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Explanatory Note

This document is a proposed revision of Blacktown City Council’s Long Term
Financial Plan 2013-2023.

The Long Term Financial Plan was adopted as part of Council’s Integrated Planning
and Reporting Framework on 26 June 2013.

The purpose of this revision is to reflect, in all relevant sections of the Long Term
Financial Plan, the proposed Special Rate Variation for 2014/2015 which Council is
seeking as part of its funding strategy for Infrastructure Asset Renewal.

Accordingly, additional information has been provided in this document wherever
relevant to the proposed funding strategy. The key areas of new and revised
information are indicated below.

Other information in the document has been updated in order to reflect Council’s
current financial position and future assumptions.

Council’'s existing Long Term Financial Plan 2013-2023, adopted in June 2013, is
published on Council’s website and on the consultation website
www.yoursay.blacktown.nsw.gov.au

Key new / amended sections in this revised Long Term Financial Plan:
Page 18 Asset Renewal funding

Page 23 Asset Renewal Funding Options

Page 28 Asset Renewal Funding strategy

Page 53 Appendix 8 — Base Case plus Enhanced Asset Management funded by
SPECIAL RATE VARIATION

Page 56 Appendix 9 — Balanced Base Case plus Enhanced Asset Management
funded by SPECIAL RATE VARIATION
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INTRODUCTION

Council’s Long Term Financial Plan (LTFP) contains a forecast of Council’s revenue and expenditure for the ten
year period from 2013/14 to 2022/23. In preparing the LTFP, Council engaged the services of an independent
Actuary to provide advice and feedback to help validate the integrity of the data and the underlying assumptions
and methodology applied in developing the plan.

The LTFP is based on Council’s adopted 2013/14 budget, which is the base year of the LTFP. Future years in the
LTFP are based on a range of assumptions used to project future revenue and expenditure. In addition to
revenue and expenditure forecasts, the LTFP also includes a projection of Council’s balance sheet and cash flow.

The primary purpose of the model is to assist in long term decision making regarding the prioritisation of the
services delivered by Council and what assets and financial resources are required to provide those services. The
model serves as a guide to Council’s future financial positions. However, the projections contained in the LTFP
are subject to changes in a variety of external factors as well as major decisions made by Council. Hence, it is
necessary to regularly review and monitor a variety of factors and if necessary revise the projections contained
in Council’s LTFP. Accordingly, and in keeping with the legislative requirements outlined below, the LTFP is
revised annually as part of Council’s annual Budget process.

RESPONDING TO LEGISLATIVE REQUIREMENTS

In 2009 the Division of Local Government implemented the Integrated Planning & Reporting (IP&R) framework
relating to the Strategic Planning processes and requirements for NSW councils. The Integrated Planning and
Reporting requirements require NSW councils to develop a Resourcing Strategy to assist in developing its
planning documents. The Resourcing Strategy comprises the following three components:

®  Asset Management Strategy
®  Workforce Management Plan
®  Long Term Financial Plan

The three components of the resourcing strategy cannot be developed in isolation. Rather, all three need to be
considered together in order to identify the available money, assets and people to carry out the diverse range of
services, activities and programs identified as Council continues to work towards Blacktown City 2030 — City of
Excellence.

The LTFP contains information based on financial modelling to assist in making future strategic decisions. To do
so, the LTFP has been developed to provide a framework that assists in:

®  Facilitating strategic decision making to address significant issues facing Council in the medium
to long term.

®=  |dentifying potential future deficits or resourcing shortfalls.

" Assessing the financial resources required to achieve Council’s medium and long term
objectives.

®  Measuring and comparing the long term financial impact of different policies and strategies
and managing these accordingly.

®  Providing an indication of Council’s future financial position based on specified levels of
service.

" Assessing whether current service levels are sustainable and testing the impact of different
service levels.

The LTFP must cover a minimum period of ten years. Over this period the level of detail contained in the LTFP
will vary depending on the year under consideration, with greater detail in earlier years, less in later years.
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Over the longer term, it is anticipated there will be changes in the factors used to develop long term projections,
such as the annual rate pegging limit and CPl. As it is not possible to accurately predict these trends the LTFP
contains a number of different scenarios in order to assess the likely future impact of changes in these factors.
The impact of alternative scenarios have been modelled and are shown later in this document.

OBJECTIVES

In preparing the LTFP a number of core objectives of Council have been considered. These objectives are listed
below.

BALANCED BUDGETS

Council has a longstanding commitment to adopting balanced budgets. Accordingly, whilst some of the scenarios
contained in the LTFP show deficits in future years, notwithstanding these projections Council will always adopt
balanced budgets. Deficits shown in future years for certain scenarios are only provided as a projection on
existing financial trends, and do not mean Council intends to have budgeted deficits. Regular reviews of current
strategies and investigating potential options to both enhance revenue and reduce expenditure will be
undertaken as one of Council’s key objectives is to achieve ongoing efficiency improvements whilst maintaining
excellent service delivery.

ONGOING IDENTIFICATION OF IMPROVEMENTS

Council has a longstanding commitment to reducing costs while providing services required by an expanding city.
For over a decade, when setting the parameters to prepare annual budgets, all operating costs, with the
exception of employment related costs, have not been increased. Increases in these budgets are only approved
after all other options have been thoroughly considered. It is estimated that this practice helps derive annual
savings of approximately $1 million.

EMPLOYEE LEAVE ENTITLEMENT RESERVE

Council employees accrue leave in accordance with the provisions contained in the Local Government Award.
Council maintains an internally restricted asset to assist in the funding of employee leave entitlements (ELE), that
is, the future cost of undertaking leave held by staff. Council’s practice has been to ensure the amount held in
this reserve equates to approximately 20% of the total ELE provision. The LTFP assumes that this practice will be
maintained over the ten year period covered by the LTFP.

WORKERS COMPENSATION RESERVE

Since 1991, Council has been self-insured for workers compensation. A condition of being approved to hold a
self-insured workers compensation license is that Council must provide a Bank Guarantee to secure total
outstanding claims liabilities. The amount required to be held is based on an assessment conducted annually by
an independent actuary.

Although it is not mandatory, Council has traditionally supported this bank guarantee with an internally
restricted reserve, called the Workers Compensation Reserve. Council’s practice has been to ensure that the
amount held in this reserve is equal to 100% of the outstanding workers compensation liability as determined by
actuarial assessment. In response to increased costs in this area, Council adopted in 2011 a funding strategy
which will decrease this reserve to around 70%, but return the reserve to 100% of the anticipated future
provision within 10 years.
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The unrestricted current ratio is a measure of whether a Council has sufficient liquid assets available to meet
short term commitments, after excluding certain restricted assets (such as unspent S94 Contributions and
Grants). As a general rule the target/healthy ratio is 100% or greater. That is, for every $1 of liability there is $1
of asset to cover it. It is an objective of the LTFP that Council’s unrestricted current ratio remains greater than
100% for the ten year period covered by the LTFP.

The debt service ratio represents the percentage of Council’s total operating revenue that is attributable to net
debt servicing costs. For large urban councils it is considered prudent that the debt servicing ratio does not
exceed 10%. Council has maintained a sound financial position whilst being completely debt free for more than
a decade. One of Council’s objectives is ensuring that its debt servicing ratio continues to fall below the target of
10%.

This ratio measures the percentage of a council’s total rates and annual charges that is outstanding. It is
accepted that for large urban councils this ratio should remain below 5%. Over the ten year period covered by
the LTFP, Council will endeavour to remain within this target.

Council has a longstanding philosophy of prudent and conservative management of its investment portfolio. In
keeping with this approach Council’s investment portfolio comprises mainly of investment products which are
both high rated and low risk. Council will continue this approach in the future and this is reflected in the interest
revenue projections contained in the LTFP.
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LTFP ASSUMPTIONS

In preparing Council’s LTFP, projections on future financial trends have been based on a number of assumptions.
These assumptions are explained below.

POPULATION

Growth in population has a major impact on Council’s future revenues and expenses. Blacktown City’s high rate
of growth will continue for quite some time, with Blacktown being the major location of the North West Growth
Centre. This phase in Blacktown’s growth will see approximately 50,000 new home sites over the next twenty
five (25) years. The ‘Sydney Metropolitan Plan 2036’ identifies that there will be 169,000 new dwellings in
established areas in the North West Sub Region, based on this, the ‘Blacktown Planning Strategy 2036’ estimates
that Blacktown will provide 44,000 of these new dwellings in established areas. Such continued high growth
creates a major challenge for Council to ensure it balances the needs of established areas with those of new
release areas. With this increase in population there is an increase in the demand for new and expanded
facilities and services provided by Council. The changing demographics of the Blacktown Local Government Area
(LGA) will also mean changes in the types of services to be provided by Council in the future, which will have an
increasing impact on the later years covered by the LTFP.

The graph below shows the movement in Blacktown’s population over the past ten years and the projected
increase over the next ten years. By 2023, Blacktown’s population is anticipated to exceed 372,000.
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LEVELS OF SERVICE TO THE COMMUNITY

The Long Term Financial Plan is based on the maintenance of existing Council services to the community at
existing service levels. The LTFP will be reviewed as required when the type of service or service levels are varied
by Council in reflection of City needs and community priorities. In such cases, the capacity of the Council to fund
these services will be assessed against the financial policy framework provided in the LTFP.

Council’s existing services are outlined in the Delivery Program 2013-2017 in the section “Functions of Council”.
The present levels of service have generally been defined historically by a balance between the community’s
desired level of service (assessed by various means including surveys, service requests and informal feedback)
and Council’s resource capacity and strategic priorities. In some cases, service levels are set through major
contracts or service level agreements.

Service levels are increasingly a matter of engagement and dialogue with the community under the Integrated
Planning and Reporting Framework. The Delivery Program provides for a ‘best value’ approach to Council’s
services and an ongoing program of service review.

Service levels for asset-based or “Infrastructure Services” are of particular importance to Council’s long term
planning and the financial modelling which is provided in the LTFP. These service levels are discussed in more
detail within the accompanying Asset Management Strategy.

REVENUE

RATES AND CHARGES

Rates and charges are a major source of Council’s income, representing approximately 50% of total revenue. In
NSW, council rates are levied based on land valuations supplied by the Valuer General’s Department. These
valuations are reviewed every 3 years as part of a process termed General Revaluation. It is important to note
that regardless of changes in the land valuations for existing properties, the actual total amount of rates income
a council may levy is limited by rate pegging. Rate pegging refers to the process in which the State Government
determines annually the allowable increase in rates, which is referred to as the rate peg. This allowable increase
is announced annually by the Independent Pricing and Regulatory Tribunal (IPART). Since rate pegging was
introduced in 1977, Council has not exceeded, in cumulative terms, the approved rate variation limit announced
by the NSW State Government.

The approved annual rate pegging limit since 1998/1999 is shown in the table below, along with the actual rate
increase adopted by Council. This table shows that over this period the average annual rate variation limit has
been 3.10%. For 2014/15, IPART has determined the rate variation limit to be 2.3%, meaning the average annual
approved rate variation limit increase since 1998/99 is 3.05%.

PROPOSED REVISION OF LONG TERM FINANCIAL PLAN 2013 -2023 Page 5



Rate Pegging Limit Blacktown City Council's Increase

Year % %

1998/99 1.7 0.0

1999/00 2.4 1.0

2000/01 2.7 2.7

2001/02 2.8 2.8

2002/03 3.3 3.3

2003/04 3.6 3.6

2004/05 3.5 3.5

2005/06 3.5 6.6

2006/07 3.6 3.6

2007/08 3.4 3.4

2008/09 3.2 3.2

2009/10 3.5 3.5

2010/11 2.6 2.6

2011/12 2.8 2.8

2012/13 3.6 3.6

2013/14 3.4 3.4
Total Cumulative Increase 49.6 49.6

 hegeamaibeese a0 a0

2014/15 23 TBC

The annual rate variation limit determined by IPART is based on prior year increases in a range of typical local
government cost items. As shown in the following graph over the period 1998/99 to 2014/15, the actual
approved rate variation limit in cumulative terms has been slightly lower than CPI.
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As shown in the following graph over the period 1998/99 to 2014/15 the approved annual rate variation limit
has averaged 3.05%. The base case scenario in Council's 10 year LTFP assumes an annual rate variation limit of
3.0% for future years of the LTFP. Alternative scenarios have been modelled on the assumption that the average
annual rate variation limit may be either higher or lower than 3.0%.
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Councils can apply for a special rate variation to increase their rates income by an amount higher than the
approved rate variation limit. However, approved increase in rates will take into account factors such as the
community’s capacity to pay as well as population growth and changing demographics.

In terms of the actual annual increase in Council’s rates revenue, it is noted that a small proportion of the actual
increase is a result of ‘growth’, that is additional rates received due to an increase in the number of rateable
properties. This generally occurs when larger parcels of land are subdivided into smaller lots, but can also occur
as a result of high density developments such as large residential unit complexes. The level of such development
activity can vary from year to year as a result of changes in prevailing economic conditions, planning decisions
made by the State Government and the availability and price of vacant land.

The level of additional rates income attributable to growth for Council has varied considerably over the past 10
years but has averaged 0.75% per annum. As it is not possible to accurately project growth levels in individual
years it is assumed that this level of growth will continue over the next 10 years.

Revenue from annual charges comprises the Domestic Waste Management (DWM) Charges and Stormwater
Management Charge. In accordance with Section 504 of the Local Government Act 1993, income obtained from
charges for domestic waste management must be calculated so as to not exceed the reasonable cost to the
council of providing those services. As such, the provision of Domestic Waste Management services is not
subject to rate pegging. The LTFP assumes the annual DWM charge will increase on average, by 5.33% p.a. to
recover significant increases expected in future tipping charges. However, the actual increase in each year may
be higher or lower than this percentage having regard to movements in specific costs.

INTEREST AND INVESTMENT REVENUE

The level of interest revenue earned by Council will vary with regard to the total amount held in Council’s
Investment Portfolio. Council’s LTFP projects major future movements in the amount of Council’s Investment
Portfolio with regard to future capital works, receipt of external grants and contributions. A number of large
capital projects which are funded from Section 94 contributions (discussed in further detail later in this
document) will lead to a decrease in the projected balance of funds held and the interest revenue generated.

PROPOSED REVISION OF LONG TERM FINANCIAL PLAN 2013 -2023 Page 7



Interest Revenue is also subject to external factors such as monetary policy decisions, and economic and
investment market conditions. Over the longer term, economic conditions can vary considerably, which in turn
can affect interest rates. In times of economic expansion, rising interest rates can be an effective way of
reducing economic growth and thereby lowering inflationary pressures. Conversely, during economic downturns
the lowering of interest rates can have a positive impact on economic growth. The graph below depicts
movements in the Official Reserve Bank of Australia Cash Rate over the ten year period 2003 to 2013.
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Over the above ten year period the Official Cash Rate has varied from a minimum of 2.5% to a maximum of
7.25%. The average has been 4.84% over this period. In preparing long term future interest revenue projections,
Council has researched available economic data and projections from a variety of sources as well as sought
advice from its external investment advisers. Based on this research and having regard for Council’s conservative
investment policy, the LTFP model projects future interest rates to average 5% p.a. over the next ten years.
However, having regard for likely future changes in economic conditions, these forecasts will be continually

monitored and the index updated in the LTFP model on a regular basis.

USER CHARGES AND FEES

Council provides a wide range of facilities and services for which it receives revenue from user fees and charges.
These services include childcare, preschools, aquatic and leisure centres, animal control and building and
engineering construction certification. Often the revenue received does not fully offset the costs associated with
the service or facility as they are aimed at providing a broad community benefit and if higher fees were charged
then many residents may be unable to enjoy the use of the facility or service. In other instances, fees may not be
high enough to recover full costs due to external market pressures or the fee being set by statute.

Approximately two thirds of Council’s total user fees and charges are generated through child care centres and
leisure centres (comprising health and fitness facilities and swimming pools). Whilst these fees are considered
discretionary, revenue growth in these areas is limited due to Council seeking to provide services accessible to
the wider community. Other fees such as those relating to Development Applications are fixed by legislation.

Historically the revenue received for the majority of these fees and charges have increased in line with CPI.
Accordingly, the LTFP model includes a projected increase in user charges and fees in line with projected CPI
growth.
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OTHER REVENUES

Other revenues include fines, other revenue from community centres, charges for the reinstatement of roads
and footpaths, and Council’s leisure centres. Revenue from these sources is difficult to predict as they can be
susceptible to a range of external factors such as prevailing economic conditions, population growth and
changing demographics. Other revenue is projected to increase at 3% p.a. which is based on historical trends in
these categories of income.

GRANTS AND CONTRIBUTIONS

Council receives grants from the State and Federal Governments. These are either discretionary or non-
discretionary. The majority of grants provided to Council are for specific purposes, such as infrastructure
maintenance, provision of community services and environmental programs. Generally the funding received is
less than the total cost of the works/services being provided. Typically, it is often a condition of the grant funding
that Council provides matching funding.

The largest single source of Council’s grants revenue is the Financial Assistance Grant. This is a general purpose
grant and is allocated to councils on a formula basis that has regard for a range of factors such as population,
quantum of infrastructure maintained and the relative disadvantage between councils.

In general, the total funding available increases each year in line with CPl and population growth. The LTFP
projects the Financial Assistance Grant to increase by 4.5%, allowing for population growth as well as other
disability factors. It is assumed that other grants will increase on average by 2% per annum.

SECTION 94 DEVELOPER CONTRIBUTIONS

Section 94 of the Environmental Planning and Assessment Act 1979 enables councils to levy contributions for
public amenities and services required as a consequence of development. Developer contributions are essential
to providing key facilities and services for local residents, especially in new areas.

Contributions are held as an externally restricted asset until they are spent for the purposes designated in the
adopted Section 94 Contribution Plans. Council’s policy is to commence specific works only when sufficient
contributions have been received to complete the works. The level and timing of contributions fluctuate
according to a variety of factors including economic growth and the level of development activity in the Local
Government Area.

As such, the LTFP applies an average increase of 3% to Section 94 contributions, noting that the actual increase
in any given year may vary significantly from this index. It is noted that Council is finalising a number of new
Section 94 Contribution Plans for the NorthWest Growth Area. At this stage, given the uncertainty of alternative
funding streams to mitigate the shortfall arising from the cap on section 94 contributions, it is difficult to
accurately predict the timing of the payment of future contributions in these new release areas and so they have
not been incorporated in the LTFP. The LTFP projects the cashflows for S94 based on historical cashflow trends,
when more realistic projections are available they will be incorporated into the LTFP.

EXPENDITURE

EMPLOYEE COSTS

Employee Costs include the payment of salary and wages, Employee Leave Entitlements, Superannuation and
Workers Compensation expenses. Overall employee costs comprise around 45% of Council’s total operating
costs.
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The primary component of increases in employee costs are annual salary and wage increases approved in
Council’s Enterprise Agreement. Other factors are changes in the level of superannuation contributions,
worker’s compensation costs and increases in Council’s staff numbers.

Council is required to make compulsory employer superannuation contributions on behalf of its employees. The
amount of employer superannuation contributions which are payable by Council depend on whether an
employee is in an accumulation scheme or a defined benefit scheme. The main difference between each of
these schemes from Council’s perspective is the level of contribution Council is required to make on behalf of
each employee.

For Council employees in the accumulation scheme, Council is required to make compulsory employer
superannuation contributions in accordance with the compulsory employer superannuation contribution limits.
As a result of legislative changes, this contribution will progressively increase from its current level of 9% to 12%
by 2020. These increases will initially be increments of 0.25% for the 2013/2014 and 2014/2015 financial years,
with increments of 0.5% in subsequent years. For employees who are in a Defined Benefit Superannuation
scheme, Council’s superannuation contribution is based on a multiple of the employee’s salary. In addition to
this amount, all NSW councils were initially advised in 2011 that due to the impact of the Global Financial Crisis
and the negative effect this had on the financial position of the Defined Benefit Superannuation scheme, all
councils would be liable for a separate fixed levy payable over a projected 10 year period. For Council, this levy
is approximately $1.3 million annually. Recent advice from Local Government Super is that whilst the financial
position of the scheme is reviewed on an annual basis, it would be prudent for Council to budget for this
additional levy to continue for the foreseeable future. As such, this additional cost has been incorporated in the
LTFP and is assumed to continue for the 10 year life of the plan. Should the required contribution vary from this
forecast, the LTFP will be revised accordingly.

The LTFP projects overall employee costs to increase on average by 4.30% per annum, this increase covers a
range of employee related expenses such as employee leave entitlements, employer superannuation
contributions (including from 1 July 2013, the progressive increase in compulsory employer superannuation
contributions from 9% to 12%) and workers compensation expenses. The LTFP incorporates a modest provision
for future increases in Council’s staff numbers based on historical growth in full time equivalent staff numbers.
This is considered a reasonable allowance in order for Council to meet the operational requirements of an
expanding city.

MATERIALS AND CONTRACTS

Council’s materials and contracts expenditure includes a broad range of services and resources including audit,
legal and consultants fees, reserves and roads maintenance, cleaning and waste management.

Costs are impacted by many factors such as economic conditions, market competition, and availability of
resources and raw materials.

The LTFP projects these costs to increase in line with CPI beyond the 2013 — 2017 delivery program. In order to
provide balanced budgets, Materials & Contracts & other expenses have increased below CPl. However, specific
costs such as energy, tipping charges and payments to other levels of government have been indexed at a higher
rate based on recent trends.
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DEBT SERVICING

Council has maintained a sound financial position whilst being completely debt free for over a decade. The LTFP
has been prepared on the assumption that Council will continue to maintain its debt free status in the future. As
such, no borrowing costs have been included in the financial projections. It is noted that should Council change
its policy with regard to maintaining a debt free status, the LTFP will be adjusted accordingly.

DEPRECIATION

The LTFP projects annual depreciation expenditure to increase by an average of 4% p.a. based on capital
expenditure levels incurred in recent years. The actual depreciation expenditure in future years will be impacted
by future asset revaluation methods and timing as stipulated by relevant accounting standards.

Council’s infrastructure assets have been revalued in accordance with a staged implementation program as
advised by the Division of Local Government. The revaluation of Council’s assets at fair value is to be undertaken
as per the following schedule:

e 2013/14 Financial Year — Land Under Roads

e 2014/15 Financial Year — Roads, Bridges, Footpaths and Drainage

e 2015/16 Financial Year — Community Land, land improvements, other structures and other assets

e 2016/17 Financial Year — Water and Sewerage Assets (only applies to council's responsible for this asset
class)

e 2017/18 Financial Year — Operational Land, Buildings, Plant and Equipment

Full revaluations are to be undertaken for all assets on a 5 year cycle
OTHER OPERATING EXPENSES

Other operating expenses comprise a variety of items, such as the following:

®  Advertising

®  Contributions to fire services

®  Cultural services and civic events
®  Energy costs

®  Insurances

= Street lighting

"  Tipping fees

Generally, the LTFP projects the majority of items categorised as other operating expenses to increase annually
by CPIl. However, within this category there are specific items which have been projected to increase at an
alternative rate to the CPI. These include the following expenses.

Energy costs are one area which Council has experienced significant cost increases. This has been the result of a
progressive increase in the number of Council provided facilities, such as libraries and leisure centres, many of
which have high energy requirements, along with general increases in energy tariffs along with the introduction
of the Carbon Pricing Mechanism (noted later in this document) from 1 July 2012. It is assumed in the LTFP that,
in subsequent years on average energy costs will increase by 5% per annum, which allows for tariff increases,
increased usage and increased facilities.

Another cost which is anticipated to increase at a higher rate than CPI is payments made by Council to other
levels of government. This consists of compulsory contributions to the NSW Fire Brigade and Rural Fire Service
and contributions to other government agencies. Based on trend analysis, it is projected in the LTFP that these
payments will increase annually by an average of 10.5%.
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As noted later in this document, Council incurs annual expenditure in the order of $11.28 million which is
attributable to ‘cost shifting’. ‘Cost Shifting’ refers to the net cost of responsibilities transferred to Council from
the Federal or State Government without the transfer of adequate funding. The LTFP assumes the level of cost
shifting will continue to increase annually by the assumed CPI.

CARBON PRICING MECHANISM

The Federal Government has introduced legislation aimed at reducing carbon emissions to assist in meeting
greenhouse gas emission reduction targets. From 1 July 2012 a fixed carbon price was introduced at $23 per
tonne of Co2-e (carbon dioxide equivalent). This carbon price is to be indexed by a fixed factor for the next three
years, and then from 1 July 2015 the carbon price will be market determined.

Council does not have a direct liability associated with the carbon pricing mechanism. Rather, it is subject to an
indirect cost incurred by higher charges from those companies directly impacted by the Carbon Pricing
Mechanism. These charges predominately relate to gas, electricity and tipping charges associated with waste
disposal.

CAPITAL WORKS PROGRAM

Council’s extensive capital works improvement program aims to deliver much needed maintenance and renewal
of infrastructure assets including roads, community buildings, parks and reserves and leisure facilities. In recent
years, Council’s annual investment in Capital Works has exceeded $30 million, which reflects Council’s objective
of providing suitable and well-maintained facilities for a growing and diverse population.

WORKS IMPROVEMENT PROGRAM

Council’s Works Improvement Program (WIP) is a document that is reviewed annually by Council which lists all
capital works projects which have been identified to service the community within the local government area.
The projects identified in the WIP are either renewal projects or projects to create new assets or to enhance
existing assets. Councils Asset Management Plans informs the WIP of the projects which are to be listed for
funding consideration in the WIP. The WIP is divided into a number of key asset programs such as Roadworks,
Bridges, Buildings, Drainage, Transport Facilities and Parks Improvements. Each program identified in the WIP
also identifies the relevant funding source whether it is grants and contributions, Section 94 Developer
Contributions, General Revenue or Council’s Infrastructure Sinking Fund (ISF). Each year Council adopts a 1 year
WIP with projects listed in each program identified for funding above the funding cut-off line. Each project listed
in the WIP is prioritised using a program specific scoring system which assesses each project to generate a merit
based project list for funding consideration.

INFRASTRUCTURE SINKING FUND

The Infrastructure Sinking Fund (ISF) Program forms part of Council’s overall Works Improvement Program. The
ISF was established to ensure that funds arising from Council's debt reduction strategy were used for the
provision of important infrastructure to the City, as well as to expedite works in new release areas.

Since 1996/97, the ISF has provided in excess of $245 million over and above Council's normal Works
Improvement Program for important infrastructure works throughout the City. In 2013/2014, the ISF program
totals $16.8 million which includes an allocation of over $5.5 million towards Council's normal Works
Improvement Program to support Council's obligation to maintain roadworks funding under the Federal
Government Roads to Recovery grant program along with $2.5 million to meet expenditure requirements on
stormwater assets. The amount available in the ISF in any year will vary depending on the final cost of works
voted from previous ISF programs and interest earned on the reserve.
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The ISF is prepared based on a long term view and presented in a 10 year format. While the ISF details an
indicative 10 year Program, Council's current practice is to only adopt a 1 year program of works (i.e. 2013/2014)
with the ISF program reviewed and adopted annually by Council. Projects listed in the 10 year ISF program are
considered to be of strategic importance to the City and in keeping with the priorities identified in the draft
Blacktown City 2030 vision. However, with limited funds available, the projects proposed for funding in
2013/2014 are considered to be those which will provide the greatest benefit to the community.

NEW SECTION 94 DEVELOPER CONTRIBUTIONS (NORTH WEST SECTOR)

The LTFP does not incorporate forecast expenditure for the new Section 94 Contribution Plans for the North
West sector as the cashflows for the development of this sector are difficult to predict. The LTFP will be
amended accordingly when reliable estimates are available so as to predict the expenditure patterns associated
with the development of this sector.

CAPITAL WORKS PROGRAM — FINANCIAL PROJECTIONS

The financial projection of future capital works will depend on the nature, timing and funding of specific projects.
The majority of infrastructure projects are costed in accordance with current design estimates. Any significant
cost revisions in subsequent years will be reflected in the LTFP. It is noted that the increased expenditure shown
in the LTFP and the Asset Management Strategy which exceeds the base allocation in 2013/14 for either new
assets or the upgrading of existing assets is only related to assets funded by Section 94 Developer Contributions,
meaning the LTFP does not allow for an increase in the use of general revenue to fund an increase in capital
expenditure for either new assets or the upgrading of existing assets.

PROPOSED REVISION OF LONG TERM FINANCIAL PLAN 2013 -2023 Page 13



COUNCIL’S CURRENT FINANCIAL POSITION

As a result of a longstanding commitment to prudent financial management combined with the application of a
variety of effective financial strategies, Council’s current financial position is sound. Council is proud of its history
of sound financial management, highlighted by achievements which include being debt free for more than a
decade, its rates being lower than average for Western Sydney councils (Council has not exceeded in cumulative
terms rate pegging limits set by the state government since the introduction of rate pegging in 1977) and its high
levels of liquidity.

In terms of assessing Council’s current financial position it is useful to refer to the financial information
contained in Note 13 — (Statement of Performance Measurement) of Council’s Annual General Purpose Financial
Reports. The information in this note comprises a variety of indicators which can be used to assess a council’s
financial position. This information is summarised below.

UNRESTRICTED CURRENT RATIO

Ratio 2012/2013 2011/2012 2010/2011
Unrestricted Current Ratio 4.40:1 4.26:1 5.23:1

The purpose of the Unrestricted Current Ratio is to highlight that sufficient liquid assets are available to meet
short term commitments, after excluding certain restricted assets (e.g. unspent s94 contributions and grants). As
a general rule the target/healthy ratio is 100% or greater, i.e. for every $1 of liability there is S1 of asset to cover
it.

As shown in the above table, over the past 3 years Council’s Unrestricted Current ratio has been significantly
higher than the accepted benchmark of 1.0:1.

DEBT SERVICE RATIO

Ratio 2012/2013 2011/2012 2010/2011
Debt Service Ratio 0% 0% 0%

The debt service ratio is the percentage of a council’s net debt servicing costs divided by total operating revenue.
Prudent financial management dictates that a council does not over commit itself to debts it cannot fulfil. It is
considered prudent that the Debt Service Ratio for large urban councils should not exceed 10%.

Council has maintained a sound financial position whilst being completely debt free for more than a decade.

RATES AND ANNUAL CHARGES OUTSTANDING PERCENTAGE

Ratio 2012/2013 2011/2012 2010/2011

Rates & Annual Charges Outstanding Percentage 3.44% 3.32% 3.64%

Council’s outstanding rates and charges previously exceeded the recommended maximum benchmark for urban
councils of 5%. As a result of improved debt recovery procedures this ratio has decreased in recent years and is
within the benchmark of 5%.

As stated previously Council has a longstanding commitment to prudent and conservative financial management.
This approach is reflected in the following strategies.

CONSERVATIVE INVESTMENT MANAGEMENT - NO CAPITAL LOSSES

Council has traditionally had a conservative approach towards the management of its investment portfolio.
Council has had an investment policy which restricts Council to investing generally in higher rated, low risk forms
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of investments. A key aspect of the policy is the requirement for Council officers to seek independent investment
advice when making decisions regarding the composition of Council’s investment portfolio.

The benefit of this approach was highlighted during the Global Financial Crisis, when Council’s investment
portfolio suffered no capital losses. Council’s Investment Policy is regularly reviewed, having regard for changes
in investment markets and economic conditions as well as any changes made to applicable legislative
requirements.

COUNCIL’S LAND DEVELOPMENT STRATEGY

Council is the owner of a number of land assets within the rural, residential, business and industrial zones of the
City, for which Council seeks to develop and/or sell with the objective of maximising the investment returns to
Council. The development and sale of assets continues to provide excellent returns to Council and the
community. Council’s Land Development Strategy has funded a number of major projects including the Max
Webber Library, development of the Civic Plaza, Improvements to the Mount Druitt Business District and
AFL/Cricket facility at the Blacktown International Sports Park.

EFFICIENCY DIVIDENDS

Council has a long-standing practice when preparing annual budgets to not index operating costs, other than
employee related costs. This means that Budget Managers need to identify opportunities for savings and
efficiencies in order to ensure the preservation of existing service levels. It is estimated that this practice results
in annual savings of approximately $1 million. It is anticipated that Council will continue to achieve productivity
gains to offset rising costs over the life of the LTFP.
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FUTURE FINANCIAL CHALLENGES

In projecting Council’s future financial position, a number of anticipated future challenges which may have an
adverse impact on Council have been considered. These are summarised below.

RATE PEGGING

For over 30 years NSW councils have been subject to rate pegging. Rate Pegging is the maximum percentage
limit by which NSW councils may increase the total income they receive from rates. The rate pegging percentage
is set each year by IPART.

For many years the NSW Local Government sector has objected to rate pegging due to the adverse affect it has
on the financial sustainability of NSW councils. IPART, in its 2008 paper - Review of the Revenue Framework for
Local Government found that over the period 1976/77 to 2006/07 taxation (i.e. rates) revenue grew more slowly
in NSW than in the rest of Australia. Since rate pegging was introduced in NSW, rates revenue per capita for
NSW councils increased by an average of 1.9% per annum, compared with 3.4% per annum for the rest of
Australia. IPART has acknowledged that rate pegging has constrained the growth of NSW councils' rate revenue
relative to councils in other states.

It has been Council’s experience, particularly over the past decade, that many of its major costs have increased
at a higher level than rate pegging. Major examples of this include energy costs (fuel, electricity, gas), materials
used in the construction and maintenance of Council’s road and drainage networks and labor costs. In the past
Council has addressed this challenge through the ongoing identification of cost savings and efficiencies.
However, this will be an increasing challenge in the future as the population of the Blacktown LGA and the value
of infrastructure maintained by Council continues to increase.

SECTION 94 DEVELOPER CONTRIBUTIONS CAP

BACKGROUND TO SECTION 94 DEVELOPER CONTRIBUTIONS

Since the 1940s the NSW planning process has had the ability to require developers to contribute to the
provision of local infrastructure, the need for which arises as a result of development. Legislation requiring a
contribution towards the provision of local infrastructure was first codified in the Environmental Planning and
Assessment Act 1979 (EP&A Act).

In 1992 the statutory provisions relating to Section 94 of the EP & A Act were amended so that councils were
required to prepare “contributions plans” to ensure that contributions were efficient, responsible, accountable
and certain. These provisions are regulated in the Environmental Planning and Assessment Regulation 2000 (as
amended).

Section 94 of the EP & A Act enables councils to legally levy contributions for local infrastructure as a
consequence of development. The power to levy contributions relies on there being a clear link (or nexus)
between the development being levied and the need for the local infrastructure for which the levy is required.

Generally, contributions can only be made towards:

e (Capital costs including land acquisition costs;
e  Local infrastructure which a council has the responsibility to provide; and
e Local infrastructure which is needed as a consequence of or to facilitate new development.

These facilities are often referred to as “baseline facilities”, in other words, only the basic level of facilities that
are essential for new communities to be established. Once the facilities are delivered, councils are required to
maintain them. The types of infrastructure or facilities that have been funded through Section 94 include roads,
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stormwater drainage, open space (sports fields, playgrounds) and community facilities (libraries, neighbourhood
centres, community centres and child care centres).

Council has adopted a number of Section 94 Contributions Plans since 1982. It is considered that Contributions
Plans are the most cost efficient way for a council to deliver infrastructure. Large release areas, such as the
Parklea Release Area, have had their local infrastructure funded and provided by Section 94 contributions.

Concerned by representations by the development industry that the increase in various government charges was
affecting housing affordability, the State Government introduced a "Cap" on Section 94 contributions across
NSW.

$20,000 & $30,000 SECTION 94 DEVELOPER CONTRIBUTIONS CAP

Arguably the most significant reforms to the NSW Developer Contributions System since 2000, and impacting
particularly on NSW Growth Councils such as Blacktown, were the 2010 Reforms which introduced, without
consultation, a $20,000 per lot/dwelling Cap on Section 94 Contributions.

The 2010 reforms also proposed an alternative approach to setting local development contributions and local
council rates. The changes were again intended to increase housing supply by lowering development charges for
infrastructure. Further reforms were introduced later in 2010 with the addition of a $30,000 Cap per residential
lot/dwelling on contributions in new release areas ("greenfield" areas) to account for greater costs in creating
new communities from nothing.

2010 REFORMS - FUNDING IMPLICATIONS FOR COUNCIL

The 2010 reforms created a significant funding risk for Council. To accurately project the extent of this risk,
Council engaged an actuary to model the impact of the Section 94 cap on its new release areas. At the time
Council’s Contributions Plan No. 20 — Riverstone and Alex Avenue Precincts (CP20) had just been adopted by
Council and were used as a basis to project the full extent of funding shortfalls forecast across the Blacktown
LGA section of the North West Growth Centre.

CP20 had $745 Million in local infrastructure to service 15,500 new residential lots. By applying the $30,000 per
lot Greenfield Cap to the Contributions Plan, only $465 Million could be collected from development, leaving
$280 Million in Infrastructure unfunded for the 2 Precincts.

When this funding shortfall was projected across all of Blacktown’s future Precincts in the North West Growth
Centre, a funding shortfall of almost S$1Billion was projected. However, this projected shortfall has since been
reduced to around $827 Million as Precinct Planning for other Precincts has been subsequently undertaken. This
figure remains as the current projected shortfall for the Blacktown LGA section of the North West Growth
Centre.

LONG TERM FUNDING

Presently there is no long term funding solution available to assist councils in delivering the essential
infrastructure required to support new communities. The State Government announced as part of the
2013/2014 Budget that “the NSW Government would continue to provide for councils where the cost of
delivering essential infrastructure is greater than the amount they can collect from Section 94 levies. The
assistance is the latest initiative funded as part of the $99 Million Local Infrastructure Growth Scheme (LIGS)
announced in June’s State Budget to drive housing production across NSW”. The LIGS follows other short-term
funding initiatives from two previous State budgets i.e. the Priority Infrastructure Fund and the Housing
Accelarion Fund. However, these short-term interim arrangements do not provide Council with a long-term
funding solution.
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In the absence of a long-term funding solution, Blacktown City Council currently faces a projected long-term
funding shortfall in the order of $827 Million for local infrastructure in the Blacktown LGA’s section of the North
West Growth Centre. Despite short-term interim initiatives delivered and announced by the State Government,
no long-term funding solutions have so far been identified.

Council acknowledges that the current review of the EP&A Act through the Department of Planning and
Infrastructure’s Green and White Papers, and the work of the Infrastructure Contributions Taskforce are likely to
provide direction and advice regarding future local and state developer levies. However, until these reforms to
developer contributions are realized, Council’s funding challenges in terms of developer contributions remain.

COST SHIFTING

Cost Shifting is a major challenge confronted by local government. Cost shifting occurs when there is a transfer
of services from a Federal or State Government to local government without the provision of adequate funding
required to provide the service.

Some major examples of cost shifting include:

®  Cost of the mandatory pensioner rebates on Council Rates

®=  Exemption of State Government properties from the Stormwater Management Charge
®  Cost of regulating on site sewerage facilities

®  Administration of the Companion Animals Act

®  Functions under the Protection of the Environment Act

®  Cost of functions as a local control authority for noxious weeds

®  Public Library operations

®  Processing of Development Applications

®  (Citizenship ceremonies

The annual cost to Council of cost shifting is estimated to be in the order of $11.28 million per annum. The LTFP
assumes these costs will increase annually by CPI.

ASSET RENEWAL FUNDING

A major challenge confronting the NSW Local Government sector is the need to increase the amount of funding
allocated to the maintenance and renewal of existing infrastructure. This has been highlighted in a number of
studies such as the 2006 Local Government and Shires Association’s Independent Inquiry into the Financial
Sustainability of NSW Local Government and more recently the 2013 report released by NSW Treasury
Corporation (TCorp) in regard to Financial Sustainability of all NSW councils. The TCorp review identified an
infrastructure renewal backlog of $7.2 billion for all NSW councils.

These studies have identified the need for NSW councils to significantly increase funding for the renewal of
existing infrastructure. They have further identified that if funding is not increased in the immediate term, then
the infrastructure renewal backlog will continue to increase at a level which in the future may become too great
to address without serious ramifications on service delivery.

For Council, the infrastructure renewal backlog as at 30 June 2013 is $68.3 million. Council is custodian of
infrastructure, property, plant and equipment assets that have a value of approximately $2.8 billion. Without
adequate funding, effective maintenance and renewal of these assets to maximise their potential life cannot be
achieved. Council’s adopted Resourcing Strategy, which includes the Asset Management Strategy 2013-2023,
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provides detailed information in regard to the renewal requirements for Council’s infrastructure assets. The
Asset Management Strategy is supported by individual Asset Management Plans for each key asset class.

In preparing Council’s Asset Management Strategy, detailed long term modelling has been undertaken on
Council’s infrastructure network. This modelling highlights the need for increased levels of Asset Management
Funding for asset renewal and maintenance of Council’s infrastructure asset base.

COUNCIL’S CURRENT ASSET RENEWAL FUNDING

Council currently provides funding in its annual budget of $10.85 million towards asset renewal. In response to
the need to increase funding allocated towards asset renewal, Council has, over the past few years, allocated
additional one-off funding for this purpose. Listed below is a summary of additional funding allocated by Council
towards asset renewal:

e 2010/2011 Year End Review - $5.487 million

e 2011/2012 Year End Review - $5.853 million

e December 2012 Quarterly Review, Council established a new Asset Renewal Reserve with initial funding
of $3.07 million. In adopting the 2013/2014 WIP, the one-off funding in this reserve was allocated
towards funding asset renewal projects.

e December 2013 Supplementary Renewal Works Program - $4.726 million

FUTURE ASSET RENEWAL FUNDING CHALLENGES

The following graph is a summary of the future 20 year cumulative asset renewal funding requirements forecast
for the City based on detailed asset modelling from Council’s Asset Management system. This modelling is based
on existing service levels as defined in the Asset Management Plans, and reflects projected expenditure at those
points at which renewal works are necessary to maximise the service life of existing assets whilst minimising the

costs to do so.
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20 Year Profile
Cumulative Required Asset Renewal Funding [All Asset Classes)
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As shown above, the outstanding asset renewal backlog as at 30 June 2013 was $68 million. If Council did not, in
the future, allocate any funding towards asset renewal, then in 10 years time the asset renewal funding backlog
would total $263 million, and in 20 years time $1.050 billion. The above graph demonstrates that Council's asset
renewal funding requirements do not increase by a linear amount on an annual basis. Rather, the level of
funding required increases significantly in later years as the infrastructure assets from the older parts of the City
reach the stage of their life cycle whereby more expensive renewal treatments are required. This means that in
later years, Council will be confronted with much higher funding requirements than it does now, as the
infrastructure for those areas of the city constructed in the 1980s will need to be renewed. For this reason, it is
important that Council adequately addresses its current asset renewal requirements, so that it has a better basis
to address future funding requirements.

Council currently allocates approximately $10.85 million annually towards asset renewal projects in the WIP.
The following graph demonstrates, on a cumulative basis, the forecast asset renewal funding backlog over the
next 20 years, based on the current average level of funding of $10.85 million being indexed annually by an
assumed CPI of 3%.
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20 Year Profile
Cumulative Asset Renewal Funding GAP [All Asset Classes)
"Current Funding Levels"
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Various financial modeling scenarios have been modeled with regard to the funding allocated towards asset
renewal. This financial modeling has clearly shown that the sooner Council increases the annual renewal funding
then the lower the long term expenditure required for renewal. Council adopted an Asset Renewal funding
strategy which is outlined in more detail on page 28 of the LTFP. This funding strategy effectively allocates on
average an additional $10 million from 2014/2015 onwards to asset renewal. For this to be achieved, Council is
proposing to increase the annual asset renewal funding allocation by $8.6 Million from the 2014/2015 financial
year and then by a further $3 million in the 2015/2016 financial year with CPI increases to be applied from the
2016/2017 financial year onwards.

If Council is able to increase the annual funding for asset renewal as outlined in the previous paragraph, the
future asset renewal funding backlog is not eliminated over the next 20 years, however it is forecast that it
would be reduced over the next 10 years to a more manageable level. The following graph shows the affect on
the cumulative asset renewal funding backlog after increasing the annual asset renewal funding by $8.6 million
in 2014/2015 and then by a further $3 million in 2015/2016 followed by annual CPI increases.
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20 Year Profile
Cumulative Asset Renewal Funding GAP (All Asset Classes)
"Current Funding + additional $8.6M 2014/15 + $3M in
2015/16 Indexed Annually by CPI"
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As shown above, if the additional funding is provided annually for asset renewal from the 2014/2015 financial
year, the outstanding asset renewal backlog in cumulative terms in 10 years time is forecast to be $33 million
and $504 million in 20 years.
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ASSET RENEWAL FUNDING OPTIONS

The challenge for Council is to identify how to address this funding shortfall given the limitations on Council’s
existing sources of revenue. There are a number of alternative funding options to increase the amount of
funding allocated towards asset renewal which are as follows:

e Increasing fees and charges

e Increased grant funding for asset renewal purposes

e Review the level and provision of Council services

e Debt funding by the use of external loans

e Increasing the proportion of funding in the Works Improvement Program (WIP) allocated towards asset
renewal

e Increasing rates income by a special rates variation

Each of the above options are discussed in more detail below:

INCREASE FEES AND CHARGES

Council’s user charges and fees account for approximately 9% of Council’s overall operating revenues. For the
2012/2013 financial year they totalled $21.94 million. They are the third highest revenue category after rates,
and grants and contributions.

Fees and charges comprise 2 broad categories; regulated and discretionary fees.

Regulated fees are fees which are fixed by legislation. That is, Council must charge a fee as set by legislation.
For the 2012/2013 financial year, income from regulated fees totalled $6.18 million, which was approximately
28% of Council’s total user charges and fees income.

Typical fees in this category are items such as Development Application fees and Construction Certificate fees.
As Council cannot increase these fees above the legislated amount, only by increases in demand for these

services can total revenue from these fees increase.

Discretionary fees are fees which are not subject to external regulation. That is, Council can determine what
amount it wishes to charge. These fees include child care fees, income from hall hire and fees for the use of
Council’s Aquatic centres and health and fitness centres. In 2012/2013, the income received from the non-
regulated user charges and fees totalled $15.648 million, approximately 72% of the total user charges and fees
income. Child care fees, which for 2012/2013 totalled $6.6 million, represents the largest proportion of this
category.

On an annual basis these fees and charges are subject to review and benchmarking against external fees where
applicable as part of the annual review of the Goods and Services Pricing Schedule (GSPS). Each year most user
fees and charges are increased by a level commensurate with CPI to offset increases in the costs of providing
these services. In reviewing the GSPS each year and determining the appropriate increase to be applied,
consideration is given to the reasonableness of the increase in the fee, current market conditions, the cost
drivers for the facility or service the fee relates to and the elasticity of the fee and the impact any increase will
have on demand.

Generally these fees and charges are quite price elastic, which means they are quite sensitive to increases in
price. That is, increases in the fees can result in a commensurate decrease in utilisation to the point if a fee is
increased too much, overall income may fall.

User charges and fees are also subject to external market forces not controllable by Council. Development
applications are strongly influenced by the level of property development activity and therefore can have a very
positive or very negative impact on Council’s income.
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While opportunities will continuously be investigated for Council to implement new user charges and fees, and
the GSPS will continue to be reviewed annually in order to optimise the prices of existing user charges and fees,
it is not considered practical to increase user charges and fees to substantially fund an additional $10 million
towards asset renewal. To do this would necessitate an increase in fees of approximately 64%, which assumes
there would be no reduction in demand. In practice, if such an increase in fees was undertaken, actual demand
levels would most likely drop. It is noted that in relation to Council's largest discretionary fee category, child care
fees, these fees have increased on average in excess of CPl over the past 3 years, 5.63% (2011/2012), 6.6%
(2012/2013) and 4.11% (2013/2014).

INCREASED FUNDING FROM GRANTS

Grants and contributions in the 2012/2013 financial year equalled $180.74 million which accounts for 47% of
Council’s annual revenue. Of this amount, $39.78 million (22%) comprised grants and $140.96 million (78%)
contributions. The level of operating and capital grants and contributions is subject to external influences and
can vary each year. Grants are either:

e  General Purpose, which are to be used across delivery of Council services; or
e Specific Purpose, which must be used to fund specific works and or activities.

Council officers actively ensure that grant revenues are maximised. The majority of grants received are for
current programs. However, whilst there may be, from time to time, specific one-off grant programs, these are
usually for new works or services and not for asset renewal. Further, grant funding is largely reliant on other
levels of government which have their own financial constraints. Therefore, it is more appropriate for Council to
maximise its own source revenue, as it is not considered a viable long term solution to increase the levels of
dependence on grants and contributions to the level required to fund the asset renewal funding backlog.

REVIEW THE LEVEL AND PROVISION OF COUNCIL SERVICES

Council can consider reviewing, and potentially changing, the level of funding allocated to the provision of works
and services. This could be done as part of reviewing current services in terms of the level of service provided,
fees charged by Council for the service and potentially whether some existing services are still required. Such
reviews can consider aspects such as strategic priority, movements in net cost and whether other service
providers can provide a similar service. In this report this process is termed “Service Reviews”.

The conduct of service reviews can offer opportunities to achieve efficiency improvements and thereby reduce
cost. They can also encourage a council to more actively consider service provision levels in line with changing
demographics, community expectations and financial constraints.

Service reviews will continue to be conducted on existing Council services. It is however, unlikely that any
efficiency improvements as a consequence of these reviews will yield sufficient savings of the magnitude
required to solve Council’s asset renewal funding gap. To achieve the quantum of saving required to fund
additional asset renewal, Council would most likely need to consider the deletion of, or significant service
rationalisation of, one or more whole services.

It is noted in this regard that Council is presently undertaking reviews of several major services. These reviews,
which are at varying stages of Council consideration, include examinations of Aquatic Centres, Community
Events and Child Care. A review of Community Buildings is being considered to commence in coming months.

Given that Blacktown continues to be an expanding City and will continue to be so over the next 25 years, the
prospect of reviewing services to identify opportunities to reduce costs may not be the most viable long term
strategy for Council to fully meet the asset renewal funding shortfall. Rather, it would be more appropriate that
service reviews are conducted as a rolling program to identify efficiencies and productivity improvements on an
ongoing basis. This would aim to achieve controlled growth of existing resources whilst allowing for the
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expansion of existing or new services which are required to enable the City to grow and meet the demands of
the community as they evolve in the future.

In keeping with the suggested approach to service reviews, an action was included in the present Operational
Plan 2013/2014 to “Undertake ongoing Better Practice Review program to progressively identify and implement
business and service improvements”. It is intended that the key findings of reviews which are undertaken in this
program, including the opportunity for efficiencies and cost savings, will be assessed by Executive and
progressively brought to Council for consideration.

DEBT FUNDING BY USE OF EXTERNAL LOANS

Council has been debt free since 1999. Since that time, Council has allocated the amount previously used to pay
debt towards the Infrastructure Sinking Fund (ISF) which is an internally restricted cash reserve used to fund
major infrastructure throughout the City. It has also helped forward fund essential works in new release areas.

For the 2010/2011 financial year, only 15 of the 152 councils in NSW were debt free. The debt service ratio for
the councils with external borrowings varied from 0.01% to 51.29%. This ratio is outlined further below.

An important factor that needs to be considered in regard to debt is to ascertain the councils ability to fund
future loan repayments.

There are two key industry indicators (ratios) generally used to calculate a council’s borrowing capacity. These
are the “Debt Service Ratio” and the “Debt Service Coverage Ratio”.

The Debt Service Ratio is a ratio used by the Division of Local Government (DLG) to assess the cost of loan
repayments against the discretionary revenue of a council. It is calculated by dividing the net annual debt
service cost (principal and interest) by the total operating income excluding Special Purpose Grants.

The benchmark set by the DLG for this ratio is 10% or less. That is, annual loan repayment costs should be no
more than 10% of the overall operating income (excluding Special Purpose Grants).

Based on this benchmark Council could borrow up to approximately $165 million. This is based on an industry
standard 10 year loan at an interest rate of 6%. The annual loan repayment for a loan portfolio of $165 million
would be approximately $22.4 million, over the life of the loan the total interest cost would be $59 million.

The Debt Service Coverage Ratio is a ratio used by TCorp as part of its assessment of the financial sustainability
of NSW councils. It assesses the cash available to service debt by dividing the overall operating surplus (before
interest, tax, depreciation and amortisation) by the value of annual loan repayments.

The benchmark for this ratio is 2 or greater. That is, a council’s operating result (excluding interest, tax,
depreciation and amortisation expenses) should be at least double the amount expended annually on loan
repayments (principal and interest). For example, if a council had an annual loan repayment of $10 million, then
in order to meet this benchmark, it would need to achieve an operating surplus (excluding interest, tax,
depreciation and amortisation expenses) of $20 million or more.

Using this indicator, Council has a calculated capacity to borrow up to $125 million. For this amount of debt the
annual loan repayment would be approximately $17 million, over the life of the loan the total interest cost
would be $45 million.

Both the “Debt Service Ratio” and the “Debt Service Coverage Ratio” are purely mathematical calculations.
They do not take into account whether a council is able to actually fund, within its current adjusted budget the
required loan repayments. For example, if Council was to borrow $125 million at an interest rate of 6% over a 10
year period, the annual loan repayment would be approximately $17 million. Without any increase in its
revenue base, Council would need to identify savings of $17 million to fund the annual loan repayments.
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The use of debt funding can provide funding immediately for infrastructure renewal. However, there is a longer
term impact attributable to the cost of interest charged. For example, if Council borrowed $10 million at 6%
over a 10 year term, it would repay a total interest amount of $3.6 million.

As shown in the graph below, If Council borrowed $10 million annually indexed by a CPI of 3% per annum to fund
asset renewal works, the annual loan repayments would increase each year to a point whereby in the 9th year
Council's actual loan repayment would be higher than the amount it has borrowed. That is, at the end of the 10
year period, Council would have borrowed $114 million, with an outstanding loan liability of $56 million
remaining. During this 10 year period a total of $82 million in loan repayments would have been paid, consisting
of $56 million in principal repayments and $26 million in interest borrowing costs.

Annual Borrowing v Debt Servicing
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Year 1|Year 2|Year 3|Year 4 |Year 5|Year 6|Year 7 |Year 8| Year 9

It is noted that Council could borrow the amount as shown in the above table, and not exceed either the DLG or
TCorp indicator outlined previously. However, without either increases in revenue, or reductions in cost, or a
combination of both, Council would not have the ability to over the longer term service this level of debt in the
future. Furthermore, if Council was to borrow this amount, then it would leave Council with a very limited
capacity to borrow for other purposes, such as significant upgrade works such as traffic improvements or the
construction of a new administration building.

It is noted that the NSW Government is currently providing $100 million over six years through the Local
Infrastructure Renewal Scheme (LIRS). The LIRS provides an interest subsidy to assist councils with infrastructure
backlogs to cover the cost of borrowing. The LIRS is administered by the DLG and aims to provide an incentive to
councils to utilise debt funding to accelerate investment in infrastructure backlogs. Eligible capital projects
which will be considered under the scheme are those which are identified as part of a council’s infrastructure
asset renewal backlog or projects which will enable the provision of new housing.

The current round of the LIRS will provide councils with a 3% interest subsidy on external loans taken out to
undertake eligible capital projects. Meaning if Council were to borrow at 6%, it would receive a 3% subsidy,
therefore reducing the interest cost over the life of the loan to 3%.

The current round of the LIRS is the third round of funding provided by the NSW Government as part of the
scheme. It is uncertain as to whether future rounds of funding will be made available. To date, Council has not
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sought funding as part of the LIRS due to its debt free status, however should future rounds of LIRS funding be
made available and if Council were to consider utilising debt funding in the future for the purpose of asset
renewal, Council may be eligible for an interest subsidy on external loans sourced as part of the scheme.

INCREASE PROPORTION OF FUNDING IN THE WIP ALLOCATED TOWARDS ASSET RENEWAL

Council’s Works Improvement Program (WIP) lists works projects by category and funding source. Council's
Asset Management Plans are used as the basis for determining which projects are recommended for funding as
part of Council's annual consideration of the WIP.

The 2013/2014 WIP totals $41.126 million, of which $16.8 million is funded from the ISF, $8.6 million funded
from general revenue and the balance funded from either grants, Section 94 contributions or other reserves.
The ISF funding and general funding amounts allocated in the 2013/2014 WIP are used to fund approximately
$10.85 million in asset renewal projects. The balance of this funding which totals approximately $14.65 million is
utilised to fund other projects which are of either an upgrade or expansionary nature.

In the future, Council may consider reallocating a higher proportion of the funding currently allocated to upgrade
on expansionary projects to asset renewal works. However, in doing so would obviously minimise Council's
ability to provide new and/or upgraded infrastructure, particularly in the older parts of the city which do not
benefit from the significant Section 94 funding which flows to new release areas.

INCREASE RATES BASE THROUGH A SPECIAL RATE VARIATION

Rates are Council’s major source of funding. All NSW councils are limited to increasing their overall rates income
by the applicable rate variation limit, which is commonly called the 'Rate Pegging' limit. Rate Pegging, which
was introduced in 1977, is a process where the NSW State Government determines the maximum percentage by
which council’s can increase their annual rates income. Since the introduction of rate pegging in 1977 Council
has not exceeded, in cumulative terms, the rate variation limit determined by the NSW State Government.

Since 2011/2012, the Independent Pricing and Regulatory Tribunal (IPART) has been responsible for determining
the rate pegging limit. In determining the rate pegging limit, IPART use an index called the Local Government
Cost Index (LGCI). The LGCI measures the price movement from a representative ‘basket’ of inputs that are used
to deliver local council services, in a similar way to that used by the Australian Bureau of Statistics (ABS) to
measure the Consumer Price Index (CPl). The main components included in the LGCl are Employee Costs,
Construction works (roads, drains, footpaths, kerbing, bridges), Buildings, Plant and Equipment and Electricity
costs.

In accordance with the Local Government Act 1993 (LGA), NSW councils can apply to increase their overall rates
income above the rate pegging limit, through a process termed a Special Rate Variation (SRV) application.
Originally, the NSW Minister for Local Government was responsible for determining special rate variations. In
2010, the Government delegated to IPART the responsibility for assessing and determining SRV applications.
Councils may apply for a special rate variation in order to address infrastructure asset renewal backlogs, to
undertake environmental works, to fund town improvements, to redevelop community and civic facilities and to
maintain or improve existing service provision.

Councils undertaking SRV applications must submit them to IPART for review and assessment . The council must
show how its intention to apply for a SRV is in keeping with its overall Integrated Planning and Reporting
Framework. That is, Council must show how the purpose for which additional rates income is sought is in
keeping with the overall strategic direction identified in its IP&R framework.

If a council’s application is approved, IPART will determine the percentage by which the council may increase its
general income, this percentage may differ from the amount which the council had applied for.
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In accordance with the Act, there are two main ways which councils may apply to vary rates by an amount in

excess of the rate pegging limit determined by IPART. These are as follows:

e Under Section 508(2) a council may apply for either a single year percentage increase that remains
permanently in the rate base, or for a single year percentage increase that remains in the rate base for a
fixed period of years (after which the rate base must be reduced to reflect the rate peg limit).

e Under Section 508(A) a council may apply for successive annual percentage increases (for between 2
and 7 years), which would build to a cumulative percentage total and remain permanently in the rate
base.

It is important to note that, regardless of the form of increase sought by a council, IPART retains the discretion to

grant all or part of the increase and to grant either a permanent increase or limit any increase to a fixed period.

ASSET RENEWAL FUNDING STRATEGY

At Council’s Extra-Ordinary Meeting on 6 November 2013, Council adopted the following funding strategy to

address the City’s asset renewal funding requirements:

COUNCIL RESOLUTION

1)

2)

3)

4)

5)

That having regard for the substantial growth over the past 30 years in the Blacktown Local Government

Area, and the projected future growth for the next 20 years, Council needs to increase the annual funding

for asset renewal.

In this regard Council increase this funding by way of increasing rates in combination as follows:

a) Savings to be identified in the future from sustainable operational efficiencies of $1 million annually,
and this amount to be allocated annually to infrastructure asset renewal works.

b) A reallocation of funding from Council’s Infrastructure Sinking Fund, of $2 million annually, to
infrastructure asset renewal projects.

c) That a Special Rate Variation application be prepared under section 508A of the Local Government Act
to increase rates in 2014/2015 and 2015/2016 as follows:

i) In 2014/2015 rates for the Rating Categories Residential and Farmland are to be increased by 3%
above the rate pegging limit and the rates for the Business Category are to be increased by 10%
above the rate pegging limit.

ii) In 2015/2016 rates for the Business Category are to be increased by a further 10% above the rate
pegging limit.

iii) That Council Officers investigate and report to Council as a matter of priority, options to limit the
proposed rate increase of 10% for 2014/2015 and 2015/2016 to only the larger businesses in the
Local Government Area.

A Special Rate Variation application be prepared under section 508A of the Local Government Act to
increase rates.

That Council notify the Independent Pricing and Regulatory Tribunal (IPART) by 13 December 2013 of its
intention to submit a Special Rate Variation application to increase rates above the rate pegging limit under
section 508A of the Local Government Act.

That Council continues to seek the views of the community on the funding of infrastructure asset renewal,
including through the Community Satisfaction Survey noted in paragraph 37 of Report FC330210 and that a
Community Engagement Plan be developed and implemented in accordance with the Division of Local
Government’s Special Rate Variation guidelines and Council’s Community Engagement Strategy to consult
with the community about the proposed funding strategy outlined in part 2 of this resolution, with the
results to be reported back for Council’s consideration prior to the submission of a Special Rate Variation
application.
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6) That the necessary amendments be made to Council’s Integrated Planning and Reporting documents and
these documents be placed on public exhibition in accordance with the Division of Local Government
guidelines.

7) A Workshop be held with Councillors to further consider the information presented in Reports CA330074
and FC330210 along with additional information provided subsequently to Councillors.

In accordance with the above Council Resolution, IPART has been notified of Council’s intention to submit a
Special Rate Variation application (SRV) under section 508A of the Local Government Act to increase rates above
the approved rate variation limit in 2014/2015 and 2015/2016.

The following table provides a summary of the estimated additional funding to be allocated to asset renewal as
outlined by the above Council Resolution should Council resolve to formally submit an SRV application to IPART
to increase rates in 2014/2015 and 2015/2016 above the applicable rate variation limit.

2014/2015 2015/2016
3% for Residential & Farmland $2,774,000 $2,857,000
(assumes rate peg increase of 3%)
10% Business — Sub-Categories $2,497,000 $5,303,000
(over 2 years)
3% Business (General) $286,000 $295,000
(assumes rate peg increase of 3%)
Total Additional Rates $5,557,000 $8,455,000
Efficiency Savings $1,000,000 $1,000,000
Funding from Infrastructure $2,000,000 $2,000,000
Sinking Fund
Total Additional Funding $8,557,000 $11,455,000

IMPACT OF AN INCREASE IN RESIDENTIAL RATES

The table below demonstrates the impact of increasing residential rates by 3% above the approved rate
variation limit of 2.3% in 2014/2015.

Minimum Rate Average Rate
2013/2014 Residential Rates $830 $866
2014/2015 Rate Peg (2.30%) $19 $20
2014/2015 Special Rate Variation (3%) S25 S26
2014/2015 Rates $874 $912
Weekly Increase $0.85 $0.88

For Council, 73% of residential ratepayers are currently paying the minimum rate of $830.00. This means that
for 73% of residential ratepayers, an increase of 3% above the rate variation limit of 2.3% in the 2014/2015
financial year would equate to an annual increase of $44 in their rates or an additional $0.85 per week in rates.

The average residential rate in 2013/2014 is $866. This means that an increase of 3% above the rate variation
limit of 2.3% in the 2014/2015 financial year will increase the average residential rate by $46 or $0.88 per week
in 2014/2015.

IMPACT OF AN INCREASE IN BUSINESS RATES (SUB- CATEGORIES)

The table below demonstrates the impact of increasing the average Business Rate of $7,576 (2013/2014) by 10%
above the approved rate variation limit of 2.3% in 2014/2015 followed by a further 10% increase above the
assumed rate variation limit of 3% in 2015/2016. This means a total increase in rates of 12.3% in 2014/2015
followed by a further increase of 13% in 2015/2016 for Business Rates only.
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2014/2015 2015/2016
Rate Peg (14/15 = 2.30%, 15/16 = 3%) $174 $255
2014/2015 Special Rate Variation $758 $851
(10% x 2 years)
Total Rate Increase $932 $1,106
Total Average Business Rate $8,508 $9,614
Average Weekly Increase $18 $21

The above table provides a summary of the average increase in business rates, whereby certain geographical

areas within the City are identified as a “Centre of Activity” for rating purposes. This table shows that the
cumulative increase in Business Rates of 10% above the rate variation limit in 2014/2015 and 2015/2016 equates
to an average annual increase in 2014/2015 of $932 & $1,106 in 2015/2016, with an average weekly increase of

$18 & $21in 2015/2016.

BUSINESS (GENERAL)

The table below demonstrates the impact of increasing the average General Business Rate of $6,007

(2013/2014) by 3% above the approved rate variation limit of 2.3% in 2014/2015.

2014/2015
Rate Peg (14/15 = 2.30%) $138
2014/2015 Special Rate Variation (3%) $180
(3%)
Total Rate Increase $318
Total Average General Business Rate $6,325
Average Weekly Increase S6

The above table provides a summary of the average increase in General business rates. This table shows that an

increase in General Business Rates of 3% above the rate variation limit in 2014/2015 equates to an average

annual increase in 2014/2015 of $318, with an average weekly increase of $6.
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SENSITIVITY ANALYSIS

Council’s LTFP covers a 10 year period based on assumptions regarding future financial trends. These
assumptions include future rate variation limits (i.e. rate pegging), increases in CPl and employment costs. Many
of these factors can fluctuate over time as they are influenced by a variety of circumstances, such as prevailing
economic conditions, decisions by other levels of government and changing community expectations. As it is not
possible to accurately predict changes in these factors in individual years over the long term, they have been
projected to remain constant over the 10 year period covered by the LTFP. To ensure these assumptions are
both robust and realistic, they have been based on available information, including economic projections from a
variety of sources as well as recent trends.

A full list of the assumptions underlying the projections in the LTFP is contained in Appendix 1 to the LTFP.

Over a ten year period, these assumptions may be subject to change outside the parameters used in developing
the assumptions contained in the LTFP. Any major change in these assumptions will have an impact on the
financial projections contained therein. The level of impact depends not only on the level of change but also on
the nature of the assumption.

A minor variance in some of the assumptions will have a relatively small impact on the projections contained in
the LTFP. For example, increases in the level of grant income received for specific purposes would result in a
corresponding increase in expenditure. Conversely, a change in the annual rate pegging limit will have a
significant impact on future financial projections. Sensitivity analysis has been undertaken to assess the impact
of changes in the factors which have been used to project future revenue and expenditure. This sensitivity
analysis is shown in Appendix 2.

Sensitivity analysis involves developing different scenarios by varying the critical assumptions, such as the
projected level of rates revenue and employee costs. The different scenarios demonstrate the impact of these
changes on Council’s financial projections.

A base model, optimistic and pessimistic model have been considered in the sensitivity analysis.
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SCENARIOS

Council’s LTFP contains long term projections based on specific assumptions. As it is difficult to accurately
predict all future trends, alternative scenarios have been modelled to help provide an indication of Council’s
future financial position under a variety of circumstances. These alternative scenarios are summarised below.

BASE CASE SCENARIO

The base case scenario forms the basis of Council’s LTFP. It is based on a range of assumptions which are
considered the most likely to occur over the next ten years. These assumptions are detailed in Appendix 1 to
the LTFP. The base case scenario is shown in Appendix 3.

OPTIMISTIC CASE SCENARIO

The second scenario is an optimistic case. In this scenario the LTFP is based on assumptions which are slightly
more favourable than those in the base case. The optimistic case scenario is shown in Appendix 4.

PESSIMISTIC CASE SCENARIO

The third scenario is a pessimistic case. In this scenario the LTFP is based on assumptions which are slightly less
favourable than those in the base case. The pessimistic case scenario is shown in Appendix 5.

BALANCED BASE CASE SCENARIO

The fourth scenario is based on the base case scenario but shows reduced expenditure so that the model is fully
balanced (i.e. no deficits over the full ten year period). The balanced base case scenario is shown in Appendix 6.

BASE CASE SCENARIO PLUS ENHANCED ASSET MANAGEMENT

The fifth scenario is based on the base case scenario but also includes provision for increased expenditure
required for the renewal of Council’s existing infrastructure network in addition to increased maintenance
funding for the growth in Council’s asset base. The base case plus enhanced asset management scenario is
shown in Appendix 7.

BASE CASE SCENARIO PLUS ENHANCED ASSET MANAGEMENT FUNDED BY SPECIAL RATE
VARIATION

The sixth scenario is based on the base case scenario but also includes provision for increased expenditure
required for the renewal of Council’s existing infrastructure network in addition to increased maintenance
funding for the growth in Council’s asset base. This model also includes funding the required renewal of
Council’s existing infrastructure network by way of increasing rates above the rate variation limit through a
special rate variation, with a combination of $1 Million of savings annually to be identified in the future from
sustainable operational efficiencies and the reallocation of funding of $2 Million annually from Council’s
Infrastructure Sinking fund. The base case plus enhanced asset management funded by Special rate variation
scenario is shown in Appendix 8.

BALANCED BASE CASE SCENARIO PLUS ENHANCED ASSET MANAGEMENT FUNDED BY SPECIAL
RATE VARIATION

The seventh scenario presents the balanced base case scenario plus the enhanced asset management scenario.
This model also includes funding the required renewal of Council’s existing infrastructure network by way of
increasing rates above the rate variation limit through a special rate variation, with a combination of $1 Million
of savings annually to be identified in the future from sustainable operational efficiencies an d the reallocation of
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funding of $2 Million annually from Council’s Infrastructure Sinking fund. The base case plus enhanced asset
management funded by Special rate variation scenario is shown in Appendix 9.

PERFORMANCE MONITORING

It is important that Council regularly assesses its financial performance and position against the projections
contained in the LTFP. As part of this process Council needs to determine what factors it will monitor on a
regular basis. It is proposed that these factors include the following.

UNRESTRICTED CURRENT RATIO

The Unrestricted Current Ratio is a measure of whether Council has sufficient liquid assets to meet short term
commitments, after excluding certain restricted assets. Council’s target for this indicator will be a ratio of
greater than 100%.

DEBT SERVICE RATIO

The Debt Service Ratio is Council’s total operating debt servicing costs as a percentage of Income from
Continuing Operations excluding capital items and specific purpose grants and contributions. Council’s target for
this indicator will be a ratio of 10% or lower.

RATES AND ANNUAL CHARGES OUTSTANDING RATIO

This ratio measures the percentage of Council’s total rates and charges that is outstanding. Council’s target for
this indicator will be a ratio of under 5%.

EMPLOYEE LEAVE ENTITLEMENT RESERVE

Council’s target is that its Employee Leave Entitlements (ELE) reserve represents at least 20% of its ELE provision.

WORKERS COMPENSATION RESERVE

Council’s target is that its Workers Compensation Reserve represents 100% of its total Workers Compensation
Claims provision.

INVESTMENT RETURNS

Council’s target is that over the longer term investment returns are in line with benchmarks contained in
Council’s Investment Policy.
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APPENDIX 2 — SENSITIVITY TESTING

Council’s LTFP is based on a range of assumptions used to project future financial trends. In some cases, small
changes in an assumption can have a substantial impact on the long term projections contained in the LTFP,
whereas changes in other assumptions have a less material impact. As it is not always possible to accurately
predict future movements in all of the assumptions used to prepare the LTFP, it is beneficial to conduct
sensitivity analysis on the impact of small changes in those assumptions which have the greatest impact on the
LTFP. The sensitivity analysis undertaken is outlined below.

RATES

As detailed previously an annual increase of 3.75% in Council’s rates income has been incorporated in the base
case scenario of the LTFP. Sensitivity analysis on a slightly higher (4%) annual increase as well as a slightly lower
(3.5%) has been conducted. As can be seen in the graph below these changes have a notable impact on long
term projections contained in the LTFP.

Rates Income
180M
160M
140M
120M
100M
80M
60M
40M
20M
oM
2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 TOTAL
e 3.46% Rates Increase 124M 128M 132M 137M 141M 146M 151M 157M 162M 168M 1,447M
emmn3.67% Rates Increase 124M 128M 132M 137M 142M 148M 153M 159M 165M 171M 1,460M
e==»3.91% Rates Increase 124M 128M 133M 138M 143M 149M 155M 161M 168M 175M 1,475M

Based on the average annual rates increase of 3.67% in the base case scenario rating income is projected to
increase from $123,775,000 to $171,232,000 in 2022/2023. If the annual rate increase is reduced from 3.67% to
3.46% (which projects rates increase of 0.25% lower than the base case from 2015/2016) the projected annual
rates income in 2022/2023 is reduced to $167,959,000. Conversely, if the average annual rate increase is
changed from 3.67% to 3.91% (which projects rates increase of 0.25% higher than the base case from
2015/2016) the annual rates income in 2022/2023 is increased to $174,561,000.
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EMPLOYMENT COSTS

As detailed previously an average annual increase of 4.30% in Council’s employee costs has been incorporated in
the base case scenario of the LTFP. Sensitivity analysis on a slightly higher (4.55%) average annual increase as
well as a slightly lower (4.05%) has been conducted. As can be seen in the graph below these changes have an
impact on long term projections contained in the LTFP.

Employee Costs
180M

160M

140M

120mM

io00m

8om

60M

40M

20mM

om
2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 TOTAL
—4.55% Average Increase 115M 121M 126M 132m 139mM 146M 152m 158M 165M 172m 1,427M
—4.30% Average Increase 115M 120M 126M 131mM 137m 143m 150mM 156M 162mM 168M 1,408M
~——4.05% Average Increase 115M 120M 125mM 130M 136M 142M 148M 153M 159M 165M 1,393M

Using the annual average increase of 4.30% in the base case scenario, employee costs are projected to increase
from $115,199,000 to $168,276,000 in 2022/2023.

If the average annual employment costs increase is reduced from 4.30% to 4.05% the annual employment costs
in 2022/2023 is projected to be $164,829,000.

Conversely, if the average annual employment costs are increased to 4.55%, the annual employment costs in
2022/2023 are increased to $172,129,000.

CPI

As detailed previously an annual increase of 3% for CPl has been incorporated in the base case scenario of the
LTFP from the 2017/18 financial year onwards. CPl has been used to project both certain income and
expenditure items in the LTFP. Sensitivity analysis on a slightly higher (3.25%) annual CPI increase as well as a
slightly lower (2.75%) annual CPI increase has been conducted. As can be seen in the graphs below these
changes impact on the long term revenue and expenditure projections contained in the LTFP.
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Fees, Charges and Other Revenues

55M

50M

45M

40M

35M

30mM

25M

20M

i5M

iom

5M

om
2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 TOTAL

——2.75% Increase 39M 40M 41mM a2m 43mM 44M 45M 47mM 48M 49m 438M
—3% Increase 39M 40M 41M 42M 43M 45M 46M 48M 49M 50M 443M
——3.25% Increase 39mM 40m 41m 43m 44M 45M 47M 48mM 50M 52M 448M

Using the annual CPI increase of 3.0% in the base case scenario, total user fees & charges and other revenues is
projected to increase from $38,637,000 to $50,412,000 in 2022/2023. If the annual CPI rate increase is reduced
from 3% to 2.75% this revenue is projected to be $49,325,000 in 2022/2023. Conversely, if the annual CPI
increase is changed to 3.25% this revenue is projected to be $51,522,000 in 2022/2023.

Materials, Contracts and Other Expenses

160M

140M

120M

1o00mM

80M

60M

40mMm

20mM

om

2013/14 2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 TOTAL
emmmm Pessimistic Increase 86M 89mM 93M 97M 101M 106M 111M 117M 123M 1i30mM 1,053M
e=mmBase Increase 86M 89M 922mMm 96M 101M 106M 111mM 116M i22m 128M 1,048M
‘@mmms Optimistic Increase 86M 89M 922mMm 96M 100M 105M 110M 115M 121M 127M 1,042M

In the base case scenario, total materials contracts and other expenses are projected to increase from
$85,991,000 to $128,486,000 in 2022/2023. If the annual CPI rate increase is reduced by 0.25% this expenditure
is projected to be $127,367,000 in 2022/2023. Conversely, if the annual CPI increased by 0.25% this expenditure
is projected to be $129,563,000 in 2022/2023.
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