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FOREWORD

The purpose of this 10 year Long Term Financial
Plan is to provide a framework to assist future
decision making that will secure the economic
sustainability of the organisation and ensure
adequate funds are generated into the future to
achieve desirable outcomes for the community.

The integrated planning and reporting framework
for NSW local government includes a
requirement to prepare a long term Community
Strategic Plan and Resourcing Strategy.

The Resourcing Strategy is made up of this Long

Term Financial Plan, the Workforce Management
Plan and the Asset Management Plan.

Long Term Financial Plan 2014 - 2023

The 10 year Long Term Financial Plan establishes
a framework, mechanism and financial targets
for Council. It is the benchmark to guide decision
making processes across multiple years. It
contains guiding philosophies to promote a
consistent financial direction for the future. This
Financial Plan is an iteration of the original plan
adopted by Council on 26 May 2011.

The financial model predicts future funding
requirements in order to maintain a satisfactory
financial position and deliver the facilities and
services expected by our community. Setting the
strategic direction promotes the sustainability of
the organisation and ensures the availability of
funds in future years to achieve all of Council's
goals and objectives on behalf of the residents of
the City of Canterbury.

Jim Montague PSM
GENERAL MANAGER
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A quick guide to our Integrated Plans

-

The Community Strategic
Plan identifies the long-
term aspirations our
community has for life
and work in Canterbury
City. It describes the

Y City's future through five
| themes, each with Long

. Term Goals and

* Outcomes, which cover
the broad range of topics that are important for
our City and our communities. Alongside the
Outcomes are Strategies — which Council,
partner organisations and individuals can use to
work towards achieving the Outcomes, and Trend
Indicators — things that can be monitored to
determine if progress toward the Outcomes is
being made. The State of the City reports on the
implementation and effectiveness of the
Community Strategic Plan.

Community Strategic Plan
2014 - 2023

-

The Council Delivery
Program is the strategic
document which guides
the action of Council for
the next four years. It
outlines the Activities —
services, initiatives and
infrastructure programs
— that Council intends to
undertake, and the
Resources (people and money) needed to do so.
The Council Delivery Program is structured
around Outcomes, showing those Activities that
are part of Council Strategies working towards
achieving an Outcome. The Council Function
responsible for undertaking the Activity and
Council Performance Indicators are also shown.

Council Delivery Program
2014 - 2017

J

J

The Resource Strategy
outlines Council's capacity
to manage assets and
deliver services over the
next ten years. The
Resource Strategy
includes three key
elements — a Strategic
Asset Management Plan

Resource Strategy
2014 - 2023

il
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describing infrastructure
policies and requirements, a Workforce
Management Strategy describing staff policies
and requirements, and a Long Term Financial
Plan, which sets policy directions for rates,
borrowing, investments, service levels and
additional infrastructure.

~

The Council Annual
Budget and Operational
Plan supports the Council
Delivery Program by
providing specific
information on the

. Activities that Council will
undertake and measures
of performance. In
particular the details of
Council Strategies (and associated Strategy
Indicators), Services (and associated Output
Estimates and Service Standards), and Initiatives
to be delivered by each Function, Infrastructure
Projects to be delivered, and the assignment of
responsibility for implementation and reporting
for these items, are included in the Operational
Plan. The details of income and expenditure for
the next year are included in the Annual Budget.
Each year performance in relation to these things
is reported in the Annual Report.

Annual Budget
2013-14

J
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1 LONG TERM FINANCIAL PLAN

1.1 INTRODUCTION

The purpose of this Long Term Financial Plan for Canterbury City Council is to provide a framework to
assist decision making that will secure Council's financial sustainability; ensuring adequate funds are
generated to achieve desirable outcomes for the community.

This plan forms part of Councils' Resourcing Strategy. The Resourcing Strategy is made up of the Long
Term Financial Plan, the Workforce Management Plan and the Asset Management Plan.

The financial model within the plan predicts Council's future funding requirements ensuring the availability
of funds in future years to achieve all of Council's goals and objectives laid out in Council's Community
Strategic Plan.

This plan also contains guiding principles to promote a consistent financial direction spanning 10 financial
years.

1.2 DISCUSSION

1.2.1  New South Wales Treasury Corporation Financial Assessment

The NSW Treasury (TCorp) in its letter dated 10 April 2013 reported the following financial assessment:
Financial Sustainability Rating (FSR) Moderate

Outlook Negative

The FSR of Council has been determined by TCorp's review (Report dated 12 March 2013) and
consideration of the historical and forecast financial results and against a set of benchmark indicators.
The Outlook is TCorp's assessment of the potential movement of a Council's FSR within the next three
years. Council's “Negative” outlook assessment is an indication of a deteriorating position and that we are
at risk of being downgraded from Moderate to Weak. As TCorp considers an FSR of lower than Moderate
to be at much greater risk of being unsustainable, Councils in our position need to be considering options

for addressing the areas of poor performance that are contributing to Council's assessed FSR and Outlook.

TCorp's outlook assessment and the potential movement of Council's FSR will change as Council
undertakes actions to reduce perceived risks, such as completing Asset Management Plans, continuing
with the implementation of the Service Review Program and obtaining approval for a Special Rate
Variation to address the shortcomings of the Local Government revenue system.

TCorp in a letter dated 26 June 2013 stated "As your work progresses in such areas as obtaining approval
for a Special Rate Variation that is able to generate additional funds for either asset renewal and/or
addressing the forecast on-going operating deficits, we would expect that the Outlook for Canterbury City
Council could improve.”

n Long Term Financial Plan 2014 - 2023
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1.2.2 External Auditor's Financial Assessment

Each year, as part of the statutory audit of Council's financial statements, our auditors provide an
assessment of our financial position.

Hills Rogers Spencer Steer in their report dated 30 September 2013 regarding the 30 June 2013 Financial
Statements commented:

1. Working Capital — Satisfactory

2. Overall Financial Position — Satisfactory

3. Employee Leave Entitlements Reserve — Sufficient

4. Security Deposits Reserve — Adequate.

These indicators, whilst providing a level of assurance, do not take into account Council's progress towards
delivering its Strategic Plan. Importantly, the auditor's report does not report on Council's ability to
maintain and renew its infrastructure assets.

1.2.3  Council's General Purpose Financial Statements

To analysis Council's General Purpose Financial Statements (GPFS), it is necessary to have an
understanding of their composition.

In reality, the GPFS are a consolidation of several distinct operations. Importantly these operations are not
allowed to cross subsidise any other operations.

Recurrent Operations These include funds like rates and
operational grants.

The expenses cover most of the
operations of Council.

Funds from recurrent operations are also
used to:

- fund the operational costs of any new
assets;

- cover the cost of renewing assets;

- fund loan repayments; and

- provide adequate levels of working
capital.

Domestic Waste Management The income is from the Domestic Waste
Levy and the expenses related to the
collection and disposal of domestic waste.
Infrastructure Renewal Levy This is a special rate that can only be used
for renewal works. Expenditure is shown
as additions to infrastructure assets on

the balance sheet.
Adopted 13 February 2014
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Section 94 Contributions These contributions are recognised as
income when received and must be spent
on new infrastructure.

Expenditure is shown as additions to
infrastructure on the balance sheet.
Capital Grants and Contributions These grants and contributions are
recognised as income when received and
must be spent on new infrastructure.
Expenditure is shown as additions to
infrastructure on the balance sheet.

The financial model which supports the long term financial plan provides for the separate modelling of
each of the above components.

1.2.4  Ability to fund Infrastructure Renewal

Whilst our financial performance and financial position is technically satisfactory, this has been achieved
by continually reducing the amount spent on infrastructure renewal. The current level of spending is now
at a minimum which equates to the funds raised by the Infrastructure Renewal Levy of approximately
$4.0m per annum. This levy ceases after the 2018/19 financial year.

The Asset Management Plan indicates that the annual depreciation expense for our infrastructure assets
should be around $13m. The financial statements have previously recorded depreciation of infrastructure
assets of $7.7m. However our Asset Management Plan has been extensively revised during 2013 using the
expertise of external independent specialists in this field, Jeff Roorda and Associates.

In recent years, Council has reported very minor recurrent operating surpluses and deficits. In light of the
new information from the Asset Management Plan, Council has not been generating sufficient funds to
renew its existing assets. In fact it has been generating an operating deficit of about $5M.

This deficit has manifested itself in the Infrastructure Renewal Backlog which represents deferred
maintenance/renewal of our assets.

1.25 Acquisition of New Assets

We have over recent years built several new facilities like the Punchbowl Multipurpose Centre, The Morris
lemma Recreation Centre and upgrades to Belmore Sports Ground and Peter Moore Oval and the
restoration of Rotary Park.

All of these facilities have been funded from capital grants, capital contributions and s94 contributions.
Although Council has had to fund the operation, maintenance and renewal of these facilities from its

recurrent operations, placing more pressure on recurrent operations, these facilities deliver significant
community benefits.

a Long Term Financial Plan 2014 - 2023
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In recent times our capital works program has been limited to works funded by the infrastructure renewal
levy, s94 contributions, capital grants or borrowings.

1.2.6  Use of Debt
On question that has been raised is “has Council used debt sufficiently?”

Our debt service ratio is very low with only $0.016 of every $1 of recurrent revenue being used to service
our debt. Also, our borrowing policy has been to repay our debts over a 10 year period. Therefore over this
long term financial plan, all existing debts would be repaid.

During a meeting with the Independent Pricing and Regulatory Tribunal (IPART), we were challenged on
our previous LTFP where we were increasing rates income via a special rate variation and decreasing our
debt levels.

From discussions with our financier, the penalty or break costs for our existing loans ($6.6M excluding our
LIRS loan) would be $125k. The annual repayments over 30 years would become $480k per annum (based
on 6% interest). Our current average repayment for the existing loans over the 10 year LTFP is $832k per
annum. Refinancing our debt would produce an annual saving in cash outflows, as predicted by IPART.
However, this annual cash saving needs to be weighed against to total repayments and the fact that the
purpose of these loans where not for income producing assets. The total cost of the existing loans over the
LTFP would be $8.3M compared to $14.4M for the refinanced loans plus interest rate risk. The use of long
term debt is also discussed in the section on Intergenerational Equity.

Another issue is that the debt service ratio is only concerned with loans and does not take into account
other liabilities and off-balance sheet financing.

Other Debts (Liabilities):
Our Builders Retention Deposits total $6.7M (as at 30 June 2013) with the unfunded portion being $4.5m.

Our Employee Leave Entitlements total $21M (as at 30 June 2013) with the unfunded portion being
$14.8M.

Out of a fleet of 110 motor vehicles, we have 92 vehicles rented through a leasing company. Effectively this
has moved $2.7m debt off our balance sheet.

Therefore, Council has a total of $22M in unfunded debt in addition to is bank loans of $9M.

Effectively, rather than formally borrow funds, Council has chosen to run down its internal reserves;
increasing its unfunded liabilities and to rent equipment rather than borrowing to purchase.

The long term financial plan has assumed that the level of unfunded debt remains at $22M.

Adopted 13 February 2014 n
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1.2.7 Intergenerational Equity

It has been suggested that we consider increasing our use of debt as a means of lessening the impact of
rate increases on our current ratepayers and acknowledging the benefits infrastructure assets will provide
future generations.

The following simplistic example shows the level of debt required in order to reduce cash outflows by $1M
per year for 10 years.

Rather than spend $3.65M per year over the next 10 years (in today's dollars) on infrastructure renewal,
borrow $36.5M @ 6% over a 30 year period. The annual repayments for such a loan would be $2.65M.

Effectively we have saved $10M in the cash outflows over the next 10 years. The downside is that the
repayments over the subsequent 20 years total $53M ($79.5M over the total 30 years).

Currently, we have $290M in accumulated depreciation of which $265M relates to infrastructure assets.
We also have circa $50M in deferred infrastructure maintenance/renewal. In a way these amounts
represent unfunded liabilities which must be paid by the next generation if they wish to replace the existing
assets.

At a more detailed level, our buildings were recently valued and their conditioned assessed. The valuation
reported a current replacement cost of $112M and accumulated depreciation of $60M. As we do not have
any funds set aside for the replacement of our buildings; the renewal of significant assets such as the
aquatic centres, administration building and other community buildings will require an intergenerational
equity strategy to fund the projects.

Therefore, intergenerational equity strategies will come into play as our significant building assets require
replacement.

1.2.8 Productivity Factor
IPART determines the rate cap by subtracting a predetermined productivity factor for councils from the
Local Government Cost Index.

Over several years we have been undertaking a service review program in order to achieve productivity
savings. In each of the scenarios we have presented in the LTFP, we have factored in continuation of this

program, delivering further continuing savings of $1M.

Therefore our LTFP has factored in significant ongoing productivity savings.

1.2.9 Current Values or Inflated Values
The LTFP outcomes have been presented in present day dollars as opposed to future dollars which take
into account inflation.

Long Term Financial Plan 2014 - 2023
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The reasons for this are:

- The funds required to maintain and renew our assets are in presented in today's dollars;

- Inflation is low between 2.5% and 3.0% therefore the impact is minimal,

- There is a close relationship between increases in income and expenses so relativities remain the
same;

- The use of estimates for Local Government CPI, general inflation, and wage costs decreases the
reliability of the LTFP;

- Loan repayments are the only cash flow items that remain the same irrespective of the rate of
inflation. This benefit is offset by the need to increase our working capital to maintain our working
capital ratio; and

- Sensitivity analysis can be used to estimate the impact of differences between the inflation factors.

1.2.10 Internal Borrowings

The LTFP has assumed that we would only use external borrowings. In reality we would use internal
borrowings where possible to take advantage of the differential between term deposit interest rates and
loan interest rates. Typically there is a minimum of 1.5% difference between the term deposit interest rates
and loan interest rates.

As an example, using internal borrowings instead of external borrowings to fund a loan of $1M repayable
over 30 years would result in a saving of $337k based on foregoing investment interest at 4.5% p.a. rather
than paying loan interest at 6%p.a.

Other factors to consider would include forecast interest rates and the Council's cash flow requirements.

1.3 POLICY FRAMEWORK

A policy framework is necessary to help guide the development of Council is budgeting and long term
financial planning. Future resource use and decision making can be guided by the structure provided in the
policy framework. Council's Long Term Financial Plan has been drafted to comply with the following
policies:

1.3.1 Unrestricted Current Ratio
This is a measure of liquidity. Council, as a prudent financial manager should set a minimum level at which
its Unrestricted Current Ratio should be maintained.

The Unrestricted Current Ratio provides a guide to Council's ability to pay its debts as and when they fall
due. The ratio reports the assets available to fund each one dollar of debt.

30-Jun-13  30-Jun-12  30-Jun-11
Unrestricted Current Ratio 1.99:1 2.09:1 1.88:1

It is recommended that Council aims to maintain a ratio in excess of 1.50 : 1 which, within the Local

Government Sector, is considered a satisfactory result.
Adopted 13 February 2014
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1.3.2  Unrestricted Working Funds Balance

This is a measure of liquidity or net financial position. Council, as a prudent financial manager, should set a
minimum level at which its Working Funds should be maintained. A minimum level of Working Funds
ensures Council retains an appropriate level of liquidity on an ongoing basis.

The unrestricted working funds balance provides an appropriate buffer for unforeseen circumstances and
to provide the necessary cash to fund Council's day-to-day operations. A target which is linked to Council's
level of activities would be appropriate.
30-Jun-13  30-Jun-12  30-Jun-11
$000 $000 $000

Working Funds Balance 4,716 4,140 2,514
Total Income from Continuing Operations 101,340 99,256 96,261
Working Capital Ratio 4.7% 4.2% 2.6%

Whilst Working Funds are not reported in the statutory financial accounts, the level of working funds is
used by the external auditors when assessing Council's short-term financial position.

It is recommended that Council aims to maintain a Working Capital Ratio of between 2.5% and 5.0%.

1.3.3  Untaken Employee Leave Entitlements Coverage
At any point in time there will be untaken leave entitlements owed to the employees of Council. These
untaken entitlements create a liability that needs to be met at some time.

In the past we have not maintained cash reserves to fully fund these liabilities, rather we have budgeted for
known retirements on an annual basis and maintained a cash reserve of at least 15% to fund unbudgeted
retirements. This is no longer a sound strategy as there is a wave of baby boomers who are eligible to retire
and it is not possible to fund their entitlements from the current year's budget. Also, with historically low
interest rates and the effect of the GFC on retirement savings, many employees have decided to postpone
their retirement. This is creating an even greater backlog of entitlements which will need to be funded. The
current level of cash reserves covers all employees who are 60 years and older.

This plan proposes that increases in untaken employee leave entitlements be matched by increases in cash
reserves. This is a prudent financial strategy as the full cost of operations are met from recurrent

operations and effectively caps the unfunded component at $15.7m.

30-Jun-13  30-Jun-12  30-Jun-11

$000 $000 $000
Untaken Employee Leave Entitlements 20,938 20,534 18,107
Cash Reserves 6,168 4,801 2,650
Unfunded Liability 14,769 15,733 15,457
Employee Leave Entitlement Ratio 29.5% 23.4% 14.6%

Long Term Financial Plan 2014 - 2023
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The proposed changes will ensure that the industry minimum target of 15% will be exceeded.

We will monitor the coverage of the Untaken Employee Leave Entitlements by employee age to ensure
adequate funds are available for employees of retirement age.

The Long Term Financial model has incorporated this proposed policy change.

1.3.4 Investment Fund (including a Strategic Property Fund)

An Investment Fund provides a reserve of cash to allow Council to fund projects that result in additional
recurrent income or reduced recurrent costs.

Whilst Council does not currently have an Investment Fund, it is prudent to have a policy in case Council
has a windfall gain or allocates strategic properties, enabling the establishment of such a fund.

All unrestricted revenues from non-recurrent sources will be added to the Investment Fund. For example,
the proceeds from a one off sale of an under-utilised asset would be directed into the Investment Fund.
Expenditure from the Fund should be limited to projects with identifiable financial benefits, targeting
opportunities that aim to generate recurring revenue.

An annual dividend will be paid from the Investment Fund to unrestricted funds equivalent to 50% of the
benefits realised by investments from the fund. The dividend from income generated by the Investment
Fund will provide an additional revenue stream for the Council to relieve the burden placed on Council by
the impact of rate-pegging and cost transfers from other governments.

The remaining income generated by the Investment Fund will remain in the Investment Fund. This
reinvestment will provide capital for future investments, enabling the fund to grow over time and provide a
growing revenue stream for Council.

1.3.5 Security Deposits and Retentions Coverage

Similar to untaken employee leave entitlements, it is unlikely that Council would need to repay all its
security deposits in one year.

In the past we have not maintained cash reserves to fully extinguish these liabilities, rather we have
budgeted to maintain a cash reserve of at least 20% to fund decreases in the level of security deposits
held.

This plan proposes that increases in the level of security deposits held be matched by increases in cash
reserves. This is a prudent financial strategy as the full cost of operations are met for our recurrent
operations and effectively caps the unfunded component at $4.5m. The previous policy was suited to a
Council which was in a growth phase and the cash reserves were better spent creating much needed
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infrastructure, however as the Council is maturing, it becomes more important to ensure that increases in
unfunded liabilities are kept to a minimum.

30-Jun-13  30-Jun-12  30-Jun-11

$000 $000 $000
Security Deposits and Retentions 6,765 5,992 5,592
Cash Reserves 2,253 1,484 1,100
Unfunded Liability 4,512 4,508 4,492
Coverage 33.3% 24.8% 19.7%

The proposed changes will ensure that the minimum target of 20% will be exceeded. The Long Term
Financial model has incorporated the proposed changes.

1.3.6  External Borrowings

Council currently has external debt of $9.1m which has been used to fund capital works and plant
replacements. Council's debt is currently being serviced from our recurrent operations and our debt service
ratio level of is very low by comparison with other Councils

A loan of $1.8m was obtained under the Local Infrastructure Renewal Scheme (LIRS). The period of this
loan is 3 years (final payment 2 May 2016) and the interest will be subsidised up to 4% per annum. The
proceeds from this loan were used to accelerate the redevelopment of the Earlwood Town Centre. This
work would have been funded by the Infrastructure Renewal program. As such the loan principal and
interest will be funded by the Infrastructure Renewal Levy.

Council’'s remaining borrowing capacity performs an important risk management role by providing a source
of emergency funds. For example, to fund significant, unforeseen infrastructure repairs.

Council would assess the merits of any future borrowings on a case by case basis taking into consideration
our ability to fund the repayments. Borrowings are not a source of funds, they are a financial tool to bridge
gaps between revenue and the outflow of funds. In relation to intergenerational equity, the term of any
borrowing (i.e. 20-30 years) can be used to spread the repayment burden to future generations.

1.3.7 Infrastructure Reserve

In 2005, Council and was granted a special rate levy to fund the maintenance and renewal of its ageing
infrastructure assets. A 15 year plan was developed including a detailed list of projects regarded as
essential to the maintenance of our infrastructure assets.

These projects along with the related funding are included as a non-negotiable commitment in long term

financial plans. This means we will continue to give priority to these works in accordance with the
Infrastructure Renewal Plan.

Long Term Financial Plan 2014 - 2023
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Importantly, the LTFP has factored in the continuation of this revenue stream of approximately $4.5m
beyond the 15 year limit.

1.3.8 Election Reserve
Currently Local Government elections are held every 4 years with the next election due in September 2016.

The long term financial plan has included $200k per year for Council elections as an operating expense.
This sum represents 25% of the expected future costs. In reality Council will transfer this sum into an
internal restriction on an annual basis, ensuring funds are available when required.

1.3.9 Plant & Vehicle Replacement Reserve

Council's current policy is that it owns its fleet of trucks, plant, executive and councillors' vehicles. Other
vehicles such as utilities and staff lease back vehicles are acquired by way of an operating lease.

Council does not maintain a Plant and Vehicle Replacement Reserve. Rather plant replacements are
factored into the annual budget.

1.3.10 Information & Technology Expenses

Council's current policy is that it owns all IT equipment with the exception of some multifunction devices in
our libraries and administration centre which are subject to operating leases. These are operating leases
with a term of either 3 or 4 years which corresponds to the equipment's life span.

Council also has a significant investment in computer software and licences. Generally IT software
upgrades are covered through the annual licensing fees. Every few years there is a need to substantially
upgrade the IT platform or acquire new products. As these purchases involve a significant period of
planning, they can be factored into Council's recurrent budget over a two year period.

1.3.11 Investment Income

Council's investment income is determined by the level of funds available for investment and the prevailing
interest rates.

Council should only budget to receive investment income on its unrestricted cash balance. Any interest
earned on its restricted cash balances (Internal or External Restrictions) should be transferred back to

those restrictions to maintain the purchasing power of the funds.

Reference should also be made to Council's Investment Policy for suitable investments and procedures.
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1.3.12 Building & Infrastructure Renewal Ratio

Whilst Council focuses on managing the decline of assets and ensuring the level of unperformed
maintenance is not increasing, Council is required to calculate the Building & Infrastructure Renewal Ratio
each year.

A key component in the calculation of the Building & Infrastructure Renewal Ratio is the amount spent on
Buildings & Infrastructure.

In order to ensure Council maximises this ratio:

1. The complete cost of works should include administration costs such as the employee costs
associated with the design, design review and supervision of the project. All salary costs should
include on-costs for leave entitlements, superannuation and workers compensation insurance;

2. Council's maintenance program should be reviewed to better identify works which have extended

the useable life of assets and therefore can be capitalised,;

The works program should be delivered within the year to minimise any carried forward works; and

4. Review the factors, such as the remaining service life of assets, which determine the annual
depreciation charge; ensuring the depreciation charge is not overstated.

w

The Asset Management Plan is the key tool in assessing whether Council is allocating sufficient financial
resources to meet our objectives.

1.3.13 Rating Policy

Council's rating policy is that 78% of rate revenue comes from residential properties and 22% from
business properties. Council has a goal to increase the average business rate to be closer to the middle of
the Group 3 councils. To gradually implement this goal, historically Council has opted to split of any rate
increase on a 70/30 basis.

As the rating legislation limits the amount of rating revenue which Council can raise, changes to Council's
rating policy or land values will not have any effect on the overall income generated from rates.

Other Council policies relating to rates include:
- providing the mandatory level of pensioner rebates;
- withholding legal action to recover rate debts from pensioners provided they have entered into a
repayment agreement; and
- Allowing pensioners to accumulate rate debts where repayments are not sufficient to repay the
existing debt. These types of debts are not significant [in relation to the value of the property or in
terms of adversely impacting Council's ability to fund its operations], are accruing interest and are
secured by the property.
These policies have resulted in our outstanding rate debtors being slightly higher than the average of
Group 3 councils.

Long Term Financial Plan 2014 - 2023
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1.3.14 Financial Assistance Grant

Although there is an allocation of the Financial Assistance Grant to the road network, the Financial
Assistance Grant is completely untied revenue. Council's policy is to include the full grant in its recurrent
operations.

1.3.15 Asset Replacement Reserve

Council does not currently have an Asset Replacement policy or an associated reserve. An Asset
Replacement policy will be prepared in the near future and the financial implications incorporated in future
reviews of this plan.

1.4 CURRENT FINANCIAL POSITION OF COUNCIL

Council has maintained a sound financial position with working funds of $4.2M and satisfactory KPI's.
Council has $25M of unspent s94 contributions and little in the way of other restrictions.

Council does not have an Investment Fund or any significant assets which generate non-rate income. As
such Council is very reliant on rates and annual charges to fund its recurrent operations.

As per our latest GPFS, our Infrastructure, Property, Plant and Equipment have a carrying value of $905M.
In relation to our infrastructure, Council has reported an “estimated cost to bring up to a satisfactory
condition” of $51M and an underfunding of the “required annual maintenance” of $17M.

1.5 SIGNIFICANT FORECASTING ASSUMPTIONS

The following assumptions, risks and uncertainties have been prepared in accordance with legislative
requirements, and in reference to Council's Community Strategic Plan. Uncertainty increases as the
number of years of prospective financial information increases. These forecast financial statements must
be read with caution utilising the details of financial assumptions contained in this statement. Financial
years 2018/19 to 2023/24 must be read with considerable caution even though in broad terms the
business of the Council should continue as has been forecast in the Community Strategic Plan.

Uncontrollable external events will significantly affect the forecast. The most significant risks that may
impact on the forecast financial statements include unexpected changes to legislation and/or regulations

including climate change and carbon pricing.

It has been assumed that the organisational structure of Canterbury City Council and the environmental
conditions will not significantly change over the next 10 years.

1.5.1 WorkForce Plan
The workforce plan has forecast that there will not be any significant change in our staffing numbers,

demographic or skill base.
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1.5.2 Asset Management Plan

The asset management plan has provided estimates of the level of funding required to maintain our
infrastructure assets at a satisfactory level.

1.5.3 Service Priorities

It is assumed that the community will continue to endorse the current range of services that the Council
provides. Extensive community engagement that has been conducted as part of Integrated Planning (and
which is described in detail in the Community Strategic Plan) indicates strong support for the range and
quality of services provided by Council.

1.5.4 Population Growth Projections
The following graph provides the population projections, extracted from the Community Plan.

Population Projections
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The actual level of growth is likely to exceed these projections as a result of the State Government's
planning policies encouraging urban consolidation.

This LTFP has not made any allowance for population growth, however this is a key risk to the plan and
further work will be required to quantify the impact of this growth on Council's financial standing.
Preliminary analysis, however, indicates that population growth has significant impact on the demand on
Council services, but without a corresponding increase in rate income.

1.5.5 Asset Ownership and Management

There are no major asset sales or change in the management of significant assets forecasted in this plan.
Any sale funds will be dealt with in accordance with the financial policy framework previously laid out in
this plan.

Long Term Financial Plan 2014 - 2023



Canterbury City~ a great place to live and work

Canterbury City Council will continue to manage its large infrastructure stock in accordance with the Asset
Management Plan detailed as part of the Resourcing Strategy. Technology and further asset information
may impact on Council's Asset Management Strategy. However, significant changes to Council's strategy
are not anticipated over the life of this plan.

1.5.6 Natural Disasters

The funding provisions in this plan assume that there will be no major natural disaster of a type that
causes widespread and significant damage to the City of Canterbury's infrastructure.

1.5.7 External Factors

There will be no unexpected changes to legislation, national standards, or other external factors which
alter the nature or extent of services provided by Council.

1.5.8 Investment Income

Investment income is allocated to the source of the investment funds. As such nominal interest has been
estimated in this plan and the interest income has been allocated to the historical sources of funds.

1.5.9 Loan Interest Rates

All of Council's loans are fixed interest loans however Council has several loans which will require
refinancing over the term of this plan.

This plan has been developed of the assumption that loans will be refinanced at similar interest rates as the
original loans.

1.5.10 Depreciation and Useful Lives

Estimates are based on Council's accounting policies and useful lives as stated in Council's Asset
Management Plan.

Future revaluations will have an impact on infrastructure remaining lives as well as future depreciation
charges and therefore the Building & Infrastructure Renewal ratio. This plan does not anticipate significant
valuation movements that would significantly change depreciation charges.

1.5.11 Outsourcing

Where Council outsources physical works and professional services, it is assumed this practice will
continue over the life of the plan.
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1.5.12 Changes to Planned Service Levels

The plan assumes that the services mentioned in the Community Plan which are not provided for, or not
fully provided for, will be considered by the Council in the future, and in a manner that is consistent with
the requirements of the Local Government Act. In doing so it is assumed that the capacity of Council to
fund these services will be assessed against the key financial management ratios and financial policy
framework stated in this plan.

Specific consideration of the financial and city strategic plan impacts will be presented to Council will all
reports presented to Council on service issues.

Where LTFP has factored in savings from service reductions, these savings have been allocated between
categories of expenditure, rather, they have been shown as reductions in material costs.

1.5.13 Rate-Pegging

In 2010 the NSW Government announced that the Independent Pricing and Regulatory Tribunal of New
South Wales (IPART) would determine the rate cap that applies to councils' general income. Previously the
Minister for Local Government determined the rate cap.

IPART determines the rate cap that will apply to all councils for the year using a Local Government Cost
Index. This Index attempts to calculate the changes in the operational costs of councils in New South

Wales.

The rate cap percentage is then calculated by subtracting a predetermined productivity factor for councils
from the Local Government Cost Index.

The following table provides the history of rate-caps.

2014/15 - 2.3%
2013/14 — 3.4%
2012/13 - 3.6%
2011/12 — 2.8%
2010/11 - 2.6%

2009/10 - 3.5%
2008/09 - 3.2%
2007/08 - 3.4%
2006/07 - 3.6%
2005/06 - 3.5%

We have assumed that the rate-cap over the next few years will be 2.9% which is the average over the last
5 years.
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Please also see the section 1.2.9 Current Values or Inflated Values which discusses the basis of the LTFP
model.

1.5.14 Rates Growth

Whilst there is expected to be significant population growth, the current rating legislation and structure
does not yield any significant increase in rates income due to growth.

Over the past 10 years rate growth has only been 2.2% which equates to 0.22% per annum whilst the City's
population has increased 6.6% from 136k to 145k.

In the LTFP, no allowance has been made for rate growth.

1.5.15 Infrastructure Renewal Levy

In 2005, Council was granted a 7.5% special rate levy (for 15 years up to and including 2018/19) to fund
the maintenance and renewal of its ageing infrastructure assets. A 15 year plan was developed including a
detailed list of projects regarded as essential to the maintenance of our infrastructure assets.

The long term financial plan has factored in the requirement to seek an extension on this levy.

1.5.16 Special Rate Variations (SRV)

SRV's are a means of eliminating funding caps, ensuring that Council's financial projections are
sustainable.

This LTFP includes a new SRV to address the funding gap, ensuring we remain sustainable.

1.5.17 Stormwater Management Charge
Council does not charge a Stormwater Manager Charge and there is no provision within the plan for such a
charge to be levied.

1.5.18 Domestic Waste Management Charge
The Domestic Waste Management (DWM) charge is not subject to rate capping. Rather the DWM charge is
set to recover the costs associated with the DWM service.

A major cost of the service is the waste tipping fees. These fees include an Environmental Protection Act
levy which increases each year significantly more than CPI as a means of encouraging the use of advanced
material recovery systems rather than landfill sites. Additionally, tipping fees attracted a Carbon Pricing
component based on the greenhouse gases produced by decaying waste.

Unlike SRV's, Council determines the increase in DWM charge each year as part of the annual budget

process.
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There has been concern over the last few years of a continual decline in the level of the DWM reserves.
Minor increases in the DWM charge have been factored into the LTFP to maintain a satisfactory reserve
balance.

1.5.19 Service Review Program

The Service Review Program has identified several opportunities to reduce costs and other opportunities to
realise income. The LTFP has included ongoing annual savings of $1,000,000 and ongoing income of
$300,000 representing sale of drainage reserves and revenue generating activities.

1.5.20 Inflation - CPI

As our income is linked to Local Government Sector CPI, it is appropriate to use the same factor for
inflating costs as we use for the rate-cap.

Please also see the section 1.2.9 Current Values or Inflated Values which discusses the basis of the LTFP
model.

Note: TCorp — Local Government Services, Economic Forecasts November 2013. (Average of long term
Headline CPI — 2.50% and Building Price Index — 3.00%).

1.5.21 Carbon Price

The Carbon Price was passed by the Commonwealth Government in November 2011 and came into effect
on 1 July 2012. The ramification of the carbon price on Council's finances has not been fully assessed.
Future reviews of the LTFP should consider the impact of the carbon price on the costs of operations and
the degree this will be offset by future increases in the rate-cap.

1.5.22 Environmental Sustainability, Balance Scorecard, QBL Reporting

These important considerations have not been specifically addressed in the current key performance
indicators. Future reviews of the LTFP should consider incorporating these indicators.

1.5.23 Section 94 Contributions (including Voluntary Planning Agreements)

As the timing of the receipt of contributions is outside Council's control and the fact that Section 94
contributions must be used for specific purposes, contributions have been included each year based on
historical levels and an equivalent amount expended on new assets.

The LTFP has made no allowance for Council to contribute towards projects identified in the Section 94
plans.
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1.5.24 Capital Grants

As the timing of the receipt of capital grants is outside Council's control and the fact that capital grants
must be used for specific purposes, capital grant income has been included each year based on historical
levels with an equivalent amount expended on new assets.

The LTFP has made no allowance for Council to contribute towards projects which have attracted a capital
grant. Minor contributions for road works and the like will need to be funded from infrastructure renewal
funds. Major projects requiring significant contributions will need to be assessed in accordance with the
Division of Local Government (DLG) Expenditure guidelines. Funding for these projects may require
borrowing funds and a SRV to cover the loan repayments.

1.5.25 Employee Costs and Superannuation

The annual award increases have been included at the rate of 3.25% per annum which is the annual
increase provided for in the current award. Based on the 2013/14 budget, the same increase effectively
increased employee costs by 3.75% after allowing for performance increases and wage creep on existing
untaken leave entitlements.

The government has announced changes that will gradually increase the superannuation guarantee rate
(charge percentage) from 9% to 12%.

Council has also recently negotiated a new salary system which will reduce the impact of performance
increases for new employees. This will not have any significant impact on wages in the short-term so no
allowance has been made in this LTFP.

The award increase on 1 July 2102 was the final increment in the current award. The LTFP will need to be
amended once a new award has been negotiated.

In this LTFP the following assumptions have been used:
1. Increases in the Award rates of pay including any additional superannuation contributions will be
capped at CPI which is 2.5%;
2. Increases due to progression will be an additional 0.5%;
3. As it is assumed any superannuation contribution increases will be included in the CPl amount,
there are no increases in superannuation factored into this LTFP

No differentiation has been made between the Defined Benefits Scheme and the Accumulation Fund

contributions.

1.5.26 Workers' Compensation Insurance

Our Workers' Compensation Premium remains largely dependent on our claims experience. Historically we
have budgeted 5.5% of our employment cost to cover our Workers' Compensation Premium.
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1.5.27 Infrastructure Maintenance

Accounting standards require asset maintenance to be expensed through the operating statement, whilst
expenditure of a capital nature to be added to the balance sheet.

Additionally, the structure of Council's financial system does not clearly differentiate between
infrastructure maintenance and infrastructure renewals.

Based on an analysis of prior years' expenditure patterns, the LTFP assumes that $2.75m [2013/14 value]
of recurrent expenditure relates to infrastructure renewals and maintenance.

1.6 SENSITIVITY ANALYSIS

1.6.1 Increasing Population Density

Currently there are 7 large developments in the City including the Department of Housing development at
Riverwood.

These developments are likely to increase the City's population by 4,000 residents with an annual increase
in general rates of $522,000. This is an average of $130 per resident. This compares poorly with the
current average rate per resident of $365.

Whilst there should be some economies of scale enjoyed from servicing a larger population, there will be
increasing demand for all of Council's services including the road network, parks, recreation centres and
community services.

The following graph shows the annual impact of the projected increase in population over the period of
this plan (11,000 residents) at varying levels of subsidy.

For example, if the cost of providing our existing services to a new resident is $230 per annum, then there

is a subsidy of $100 per annum. For the projected new 11,000 residents, we will need to fund an additional
$1.1m per annum at the end of the LTFP. [All amounts are in today's values]
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Currently we have no way of accurately calculating the marginal cost per resident however we can
estimate the impact to be up-to $2.5m per annum by the end of this LTFP.
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1.6.2 Impact of Inflation

Our experience has been that our employee costs increase more than the rate cap and this is largely due
to:
1. our salary system which provides for staff to progress to higher rates of pay depending on their
skills and performance; and
2. the flow on effect of an increase in hourly rates of pay on the untaken employee leave entitlements.
As this liability is largely unfunded, we do not have the interest income to offset increases in pay
rates.

The following table shows that a 1% difference between CPI and our increase in employee costs will result
in our employee costs growing $4.5M more that the revenue by year 10 at 0% CPI.

At a more realistic 3% CPI the difference becomes $5.4M.

Importantly, the difference between $4.5M and $5.4M (in 203/24) is not really that significant and
therefore the financial model projections will remain in today's dollars — i.e. assuming 0% inflation.

The financial model has included a 0.5% increase in employee costs each year.

Wages 0% CPI + 0% 0% CPI + 1% 3% CPI + 3% 3% CPI + 4%
Wages Wages Wages Wages
First Year 45.0M 45.0M 46.8M 46.8M
Last Year 45.0M 49.5M 60.4M 66.3M
Difference 0.0M 4.5M 14.1M 19.5M
Impact over 10 4.5M 5.4M
Years
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1.7 ISSUES TO ADDRESS

1.7.1  Surplus from Recurrent Operations

A surplus from Recurrent Operations is necessary to repay debt, fund our Infrastructure Renewal and
Maintenance programs and acquire new assets.

The following graph shows that the revenue from Recurrent Operations is not sufficent to fund our current
level of services and maintain our assets.

Recurrent Funding Analysis
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15 16 17 8 19 20 21 22 23 24
Recurrent Revenue 784M 784M 784M 784M 784M 746M 746M T746M T74.6M 74.6M
Recurrent Expenses 725M 728M 73.0M 732M 735M  73.7M  739M 742M 74.4M  74.6M
Surplus from
Recurrent Operations 5.9M 5.6M 5.4M 5.2M 4.9M 0.9M 0.7M 0.4M 0.2M 0.0M
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1.7.2  Required Level of Recurrent Surpluses
The following table is an extract from the financial model for the 2014/15 financial years.

Recurrent Revenue including the Infrastructure
78.4M
Renewal Levy
Recurrent Expenses (excluding loan interest &
- 72.5M
depreciation)
Surplus from Recurrent Operations available to
. 5.9M
fund the following items:
Acquire New Assets 0.6M
Plant Replacement 0.7M
Repay Loans 1.2M
Fund Asset Renewal ($13M less estimate of $2.7
. 10.3M
already in Recurrent Expenses)
Additional Recurrent Expenditure required to 2 OM
operate and maintain new capital assets '
Continuing the Infrastructure Renewal Program 3.6M
to address the backlog '
Total o.f Items to be funded from Recurrent 18.4M
Operations
Shortfall per annum 12.5M

This table shows that there is a current shortfall in our Recurrent Surplus from Operations of
approximately $12.5m.

The target operating surplus (before depreciation, loan interest and excluding capital items) is $18.4M
($5.9M plus $12.5M). This can be achieved by increasing income and/or reducing expenses.

The target operating surplus of $18.4M can be lowered through increasing unfunded liabilities, borrowing,
accepting a lower standard of assets and/or letting assets deteriorate.
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1.8 SCENARIOS PRESENTED IN THE LTFP

The following is an extract from a report to Councillors on ways to address the shortfall of $12.5M. These
are the 3 scenarios which have been included in the LTFP.

The option preferred by the Community Working Group and supported by Council is as follows:

SCENARIO 1

OPTION PREFERRED BY COMMUNITY WORKING GROUP
Initiative Benefit
Increase income through commercial activities or user fees $0.2 million
Service reductions $0.5 million
Achieve further efficiencies in council operations $1 million
Infrastructure deterioration $1.5 million
- Accept some deterioration in roads, footpaths, parks and buildings
Borrowing $1 million

- Borrow $36.5 million for infrastructure backlog rather than spend $3.65
million per year for 10 years, and repay over 30 years. This spreads the
burden of backlog over a longer period, and reduces the impact on current
ratepayers.

- Repayments are $2.65 million per year, so the net benefit per year in the first
ten years is $1 million.

- Over the thirty year period total interest paid is $43 million, an extra $1.43
million per year, and the debt service ratio would increase from 1.6% to 4.3%.

Rate increase $8.3 million

- 4.6% per year for 3 years above the rate cap

- Average residential rate in 2016 $1,297

- Increase above the rate cap by 2016 $157

Total $12.5 million

Alternative options

Whilst the group discussed many different options as they worked towards a preferred one, there are two
that provide a useful comparison in understanding implications of the challenge facing council. These are
no rate increase, or no service reductions, and are detailed below.
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SCENARIO 2
NO RATE INCREASE
Initiative Benefit
Increase income through commercial activities or user fees $0.5 million
As for the preferred option plus:
- Introduce pay for parking in car parks and town centres
Service reductions $4 million
- As for the preferred option plus:
- Close branch libraries
- Close one aquatic centre, either at Canterbury or Roselands
Achieve further efficiencies in council operations $1 million
As for the preferred option.
Infrastructure deterioration ($7 million) $7 million
- Accept serious deterioration in roads, footpaths, parks and buildings, resulting
in major failures and extreme repair costs at some future time.
No borrowing nil
No rate increase nil
Total $12.5 million
SCENARIO 3
NO SERVICE REDUCTIONS
Initiative Benefit
No increases in user fees nil
No service reductions nil
Achieve further efficiencies in council operations $1 million
As for the preferred option.
No infrastructure deterioration nil
No borrowing nil
Rate increase $11.5 million
- 6.3% per year for 3 years above the rate cap
- Average residential rate in 2016 $1,244
- Increase above the rate cap by 2016 $204
Total $12.5 million

It is important to note that the Community Working Group, representative of the Canterbury community,

were not able to support the following aspects of these options:
e Arate increase of more than 4.6%.

e Pay for parking in either car parks or town centres.

e Serious deterioration in infrastructure.

e Closure of libraries or aquatic centres.
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The following table summarises have the identified shortfall is addressed in each of the Scenarios.

Current  Scenariol Scenario  Scenario
2 3

Recurrent Revenue including the 78.4M 86.7M 78.4M 89.9M
Infrastructure Renewal Levy

Recurrent Expenses (excluding loan 72.5M 70.8M 67.0M 71.5M
interest & depreciation)***

Surplus from Recurrent Operations

available to fund the following 5.9M 15.9M 11.4M 18.4M
items:

Acquire New Assets 0.6M 0.6M 0.6M 0.6M
Plant Replacement 0.7M 0.7M 0.7M 0.7M
Repay Loans 1.2M 3.8M 1.2M 1.2M
Fund Asset Renewal Required = 10.3M 8.8M 3.3M 10.3M

$10.3M ($13M less estimate of $2.7

already in Recurrent Expenses)

Additional Recurrent Expenditure 2.0M 2.0M 2.0M 2.0M
required to operate and maintain

new capital assets

Continuing the Infrastructure 3.6M Funded 3.6M 3.6M
Renewal Program to address the from loan

backlog

Total of Items to be funded from 18.4M 15.9M 11.4M 18.4M
Recurrent Operations

Shortfall per annum 12.5M Nil Nil Nil
Surplus from Recurrent Operations 159M 114M 184M
for 10 years

LTFP Model — Surplus Delivered 134M 97M 155M
Difference "M~ 25M 7™ 29M

*** Includes service reductions, productivity savings net of any additional revenue strategies.

AN This difference is the result of:
1. It is estimated that the expenditure savings through service reductions will take 3 years to

implement which delays delivering the surpluses;
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2. The special rate increases are staggered over 3 years which delays delivering the surpluses;
3. The impact of employee costs generally exceeding the rate cap means that is not possible to
maintain the planned level of surpluses;

The shortfall will most likely result in underfunding asset renewal projects and therefore the infrastructure
renewal program will need to continue beyond this ten year financial plan.

1.9 CONCLUSION

This long-term financial plan has been prepared to illustrate Council's capacity to optimally meet our
community's affordable service level preferences and the associated financial implications.

Many of Council's services are asset based. Council, like other local governments, is responsible for
managing a very large stock of assets relative to its annual income level. These assets are typically long-
lived but as they age they require additional maintenance to preserve preferred minimum service levels. At
a particular point in time it is necessary and cost effective that they be replaced. The long-term financial
plan acknowledges the financial projections for future asset maintenance and renewal consistent with that
identified in Council's Asset Management Plan. The current level of confidence in our Asset Management
Plan is considered low as Council is undergoing a program to improve this.

Council has embarked on a strategy to improve its ongoing financial sustainability. This will assist it to be
able to accommodate asset renewal needs as they fall due. The level of surplus funds from recurrent
operations in recent years has been decreasing and this directly impacts our ability to fund asset
maintenance and renewal. Council is proposing to progressively turn this around. The long-term financial
plan projects that over a 10 year period a significant level of funds will be available to fund asset
maintenance and renewal. Whilst it is acknowledged that this level of funding does not match the Asset
Management Plan per se, the long-term financial plan does provide for a comprehensive program of works.
Future revisions of this plan will take into account revisions of the Asset Management Plan and benefit
from improvements in our Asset Management systems and forecasting.

Key measures proposed to help achieve ongoing financial stability are as follows:
e Continuation of the Service Review Program, identifying additional revenue opportunities,
efficiency savings and reviews of services and service levels currently provided;
e Establishment of a Strategic Property Portfolio to generate recurrent income;
¢ Increasing rates revenue (in real terms) each year over the next three years.

In all other material respects, the long-term financial plan accommodates key priority projects and service
levels identified in Council's Strategic Plan.

Council's level of borrowings is currently very low when considered in the context of infrastructure and
other assets for which Council is responsible. Whilst this Long Term Financial Plan does contemplate
borrowing in one scenario for the purpose of reducing the infrastructure backlog more quickly but order to
keeping rate increases as low as possible, council may consider other means of achieving this. Council may
also consider borrowing in order to meet cashflow needs arising from proposed capital works associated
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with provision of new assets and asset renewal. These borrowings will enable Council to cost-effectively
and equitably satisfy community service level preferences.

A sensitivity analysis has been undertaken showing the impact of growth of Council's financial
performance. The results are included in this document and indicate that population growth can adversely
impact on Council's financial position. Again, future revisions of this plan will take into account the effect
of State Government planning policies once they can be more confidently measured.

This Long-Term Financial Plan will be used to model scenarios during the consultation process and will be
updated following a determination by IPART.
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1.10 APPENDIX — SCENARIO 1

OPTION PREFERRED BY COMMUNITY WORKING GROUP

Initiative Benefit
Increase income through commercial activities or user fees $0.2 million
Service reductions $0.5 million
Achieve further efficiencies in council operations S1 million
Infrastructure deterioration $1.5 million

- Accept some deterioration in roads, footpaths, parks and buildings

Borrowing S1 million

- Borrow $36.5 million for infrastructure backlog rather than spend $3.65
million per year for 10 years, and repay over 30 years. This spreads the
burden of backlog over a longer period, and reduces the impact on current
ratepayers.

- Repayments are $2.65 million per year, so the net benefit per year in the
first ten years is S1 million.

- Over the thirty year period total interest paid is $43 million, an extra $1.43
million per year, and the debt service ratio would increase from 1.6% to
4.3%.

Rate increase $8.3 million

- 4.6% per year for 3 years above the rate cap

- Average residential rate in 2016 $1,297

- Increase above the rate cap by 2016 $157

Total $12.5 million

The outcome of this scenario is that we would be financially sustainable with healthy key financial
indicators.

This scenario also results in a debt of $30M remaining after the end of this 10 year plan.
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Recurrent Funding Analysis
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Recurrent Revenue 80.9M 835M 86.3M 86.3M 86.3M 86.3M 86.3M 86.3M 86.3M 86.3M
Recurrent Expenses 72.M  71.6M 713M 71.5M 71.8M 72.M  722M  72.5M  727M  72.9M

Surplus from
Recurrent Operations 8.9M 11.9M 15.M 14.8M 14.5M 14.3M 14.1M 13.8M 13.6M 13.4M 134.3M
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1.11 APPENDIX — SCENARIO 2

NO RATE INCREASE
Initiative Benefit
Increase income through commercial activities or user fees $0.5 million
As for the preferred option plus:
- Introduce pay for parking in car parks and town centres
Service reductions $4 million
- As for the preferred option plus:
- Close branch libraries
- Close one aquatic centre, either at Canterbury or Roselands
Achieve further efficiencies in council operations S1 million
As for the preferred option.
Infrastructure deterioration (57 million) $7 million
- Accept serious deterioration in roads, footpaths, parks and buildings,

resulting in major failures and extreme repair costs at some future time.

No borrowing nil
No rate increase nil
Total $12.5 million

The outcome of this scenario is that we would be financially sustainable with healthy key financial

indicators.

This scenario results in a growing backlog of infrastructure maintenance and renewal and a significant

loss of community services.

Adopted 13 February 2014
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Recurrent Funding Analysis
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Recurrent Revenue 78.4M 78.4M 78.4M 78.4M 78.4M 78.4M 78.4M 78.4M 78.4M 78.4M
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Surplus from
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1.12 APPENDIX — SCENARIO 3

NO SERVICE REDUCTIONS

Initiative Benefit
No increases in user fees nil

No service reductions nil
Achieve further efficiencies in council operations S1 million
As for the preferred option.

No infrastructure deterioration nil

No borrowing nil

Rate increase $11.5 million
- 6.3% per year for 3 years above the rate cap

- Average residential rate in 2016 $1,351

- Increase above the rate cap by 2016 $221

Total $12.5 million

The outcome of this scenario is that we would be financially sustainable with healthy key financial

indicators.

Adopted 13 February 2014
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2014/ | 2015/ | 2016/ | 2017/ | 2018/ | 2019/ | 2020/ | 2021/ | 2022/ | 2023/
15 16 17 18 19 20 21 22 23 24

Recurrent Revenue 81.8M 855M 89.4M 89.4M 89.4M 89.4M 89.4M 89.4M 89.4M  89.4M

Recurrent Expenses 72.2M  72.1M 72.M  722M  725M  72.7M  729M  73.2M  73.4M  73.6M
Surplus from

Recurrent Operations 9.6M 13.4M 174M 17.2M 169M 16.7M 16.5M 16.2M 16.M 15.8M 155.7M

Total
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1.13 APPENDIX — KEY FINANCIAL INDICATOR DESCRIPTIONS

Description

Available Working Funds as a percentage of the Total Revenue
from Continuing Operations.
Working Capital Ratio
A ratio of between 2.5% and 5% is sufficient to fund the day to
day operations of Council

Current Assets less all External Restrictions as a ratio of Current
Liabilities less Specific Purpose Liabilities.

In this model, we have assumed the 75% of all Untaken
Unrestricted Current Ratio | Employee Leave Entitlements and Security Deposits will not be

paid in the next 12 Months.

A ratio in excess of 1.50 : 1 is considered satisfactory

Total debt servicing outlays divided by Recurrent Revenue
excluding specific purpose grants
Net Financial Liabilities Total Liabilities net of Total Financial Assets

Debt Service Ratio

Net Financial Liabilities as a percentage of Recurrent Revenue.
Net Financial Liabilities

Ratio This ratio provides a gauge for the magnitude of unfunded
liabilities.

Unfunded Employee Leave | Total Untaken Employee Leave Entitlements less funds set aside
Provision for this liability
Funds set aside for this liability divided by the Total Untaken
Employee Leave Entitlement

Employee Leave

Entitlement Ratio
A minimum ratio of 15% should be maintained to fund

retirement benefits.

Adopted 13 February 2014



