedures are
operating efficiently.
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e Building and Infrastructure Renewals Ratio.
Council should aim at maintaining as close to
100% asset renewal as possible. However,

Asset Renewals (Buildings and this may not always be on an annual basis as
Infrastructure) a longer term rolling average would be more
Depreciation, Amortisation and appropriate in reflecting the renewal of
Impairment (Buildings and buildings (which are not replaced every year).
Infrastructure)
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SECTION7: SCENARIO/ SENSITIVITY ANALYSIS

The revision of the Long Term Financial Plan involved the formulation of six different
scenarios which considered the best approach in dealing with the ‘big ticket' items
identified as capital projects for the next ten years. Of these six (6) scenarios identified by
Council scenario three was selected as the appropriate course of action due to the ability
to re-think capital expenditure (particularly capital expenditure funded through loans).

The primary reason for this is the difficulty in predicting grant funding increases. As grant
funding constitutes a significant and critical part of Council's operational and capital
funding the expected grant funding increases and the assumptions are extremely
important. A change to these funding assumptions could seriously affect the affordability
of projects and for this reason, scenario three, being the most flexible option if no
increase in funding eventuated was adopted by Council.

' Scenario: Base Case

Is in accordance with the original Revenue/ Funding Assumptions:

LTFP and includes the following Financial Assistance Grant — 4% per
capital expenditure: annum except for 14-15 with a 20%
Administration Co-location ($5.3 mil) increase

Community Services Co-location ($3.8 | Roads to Recovery —25% Increase in 14-
mil) 15

Swimming Pool Upgrade ($1.0mil —

13/14)

CBD Master Plan ($1.8mil)
Accelerated Road Funding ($4mil)
(12/13, 14/15, 16/17, 18/19)

The base case scenario is the original Long Term Financial Plan adjusted to include the
new budgeted figures for the 2011-12 financial year. These budgeted figures were
prepared in line with an organisation wide review of all operational expenditure which
resulted in reasonably significant savings. Of particular note are the reductions in
expenditure in the economic development area and a significant decrease in depreciation
due to both a review in service levels and replacement cost unit rates.

This review also targeted a reduction in training costs, a reduction in overtime wages and
a review of the wage on-costing policy on all capital works.

The base case scenario included a significant commitment to future capital works related
to the co-location of Administration Staff and the co-location of Community Services staff.
These two projects constituted an estimated $9.1 million in additional capital expenditure
which based on the letter from the Division of Local Government (referred to above) was
not affordable. For this reason — the base case scenario (and the original Long Term
Financial Plan) was disregarded.
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| Scenario: 1

Capital expenditure: Revenue/ Funding Assumptions:
Community Services Co-location ($3.8 | Financial Assistance Grant — 4% per

mil) annum except for 14-15 with a 20%
Swimming Pool Upgrade ($1.0mil — increase

13/14) Roads to Recovery —25% Increase in 14-
CBD Master Plan ($1.8mil) 15

Accelerated Road Funding ($4mil)

(12/13, 14/15, 16/17, 18/19)

Scenario 1 only varies slightly from the Base case, in that all the same assumptions were
applied and the only adjustment is the removal of the Administrative Staff co-location. The
effect of the removal of this significant capital project was to improve the bottom line
through a reduction in interest payable on the loan funding for the co-location.

This scenario was disregarded as it was evident that the bottom line had not improved
sufficiently and that there was still likely to be cash flow issues due to the remaining loan
and interest repayments for other capital projects.

' Scenario: 2

Capital expenditure: Revenue/ Funding Assumptions:
Swimming Pool Upgrade ($1.0mil — Financial Assistance Grant — 4% per
13/14) annum except for 14-15 with a 20%

CBD Master Plan ($1.8mil) increase

Accelerated Road Funding ($4mil) Roads to Recovery —25% Increase in 14-
(12/13, 14/15, 16/17, 18/19) 15

Scenario 2 builds on Scenario 1 by removing the Community Services co-location. This
further improves the bottom line and the cash flow situation. However, this scenario still
commits $1million for the Swimming Pool Upgrade prior to the confirmation of any
Financial Assistance Grant or Roads to Recovery grant funding. If these increases were
not realised Council will be in a difficult position and for this reason it would not be good
management to commit to this capital expenditure prior to the capital funding being
secured. Therefore, a Scenario Three (3) was developed, where the swimming pool
upgrade was moved forward one year (from 2013/14 to 2014/15).

Capital expenditure: Revenue/ Funding Assumptions:
Swimming Pool Upgrade ($1.0mil) Financial Assistance Grant — 4% per
(Moved forward 1 year to 14/15) annum except for 14-15 with a 20%

CBD Master Plan ($1.8mil) increase

Accelerated Road Funding ($4mil) Roads to Recovery — 25% Increase in 14-
(12/13, 14/15, 16/17, 18/19) 15

Scenario 3 was developed by adapting Scenario 2 to provide flexibility in respect of the
Swimming Pool Upgrade and by moving the project forward one year. At this stage
Council is likely to have had confirmation of what Grant Funding increase can be
expected. This will provide Council with the ability to a make a decision in this year as to
whether the Swimming Pool project will be affordable.
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Scenario: 4

Capital expenditure: Revenue/ Funding Assumptions:
Swimming Pool Upgrade ($1.0mil — Financial Assistance Grant — 4% increase
13/14) in per annum

CBD Master Plan ($1.8mil) Roads to Recovery — No increase
Accelerated Road Funding ($4mil)

(12/13, 14/15, 16/17, 18/19)

Scenario 4 has been developed to show the effect if no (significant) increases in the FAG
and R2R grant funding materialise. This should be acknowledged by Council as being a
very real possibility. Certainly, the recently announced Commonwealth Budget make
provision for both these grants to continue into the future, but there is not a clear indication
of the Government increasing the levels of funding to Local Government. This could
ultimately depend on the outcome of the current Inquiry into the FAG and the progress that
is made with the development of asset management plans nationwide, in order for the
Commonwealth Government to assess the roads infrastructure backlog across all Local
Government Areas on a “comparing apples with apples” basis. It should be further
acknowledged by Council that it would be impossible for Council to be financially
sustainable into the future without increased levels of funding from the Commonwealth
and/or State Governments. Based on the information that Council is confronted with, it
would seem that it is a practical impossibility for Council to, in any particular financial year,
have an adequate maintenance budget as well as an adequate asset renewal budget; now
and into the future.

Capital expenditure: Revenue/ Funding Assumptions:
Swimming Pool Upgrade ($1.0mil) Financial Assistance Grant — 4% per
(Moved forward 1 year) annum except for 14-15 with a 20%

CBD Master Plan ($1.8mil) increase

Accelerated Road Funding ($4mil) Roads to Recovery - 25% Increase in 14-

($1mil in 12/13 funding moved to 20/21.) | 15

Scenario 5 has been developed adopting a similar approach than in Scenario Three (3),
asking the question whether it would constitute good management to proceed with the
$1million borrowing for Council’s accelerated roads renewal programme in the year before
it is known whether Council will in fact receive the (assumed) increases in its FAGs and
R2R grant funding. This scenario should be viewed as the most favourable purely on a
financial basis; however, the reality is that Council has a backlog of around $20million on
its roads infrastructure network which has reached a point where something out of the
ordinary has to be done. If Council is not successful with its LIRS interest subsidy
application for the upgrade of Grey Street and the Accelerated Roads Renewal
Programme, Council may decide to fall back on this Scenario, or a hybrid thereof?
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FINANCIAL REPORTING

The detailed reports at the end of this document are as follows:

. Income Statement, Balance Sheet, Cash Flow Statement and Equity Statement
have been provided for the Consolidated Fund, General Fund, Water Fund and

Sewer Fund respectively.

o Expected Key Performance Indicators for the Consolidated Budget.
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