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Introduction

The preparation of a Long Term Financial Plan (LTFP) is a requirement under the NSW Office of Local
Government’s, Integrated Planning and Reporting Guidelines, 2013.

The LFTP supports Council's Community Strategic Plan and Delivery Program, and forms part of Council’s
Resourcing Strategy, along with Council's Asset Management Plan and Workforce Management Plan. The
LTFP covers the 10 year period commencing 1 July, 2018 with the purpose of making clear the financial direction
of Council, as well as the impact of that direction on achieving priorities set out in the Community Strategic Plan.

This LTFP has been prepared on the basis of Council’s adopted and IPART approved Fit for the Future (FFF)
Roadmap, Council’s Delivery Program and the Draft 2018/2019 Operational Plan and Budget which is the base
year of the LTFP. The future year’s budget allocations in the LTFP are based on a range of forecasted
assumptions used to determine:

e Future revenue and expenditure (Income Statement)

e A projection for a range of key FFF Benchmarks as required under the State Government’s Local
Government FFF Program, and also key Financial Indicators as developed by the NSW Treasury
Corporation (TCorp) review into the Financial Sustainability of NSW Councils (January 2013)

e Balance sheet and Cash Flow statements

The main purpose of the LTFP is to guide and inform decision making in the resourcing of Council’s Service and
Infrastructure Delivery. The LTFP establishes the framework for sound financial decisions and to provide an
insight as to the long term financial sustainability of the Council over the 10 year planning period. In addition to
the presentation of financial results, information is provided in respect of:

Financial planning assumptions used

An analysis of the factors and/or assumptions that are most likely to affect the plan
Methods of monitoring financial performance

Compliance with State Government’s Fit for the Future Performance Benchmarks

Financial planning over a 10-year horizon is difficult and obviously relies on a variety of assumptions that may
be subject to change and revision during this period. The LTFP will therefore be closely monitored, and regularly
revised by Council, to reflect changing circumstances.

The LTFP has been developed with regard to the current operating, political and legislative environment in which
Council operates. Changes in government, and government policy and legislation have the potential to have a
major influence on this LTFP. Should changes eventuate, Council will consider the impact of those changes and
develop further financial models to assist in decision making.

The LTFP will be reviewed and updated annually as part of the development of the annual Operational Plan and
four-year Delivery Program.
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Financial Objectives
In preparing the LTFP, a number of key objectives have been considered. These objectives are:

1. Balanced Budgets

Council has a strong commitment to adopting annually, a “balanced budget” (that is expenditure match
revenues) in the General, Water and Sewerage Funds. Where a small surplus is generated in a Fund, this
amount will be directed towards the Internally Restricted Asset accounts of that Fund to fund future strategic
capital works or service delivery (it is noted that Water and Sewerage and Waste funding can only be utilised
for those purposes and not other activities or works).

This is consistent with Council’s objective to maintain the prudent financial management of its finances, and to
allocate financial surpluses towards key strategic issues and to reduce, where possible, the need to increase
rates above the Rate Peg allowance in the General Fund and to generally limit increases in the Water and
Sewerage Funds to increase in the Consumer Price Index (CPI).

2. Continuous Financial and Operational Improvement

Council has a longstanding commitment to reviewing and reducing its Operating, Service Delivery and
Infrastructure Costs, while maintaining, and where possible, increasing existing “service levels” to meet identified
community needs.

This commitment requires ongoing support towards;

e A general freeze, subject to Asset Management and Risk Management needs, on any non-fixed cost
operational expenditures unless Rate Income, Grants and/or Fees and Charges can support an
increase. Increases in these budgets are only considered after all options have been explored,;

e Evaluation on a periodic basis of Council’s activities, services and infrastructure to ensure these meet
the needs of the community and can be delivered in a financially sustainable way in the short, medium
and long terms;

¢ Toreview Council’s existing capital investment and cost structures in respect of Technology, Plant and
Equipment and Information Management Systems; and

e A continued focus on the delivery of Council’'s core Local Government services and infrastructure,
limiting Council’s financial exposure to non-local government issues.

This Efficiency and Effectiveness Program has:

e identified and put in place a wide range of efficiencies making substantial efficiency gains for the
community. An assessment of Council’s Service and Infrastructure Delivery Benchmarks will show that
Council's operations are efficient and effective, and as noted by TCorp in their 2013 review of Council
that ‘the Council has been well managed over the review period”;

e has reviewed Council’s Fees and Charges and where possible introduced new charges and increased
existing charges, considering the community’s capacity to pay;

e gained a high level of non-recurrent grant funding to assist with the delivery of services and
infrastructure to the community; and

e reviewed Council’s Investments, Council’s Investment performance and its Internally Restricted Assets,
and re-purposed funds Asset Renewal activities.
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3. Achieve & Maintain “Fit for the Future” Status and Benchmarks

The NSW Office of Local Government requires that all NSW Councils meet the Fit for the Future (FFF)
Performance Benchmarks by 30 June, 2020. Council has reviewed its Long Term Financial Plan against these
indicators as part of assessing the long term financial health of the organisation and its capacity to fund the
proposed delivery program.

The implementation of Council’s adopted and IPART approved FFF Roadmap which is supported by this LTFP
ensures that Council meets all of the Fit for the Future performance indicators by 2020.
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Structure of the LTFP

The LTFP consists of four (4) main sections.

Section 1 - Provides a brief introduction to the LTFP, the objectives it aims to meet and the service structure
and costs of Council;

Section 2 - Details the performance measures, being the financial performance indicators as developed by
NSW TCorp, used to assess Council’s long term financial sustainability, details of expenditure and revenue
reviews, service levels/asset management and risk management matters;
Section 3 - Details the financial assumptions used in preparing the LTFP.
Section 4 - Draws conclusions from the financial modeling and presents the LTFP data.
This Section sets out:

o Key financial reports from applying the financial assumptions for the combined General, Water and

Sewer Funds;
e Financial results based on the above reports;
o Key financial reports from applying the financial assumptions for the General Fund only;

¢ Financial results based on the above reports; and
e Sensitivity analysis.

Section 5 — Provides financial reports by Function and Sub-function.
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SECTION 1

Current Financial and Operational Position of Council

Council has on a continuing basis operated from a sound financial position achieved on a continuing basis by
maintaining strict control over Council’'s incomes and expenditures. It is, however, becoming increasing difficult to
match Council’s revenues and expenditures, with expenditures now outgrowing revenues.

The audited annual financial statements for 2016/2017 reported that Council’s total Operating Income was
$41.0M, which included $1.6M of grants and contributions provided for capital purposes.

Figure 1.
Major Sources of Income 2016-2017
$000

© INTEREST & * QTHER USER CHARGES RATES & * GRANTS & < GRANTS &
INVESTMENT REVENUES & FEES ANNUAL CHARGES CONTRIBUTIONS CONTRIBUTIONS
REVENUE Capital Purposes Operating Purposes
TOTAL $41,009

The audited annual financial statements for 2016/2017 reported that Council's operating expenditure was
$32.7M while capital expenditure totaled $13.6M.

Figure 2:
Operating Expenditure 2016-2017
$000

V4

MATERIALS & BORROWING  OTHER EMPLOYEE NET LOSSES DEPRECIATION &
CONTRACTS COSTS EXPENSES BENEFITS & FROM DISPOSAL AMORTISATION
ON-COSTS OF ASSETS
TOTAL $32,703

This saw Council record a net operating surplus for 2016/2017 of $8.3M and a net operating surplus before
capital grants and contributions of $6.7M. This operating surplus was allocated in its entirety and is required on
a recurrent basis, to fund Asset renewals and upgrades.
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The audited annual financial statements for 2016/2017 reported that Council’'s Combined Fund held total cash
and investments of $57.174M. As advised to Council on a continuing basis, and as noted by Council’s external
auditor, significant restrictions exist over Council’s funds and the expenditure of those funds. The following is

advised:

LOCAL GOVERNMENT ACT 1993 - SECT 409

(1)
(2)
3)

All money and property received by a council must be held in the Council’s Consolidated Fund unless
it is required to be held in the Council’s Trust Fund.

Money and property held in the council’s Consolidated Fund may be applied towards any purpose
allowed by this or any other Act.

However:

(a) money that has been received as a result of the levying of a special rate or charge may not be
used otherwise than for the purpose for which the rate or charge was levied, (ie WATER,
SEWERAGE AND WASTE) and

(b) money that is subject to the provisions of this or any other Act (being provisions that state that the
money may be used only for a specific purpose) may be used only for that purpose, and

(c) money that has been received from the Government or from a public authority by way of a specific
purpose advance or grant may not, except with the consent of the Government or public authority,
be used otherwise than for that specific purpose.

To assist in understanding Council’s actual available Cash Position, the following table represents a dissection

of Council’s audited Investment Portfolio as at 30 June, 2017:

L

TOTAL AUDITED INVESTMENTS 30 JUNE 2017 $000

as per Note 6 57,174

LESS EXTERNALLY RESTRICTED ASSETS
Water Funds Note 6¢ 7,677
Sewer Funds Note 6¢ 6,520
Unexpended Sewerage Loan Funds 635
Waste Management Funds (Includes Unspent loan funds) 3,295
Grants & Contributions, Bonds & Securities Note 6¢ 6,037
Accounts Payable Note 10a 2,377
Rewotes for Works in Progress as at 30 June 2017 7,970
sub-total - Externally Restricted Assets 34,511

LESS INTERNALLY RESTRICTED ASSETS
Plant Replacement (Funded from Depreciation) 4,246
Building Renewals (Funded from Depreciaiton) 2,766
Industrial Development (Riffle Range Road subdivision costs) 1,149
Econmic Development/Growth Assets 2 500
(Highway Intersections / and Chester Street Upgrades) ’
ELE, Workers Compensation, Insurance 2,250
Inverell Pool Redevelopment 2,590
Computer Systems Renewals/Upgrades 1,107
Other (Land, Industrial Dev, SES etc) 2,471
sub-total - Internally Restricted Assets 19,079

LESS PROVISIONS -

NET CASHFLOW/WORKING CAPITAL 3,584

Council carries a significant quantum of cash and investments on a continuing basis. There is a view that
Council should be spending all of these funds prior to Council seeking any increase in its revenues. A review
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of the above table clearly shows that while Council held $57.174M in cash and investments at 30 June, 2017
(the last audited result), the large majority of these funds were restricted, either externally or internally by
legislation or otherwise, as to the purpose for which they can be used. It is noted that Water, Sewerage and
Waste Funds cannot be utilised for any other purpose and that grants funds held, but as yet unspent, can
only ever be utilised for the purpose of the grant. As shown in the above table, after all adjustments have
been made for the Internal and External Restrictions, only limited funds remain, with the majority of these
being held to fund Council’s working capital/cashflow needs.

Matters impacting Council’s current and estimated future Financial Position:

The following matters are highlighted as impacting Council’s financial position and its short, medium and long-
term sustainability, and its ability to deliver the required services and infrastructure for the Inverell Shire
community to be a strong, resilient, healthy and growing regional community:

A. Increases in Council Costs above the annual rate peg — The McKell Institute Report - September,
2016 states that local government expenditure has increased 7.3% per annum for the past 20 years
(146% cumulative). The average Rate Peg over the same period has been only 2.94% per annum
(58.8% cumulative) - Difference 87.2%

The McKell Institute recommend that “Rate Pegging be abandoned as a matter of priority and recognise
that it is unreasonable to believe that the solution is larger intergovernmental grants as other level of
Government struggle with their own funding issues. The report finds that the taxation limits (i.e. rate
capping) which now operate in New South Wales and Victoria have a number of harmful effects, as they
lower levels of efficiency, lower rates of infrastructure renewals, increase debt and increase levels of
inter-jurisdictional inequity”.

The IPART approved Rate Peg for 2018/2019 is only 2.3%.

The IPART determined Rate Peg - Local Government Cost Index (LGCI) calculation (2010)
disadvantages Rural Council’s that have a substantial Road Network and a low Population
Density. Inverell, being a Group 11 Council, has a population density of 2 people per square km being
50% of the Group 11 average of 4, Council has 2,134 km of roads being 47% more roads than the
Group 11 Council average of 1,451 km (has been partly addressed in 2017/2018 LGCI — Asset Renewal
for roads etc now 19.6% of the index, has been only 13.7% of the Index since 2010).

B. The 2016/2017, 2017/2018 and 2018/2019 IPART Rate Peg do not reference the NSW Local
Government State Award Increases. IPART provides for a 2.4% increase in employee costs based
on the NSW ABS wage price index, contributing 41.8% of the index. The Local Government State Award
increase for 2018/2019 is 2.8%, meaning that IPART Rate Peg calculation has deprived Council of $21K
in income. This is an ongoing issue for 2018/2019 and beyond.

C. Freeze on the indexation of Council’s Finance and Assistance Grants (FAGs) — the Federal
Government 3-year freeze on the indexation of Council’s FAGs Grants was implemented in 2014/2015.
The cost to the 2016/2017 Budget is $436K. This is an annual ongoing cost to Council’s annual budgets.
The cumulative cost to the end of 2016/2017 will be $891K. The national total is $1B.

D. Reduction in Interest on Investment Income - flowing from record low interest rates and the draw-
down of Council’'s Investments for the Special FFF Rural Roads Asset Renewal Programs and other
infrastructure programs. The Interest Budget has reduced to $907K in 2018/2019 (General Fund) a
$500K reduction on previous years. The interest income funds a portion of the Works Budget.

E. Council’s decision in 1987 not to take the 3.0% Rate Peg - Council following the 1987 Council
election where the newly formed Inverell Ratepayers Association gained control of the Council, declined
to take the 3.0% Rate Peg, during a time of high inflation. This decision has cost Council $9.0M in
foregone Rate Revenue since 1987. The Office of Local Government in their 1992 review of Council,
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were highly critical of this decision by the then Council. This 1987 decision will cost Council $536K in
foregone rate income in 2018/2019.

F. Cost Shifting from the State and Federal Government as advised by Local Government NSW, is
now estimated to be costing Council $1.6M p.a. or 6% of its total revenue.

G. Pensioner Rate Rebates - It is noted that over a number of years the eligibility requirements for access
to Pensioner Rate Rebates have also been changed by the Federal Government increasing the number
of eligible ratepayers. This has come at a cost to Council with Pensioner Rebates now costing the
General Fund $200K per annum after the State Government subsidy, or 1.9% of Council’'s General Rate
income.

Inverell Shire Council - Long Term Financial Plan 11






SECTION 2

Performance Measures

To assess Council’'s long term financial sustainability, Council will, in addition to the required NSW
Government FFF Benchmarks, utilise the NSW TCorp Financial Performance Indicators developed for NSW
Councils. These indicators provide a benchmark for Council’'s performance that compliment the FFF
Benchmarks. The indicators to be measured are detailed in the table below:

Calculation What is being measured Sustainable
Target

Operating
Performance

Own Source
Operating Revenue

Buildings and
Infrastructure Asset
Renewal Ratio

Infrastructure
Backlog Ratio

Asset Maintenance
Ratio

Debt Service Ratio

Real Operating
expenditure per
capita

Debt Service Cover
Ratio

Cash Expense Cover
Ratio

Total operating revenue (excluding
capital grants and contributions) less
total operating expenditure divided by
continuing operating revenue

Total continuing operating revenue
(excluding capital grants and
contributions) divided by continuing
operating revenue

Asset renewal expenditure divided by
depreciation

Estimated cost to bring assets

to a satisfactory condition divided by
total value of infrastructure, building
and other structures

Actual asset maintenance divided by
required asset maintenance

Interest divided by operating revenue

Operating expenditure divided by
population

Operating result before capital
(excluding Interest & depreciation)
divided by Principal & Interest
Repayments

Cash and Cash equivalents divided
by Total expense (less deprecation &
interest costs) multiplied by 12

Does the Council have a
balanced budget?

Indicates the level of
Council’s self-sufficiency.

Is asset renewal
expenditure sufficient to
maintain assets in the long-
term?

Is the asset backlog
manageable?

Are the assets being
adequately maintained?

Indicates whether Council
has excessive debt
servicing costs relative to
operating revenue

Operating efficiency of the
Council

Measure of the cash flow
available to pay current
debt obligations

Indicates the number of
months Council can pay for
its operations without
additional cash flow

Greater than
Zero

>60%

Greater than
100%

Less than
2%

Greater than
or equal to
100%

Greater than
0% and less
than or equal
to 20%

Declining
trend over
time

Greater than
2

Greater than
3 months

Council, as part of its financial reporting obligations, prepares a number of performance indicators based on its
audited annual financial statements. The results of these calculations for 2016/17 financial year are listed below:
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Debt Service Cover Ratio

Purpose of debt
service cover ratio

Commentary on 2016/17 result

2016/17 ratio 19.29x

This ratio measures
the availability of
operating cash to

service debt including
interest, principal and
lease payments

The debt service cover ratio of 19.29 times
indicates that Council has $19.29 before interest
and depreciation to pay each $1.00 of interest
and principal repayments on current
borrow ings. Council's ability to generate
sufficient cash to cover its debt payment is
sound and in excess of the Tcorp benchmark of
2.0 times

4. Debt service cover ratio
30.0
25.0 1 —— .
< 20.0 1
Py B
E 15.0
25.3 4.
10.0 A 9.3
6.
5.0 1
& =
0.0 T T T
2014 2015 2016 2017
Benchmark: _— Minimum >=2.00

Source for benchmark: Code of Accounting Practice and Financial Reporting #25

Own Source Operating Revenue Ratio

Ratio achieves benchmark
Ratio is outside benchmark

Purpose of own
source operating
revenue ratio

Commentary on 2016/17 result

2016/17 ratio  61.28%

This ratio measures
fiscal flexibility. It is
the degree of
reliance on external
funding sources
such as operating
grants and
contributions.

Council's Ow n Source Operating Revenue Ratio
has remained above the Tcorp benchmark of
greater than 60% over the last three years. The
"Fit for Future" benchmark is that Councils
should have Ow n Source Operating Revenue of
greater than 60% over a three year average
w hich Council has achieved for the Combined
Fund.

2.0wn source operating revenue ratio
80% L : ; .
70008 e
60% - | l -— F —
(=]
S 50% A
2
-
S 40%
AT '5°k/° 62.83% 62.51% .28L/o
20% 1
10% A
0% T T T
2014 2015 2016 2017
Benchmark: _— Minimum >=60.00%

Source for benchmark: Code of Accounting Practice and Financial Reporting #25

Operating Performance Ratio

Ratio achieves benchmark
Ratio is outside benchmark

i i Commentary on 2016/17 result
1. Operating performance ratio Purpose of y
25% operating
performance ratio 2016/17 ratio  20.36%
20% A § - —Z : -
This ratio indicates that Councils operating
° revenue, excluding capital grants and
2 0, . . .. .
o 15% A ; . contributions are sufficient to cover operating
k-] This ratio measures ) A .
K] Council's expenditures. The Tcorp benchmark for this ratio
10% A oo/i . is to have a result of better than -4% each year.
© 99 achievement of . i
O —— The "Fit for Future" benchmark is break even or
expendit?Jrepw ithing better over a three year period w hich Council
0 B
5% . has achieved for the Combined Fund. It is noted
% operating revenue. .
F%I that if you remove the 2017-2018 advance
0% T T T payment of the Financial Assistances Grant the
2014 2015 2016 2017 Ratio decrease to 14%
Benchmark: R — Minimum >=0.00%

Source for benchmark: Code of Accounting Practice and Financial Reporting #25
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Cash Expense Cover Ratio

6. Cash expense cover ratio Purpose of cash

30.0 % . - : expense cover
ratio

Commentary on 2016/17 result

2016/17 ratio  25.14 mths

|
-

As indicated w ith a ratio of 25.14 months

;“T 2001 py This liquidity ratio Councils ability to continue paying for its

:é: Vit indicates the number immediate expenses w ithout additional cash

o 4 of months a Council inflow is sound and exceeds the Tcorp

§ oA o L o 4'T fs can continue paying benchmark of 2 months.

¢ ' for its immediate Excluding the advance payment
expenses w ithout It is noted that if you remove the 2017-2018
A r : : kS A additional cash advance payment of the Financial Assistances
< . : . inflow . Grant from investments the Ratio decrease to
2014 2015 2016 2017 23.9 mihs
Benchmark: _— Minimum >=3.00

Source for benchmark: Code of Accounting Practice and Financial Reporting #25

Building & Infrastructure Asset Renewal Ratio

Ratio achieves benchmark
Ratio is outside benchmark

1. Infrastructure renewals ratio Commentary on 2016/17res ult
Purpose of asset
250% . : L ; renewals ratio 2016/17 Ratio 192.22%
200% A
< Council has achieved this "fit for the future"
o 150% 1 T SRS elarsiat benchmark of greater than 100% average
E=} w hich these assets g "
S a . over three years. Council "fit for the future
100% 1 6 2 are being renew ed :
) Roadmap has allocated a Special Road
% relative to the rate at R | Funding in 2015-2017 of $6M
50% T 6 3 which they are 'enewa unding in - 0 to
depreciating increase assetrenewals and to reduce
0% \ Councils Infrastructure Backlog.
2014 2015 2016 2017
Benchmark: _— 100.00%

Source for benchmark: Code of Accounting Practice and Financial Reporting #25

Infrastructure Backlog Ratio

Ratio achieves benchmark
Ratio is outside benchmark

2. Infrastructure backlog ratio Purpose of REURREIDT Y on ZUIDIREEE L
o infrastructure
. ; ; 1 . "
0% backlog ratio 2016/17 Ratio  1.10%
6.0% -
8 5.0% 1 e Council completed an independent review
© 4.0% 1 Thh'f ratio S?OW; ofits Road Infrastructure Asset Class in
E 3.0% { 4-29  — 2015. The results of this review have been
y backlog is against . . .
2.0% - N h Lval utilised to determine Council's actual
X6 R L R alaster Infrastructure Backlog and to inform
1.0% A of a Council's e 9 .
AN I l I I l | I rESiUETE. CgunC|Is fit for the future roadmap . The
e J ) J "fit for the future” benchmark is less 2%
2014 2015 2016 2017
Benchmark: _— 2.00%

Source for benchmark: Code of Accounting Practice and Financial Reporting #25
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Asset Maintenance Ratio

3 JAsset mantenancelratio Commentary on 2016/17 result

Purpose of asset

1.20 i : : : maintenance ratio 2016/17 Ratio  1.06 x

1.00 + —
< 0.80 A RS actual vs. Council's Asset Maintenance Ratio of 1.06
< required annual asset

; . xis marginally higher than the "fit for the
g L.03 h.o1 h.03 L.06 r;i:\ini%ciiai;fgg future" t.)en'chnjark of greater than 1.00x,
0.40 - e e ting wh|ch indicates that t‘he level of
0.20 - enough funds to stop . expendlture.on thg malntenance of
the infrastructure infrastructure is sufficient to prevent the

0.00 T T T . .
; infrastructure backlog from growin
2014 2015 2016 2017 stash i Ll g from growing

10

Rat

Ratio achieves benchmark

Benchmark: 100
Ratio is outside benchmark

Source for benchmark: Code of Accounting Practice and Financial Reporting #25

Projections of the above indicators for the 10-year LTFP have been provided in Section 4 below.

Service Levels and Existing Infrastructure Assets

Council’s future financial position has been forecast on the basis of a continuance of ‘normal” operations’. This
is difficult to define but can be regarded as the provision of services to the community at levels of service that
they have come to expect on a regular basis. Levels of service however may not remain the same given changes
in community expectations in future years of the plan.

Council’s existing infrastructure assets are generally in good condition, and Council is in a position whereby it
can maintain the current levels of service and budget allocation towards asset maintenance and renewal
expenditure. Service levels for asset-based classes are of particular importance to Council’s long-term planning.
These service levels are discussed in more detail within Council’s Asset Management Strategy.

Risk Management

Council considered ‘Risk Management’ and ‘Risk Mitigation’ issues in the preparation of the FFF Roadmap and
Long Term Financial Plan (LTFP) in respect of Council’s service levels. These two matters were the major
factors in Council not seeking to reduce services levels in preparing this LTFP.

While it may in theory be easy to say that Council can reduce service levels, for example the frequency of
grading on gravel roads, the failure to adequately maintain these Assets exposes Council, its staff and the
community to significant public safety and insurance risks.

Council also needs to consider that not providing adequate funding for Asset Maintenance and Renewal also
exposes Council to significant financial risk. It is a known fact that failing to maintain Assets to a sound functional
standard results in faster Asset deterioration substantially increasing Asset Renewal costs as “asset useful lives”
are shortened. For example, failing to reseal bitumen roads in an appropriate timeframe leads to water ingress
and rapid road pavement failure resulting in higher annual Road Renewal/Rehabilitation Costs. A poorly
maintained roads useful life can be half that of an appropriately maintained road.
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SECTION 3
Financial Assumptions

The model has been prepared at the lowest accounting level within the Council's general ledger system. At this
level, certain accounts were coded for manual adjustment rather than global percentage increases. For
example, Council election expenses are larger in the year of election compared with the other years and as
such a budget allocation is made in the election year. It is therefore not possible to simply multiply the previous
year's base by a percentage and achieve the same outcomes as presented.

A number of assumptions have been made for the indexation of the various revenue and expenditure items that
form Council's budget. These assumptions are outlined below.

Revenue Assumptions

The below chart represents Council’s budgeted revenue for the 2018/19 financial year displayed as a
percentage.

1.8%

M Rates & Annual Charges
M User Charges & Fees
W Interest & Investment Revenue

. W Other Revenue

1.3% §
3.1% § ™ Grants & Contributions provided
for operating purposes

Net Gain/Loss on Disposal of
Assets

The above results are based on the following key revenue assumptions:

Rates and Annual Charges — the approved rate peg increase for 2018/2019 as set by IPART is 7.25%
(including Councils Special Rate Variation) which has been applied to the calculations of rates income. Council
has also applied a 7.25% rate peg for 2019/2020 being the final year of the three-year special rate variation
program, and then 2.5% each year for the remainder of the LTFP, being the indicative increase advised by IPART.

Growth in rateable properties has slowed considerably since 2008/09 due to the impact of the Global Financial
Crisis. There has been little developer activity in the local area that would indicate that there will be significant
growth in new ratable properties in the foreseeable future and a significant number of subdivisions already exist
which can service growth needs. Any growth in ratable property numbers will also be largely offset by an
equivalent increase in Council’s costs. As such no allowance has been made for a net gain in revenues flowing
from growth in ratable properties in the financial modeling.

Annual Charges have been projected to increase by the following amounts in 2018/2019:

e Sewer 0%
e Water 0%
e Stormwater 0% (set by State Government)

For 2019/2020 the above annual charges have been projected to increase on average by a maximum of 3%.
From 2020/2021 on, these annual charges have been projected to increase on average by 2.5%.

User Charges & Fees and Charges - These revenues for the next 12 months are detailed in Council's Fees

and Charges Schedule and Statement of Revenue Policy, which form part of Council's Operational Plan and
Budget. This model generally provides for a small 2.5% increase per annum for these revenue sources across

Inverell Shire Council - Long Term Financial Plan 18



the life of the LTFP. It is noted that regulatory fees and charges have shown little movement over the last 10
years, being set by State Government, while discretionary fees represent a small component of total revenue.

Interest on Investments — This model assumes that Council will continue to have a level of invested funds
similar to that currently under investment. It is anticipated that there will be little to no growth in interest
income across the 10 years of the LTFP due to a slow rise in interest rates and no growth over time in the
guantum of invested funds. Itis noted that 10 year borrowing rates currently closely approximate short-term rates.

Other Revenues — Miscellaneous revenue is obtained from a variety of sources including insurance
recoveries, infringement notices, parking fines, legal costs, property rentals etc. It is anticipated that other
revenues will be maintained at current levels with no adjustments in future years.

General and Specific Purpose Operating Grants - These grants represent a significant proportion of
Council's operating revenue. They include the Financial Assistance Grant from the Federal Government which
is affected by movements in the Consumer Price Index and estimated resident population.

This model forecasts that Council will continue to receive a similar level of grant income to that which presently
applies. This model generally provides for a 2.5% increase per annum for these revenue sources across the life
of the LTFP.

Council has also increased some operational grants on a case by case basis where the continuation of funding
is highly likely.

Expenditure Assumptions

The below chart represents Council’s budgeted expenditure (excluding capital expenditure) for the 2018/19
financial year displayed as a percentage.

® Employee Benefits & On Costs
® Borrowing Costs

Materials & Contracts
W Depreciation

m Other Expenses

0.5%

The above results are based on the following key expenditure assumptions:

Employee Benefits & On-costs - Employee costs for 2018/19 and future years have been indexed to take
into account anticipated Local Government Award movements and Salary System Performance Review
progressions. The LTFP reflects an annualised wage increase of 2.8% for the life of the LTFP.

It is noted that Council makes an annual allocation for staff progression within the Salary System as a result of
employee performance reviews. However, an increasing number of staff are reaching the maximum salary
system level (topping out) for their position and will no longer be entitled to any further increase in salary other
than those imposed by the Local Government Award. As such, no increase has been allowed for staff
movements with the salary system for the life of the LTFP.

This model is based on the current staff structure, however only reflects those positions that have actually
been filled or approved for recruitment.

Council's commitment to meet its Superannuation obligations was to increase from 1 July, 2013 following the
previous Federal Government's decision to increase the superannuation guarantee from 9% to 12% by
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2019/20. However, the 2014/2015 Federal Budget froze those increases. The current requirements see
superannuation paid at a rate of 9.5% until 1 July, 2021 at which time it will increase by 0.5% per year until
it reaches 12%.

Council has also reviewed its commitment for those staff who are members of the Local Government
Retirement Superannuation Scheme - a defined benefits scheme. This has led to a reduction in the overall
superannuation cost as older staff retire and the commitment by Council to this scheme falls away and new
staff are engaged under the current 9.5% arrangements.

Borrowings — Council’s current borrowing strategy to date has been to borrow for ten years at a fixed rate of
interest repaying principal and interest. This has enabled a degree of certainty regarding the expected
repayments over the ensuing ten years.

It has been Council’s established practice to use loan funds to assist in funding significant capital projects which
will benefit future generations or to acquire assets that are income producing or assets that hold strategic value.
The beneficiaries of these future projects will assist in their funding as their rates will be applied in part to
repaying the loans.

No provision for the movement in Loan Interest Rate has been provided for within the life of the LTFP as all of
the above loans are fixed interest loans.

This model provides for one additional loan borrowing during 2020/2021 at 4.5% for the proposed Inverell
Swimming Pool refurbishment.

Materials & Contracts — This is one of the largest items on Council’s Income Statement. It covers all materials
used in operational activities along with major ongoing operational contracts such as the cleaning contracts.

Budgets in the operational plan reflect all known information in relation to materials & contracts and the LTFP
assumes a 2.5% increase in these expenses across the life of the LTFP from 2017/2018. Actual cost increases
may in fact be greater than the inflation index.

Depreciation & Amortisation — Council has completed the process of valuing all of its assets classed at “Fair
Value” and is now on the “Re-valuation Cycle”, where Asset values are reassessed on a regular basis.

It is recognised that the depreciation expense will change over the life of this LTFP. Proposed changes to
accounting standards, valuation and depreciation methods are likely to impact on the current estimate of
depreciation across the term of the LTFP. Given the level of uncertainty that exists as a result of these
proposed changes and the ongoing work being undertaken by Council to increase the accuracy and reliability
of its recorded asset data on which depreciation is calculated, only a small increase in depreciation charge has
been included across the life of the LTFP.

Other Expenses — This category includes a number of expense items including electricity costs, water and
sewerage charges, waste charges etc. In general, the LTFP provides for increases in known fixed costs during
2018/2019 and nominal increases for other items. The LTFP then provides that these expenses will increase
each year by 2.5% from 2019/20 (in line with the IPART Rate Peg estimate advice).

No allowance has been made within the LTFP for any new charges in relation to an emissions trading scheme
or carbon tax.

Capital Expenditure - This represents expenditure towards both the creation of new infrastructure assets and
the renewal of existing assets (i.e. roads, drainage, footpaths and sportsgrounds). This expenditure category
also includes capital purchases (i.e. Information technology, fleet and plant assets).

Council’s capital works program for 2018/19 totaled $12.24M which is funded by rates, grants, restricted asset
funding and/or a current year operational surplus. Consistent with the 2018/19 capital works allocation, the future
years of this Plan have been predicated on providing an equivalent level of capital expenditure.

In 2020/21 a provision for the proposed Inverell Swimming Pool Development has been included.

The capital works program prioritises projects based on asset condition, risk and community need. Over shorter

periods, some areas of the shire may require more capital works than others to reflect short term needs and
opportunities. Council’s 10-year capital works budget is presented below.
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SECTION 4
Financial Position

The following pages of this document provide an Income Statement, Balance Sheet and Cash Flow Statement
and Financial Indicators for Councils Combined Funds (General Water and Sewer) and the General Fund only.
The financial predictions are based on the key financial assumptions outlined above.
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Key Financial Reports from Applying the Financial Assumptions for the

Combined General, Water and Sewer Funds

Income Statement
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Balance Sheet

0€6'02L 6ST'9TL S9S'TTL Sv6'90L 0SY'20L 620869 559'€69 169'689 G8v'G89 Lv2'189 985229 9v8'v.9 ALINO3 V101l

0 0 0 0 0 0 0 0 0 0 0 0 1sas@1ul Aunba Auou
0€6'02L 6ST'OTL G9S'TTL Sv6'90L 0Sv'20L 620869 §G9'€69 169'689 §8v'G89 1v2'189 9e5'229 9v8'v.9 1sasaiul Aunba j1ounod
29v'v9T 297'v9T 29v'v9T 29v'v9T 297'v9T 29v'v9T 29v'v9T 29v'v9T 29v'v9T 29v'v9T 29v'v9T 297'v9T Sanasay uonenfenay
89v'95S 169'TSS €0T'LVS €8Y'2rS 886'L€S LT9'EES €6T'62S GET'SeS €20'T¢S G8L'9TS ¥L0'€TS ¥8€'0TS sbuiures paurelay
ALINO3
0€6°02L 6ST'9TL GO9S TTL Gv6'90L 0S¥ '20L 6.0'869 GG9'€69 169689 G8Y'G89 1v2'189 9€G'2/9 9v8'7.9 S13SSV 13N
6vv'8 €0L'8 €56'8 92’6 §90'0T €vL'0T 065'TT 69T LTIE'TT G/6'TT 109'CT STZ'ET FEIRIEX RN
1022 S6EC §85°C TLLT 08T'€ GGL'E TLEY 8ST'S 816'C 99/ 99€'S Tv6'S S3ILITIEVIT LNIHEND - NON TVL1O0L!
108'T T08'T T08'T T08'T T08'T 108'T 108'T 108'T 108'T 108'T T08'T T08'T suoisnold
ooy 65 v8L 1.6 6LE'T ¥S6'T 0.5'C LSE'E LIT'2 G96'C G9G'E ovT'y sbuimonog
0 0 0 0 0 0 0 0 0 0 0 0 sajgehed
S3ILIT1EVIT LNIHEND - NON
8vC'9 80€'9 89€'9 ¥59'9 588'9 886'9 6TC'L TTE'L 6€€'L 602'L we'L VT, S3ILITIEVIT INIHEND TV.LOL
ey veT'y veT'y veCT'y veT'y ey ey ey ey ey veZ'y €'y suoisnoid
v6T 06T 981 80Y 9.5 LT9 8L 618 88/ 009 G/S 255 sbuimoniog
028'T v88'T 8v6'T 210 §.0'C LET'T 86TC 8G2'C LTE'C GLE'C 2ev'e 88v'C sa|gehed
SAILITIEYIT INIHHEND
SAILIgvIn
6.£'62L 298'v2L 815'02L TLE'OTL STS'CTL 228'80L Sve'soL 99T'20L 208969 222'€69 £T'069 T90'889 S13SSVY 1V101l
2LL'SL9 856'029 2T€E'L99 659'299 882659 198'359 056'TS9 ¥€0'059 0ES'6€9 €5L'V€9 1S2'0€9 §G€'/29 S13SSY LNIHYND - NON TVLOL
seL'T seL'e szL'T szL'T szL'T seL'T seL'T seL'T SzL'e SeL'e SeL'e SzL'e Auadoid swisanul
878299 ¥20'799 8.£'099 S0.'959 ¥2E'€S9 £68'679 996'GY9 0v0'v¥9 925'€€9 6€L'629 €€2'929 TZE'€C9 juawdinb3 pue jue|d ‘Auadoid ‘ainjoniseyu)
66T 602 612 622 6€2 (514 652 692 6.2 682 66¢ 60€ So|geAIRdYy
000°S 000't 000't 000°€ 000°€ 000°€ 000t 000°€ 000°€ 0002 000'T 000'T SjuBWISANU|
S13SSV LNIHYND - NON
109°€S ] 96T'€S CTILES 122°€S GG6'2S G6¢'€S ZET'2S 2LTLS 69v'85 988'65 90209 S13SSVY LNIFYHND TVLOL
187 8Y 87 87 87 87 87 187 187 187 187 187 a[es 1o} pjay Se payIsse|d S1asse Jualnd-UoN
v6T V6T v6T v6T v6T v6T v6T v6T v6T v6T 6T ¥6T Jsu10
605 605 605 605 605 605 605 605 605 605 605 605 SelojuaAU|
8SY'e 8hv'e 8EY'E 8zr'e 8TY'e 80v'E 86€'€ 88e'e 8.E'€ 89€'E 8se'e 8ve'e So|geAIRIY
00S'Sy 000'9Y 00S'Gy 000°9Y 00S'Sy 00S'G 000°9Y 00S 'ty 0056 000'TS 000'€S 000'€S SjuBWISANU|
Sov'e zLe'e v.0'€ 00T'E Ser'e €98'C €TL°C 090°€ ote'e LT6'C ve'e VLT'E siuafeninb3 yseo pue yseo
S13SSVY INIFHIND
S13SSV

000.$ 000.$ 000.$ 000.$ 000.$ 000.$ 000.$ 000.$ 000.$ 000.$ 000.$ 000.$
8202 1202 9202 S202 v202 €202 (4404 1202 0202 6T0C 8T0C 1702
palewnsy palewnsy parewnsy parewnsy parewnsy palewnsgy palrewnsgy palrewnsgy palrewnsgy palrewnsgy palrewnsgy |enioy
paupny

25

Inverell Shire Council - Long Term Financial Plan



Cash Flow Statement
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| Performance Indicators
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Financial Results — Combined Funds (General, Water and Sewer)

The Income Statement result over the 10 year period predicts a surplus for both the Net Operating Result and
the Net Operating Result before Grants and Contributions provided for Capital Purposes. These results are
within acceptable financial sustainability levels but must be considered in context of moderate increases to
operational expenses and revenue. Any variation to these moderate increases and/or changes to the ‘normal
operations’ level of service may impact on the surplus forecasted.

The Balance Sheet result over the 10 year period for the Combined Fund maintains equity, liabilities and non
current assets within acceptable levels. The level of cash and cash equivalents decrease over the period of the
LTFP which is a direct result of the large capital expenditure on Council’s Road Infrastructure Backlog and the
Inverell Pool Redevelopment.

The Cash Flow Statement is within acceptable levels and shows a small increase in cash levels over the life
of the LTFP.

In addition to the key financial statement reports above, Council compares itself to the NSW TCorp Financial
Performance Indicators. Council, as shown above, meets all of the FFF Benchmarks. It is mandatory that
Council achieves the Benchmarks by 2020 to be Fit for the Future.
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Balance Sheet
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Cash Flow Statement
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Financial Performance Indicators
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Financial Results — General Fund

The Income Statement result over the 10-year period predicts a surplus for both the Net Operating Result and the
Net Operating Result before grants and contributions provided for Capital Purposes.

The Balance Sheet result over the 10-year period maintains equity, liabilities and non-current assets within
acceptable levels.

The Cash Flow Statement is within acceptable levels and sees an overall increase in the cash level reported at
the end of the LTFP period. The large majority of this increase, however, is in Restricted Funds as shown in the
Income Statement, specifically in funds held for Heavy and Light Plant replacement in future periods.

In addition to the key financial statement reports above, Council compares itself to the NSW TCorp Financial

Performance Indicators. Council, as shown above, meets all of the FFF Benchmarks. It is mandatory that Council
achieves the benchmarks by 2020 to be Fit for the Future.
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Sensitivity Analysis

Long Term Financial Plans contain a range of assumptions, including assumptions about interest rates and the
potential effect of inflation on revenues and expenditure. Some of these assumptions have a relatively limited
impact, while others can have a major impact on future financial plans. If the assumptions above are found to
require update due to unforeseen events, it will be necessary for Council to reconsider current strategies on
expenditure and revenue and realign the LTFP to fund any changes in costs or revenues.

1. Rates and Annual Charges

At the present time, based on IPART advice, the growth in rate revenue from 2020/2021 is projected to
increase at the rate of 2.5% per annum. It should be noted that the 2.3% 'rate peg' as announced by the
IPART for 2018/2019 did not however match this estimate.

By way of example, each 1.0% of Rate Reg below the estimate equates to approximately $117K per
annum, or $1.17M over the life of the LTFP.

2. Grants and Contributions for Operating Purposes

Grants and Contributions for Operating Purposes are a significant revenue component of the annual
budget totaling $9,049K in 2018/2019. Council’s LTFP provides for a 2 — 2.5% increase in these
operating grants over the life of the plan.

While these grants have historically increased by CPI each year, the Federal Government’s freeze
on the Finance and Assistance Grants in 2014-2017 now costs Council $436K per year and
compounding.

By way of example, each 0.5% of indexation below the estimated 2% equates to approximately $45K
per annum, or $450K over the life of the LTFP.

3. Employee Costs

Employee costs are a significant component of the annual budget and these costs are highly sensitive
to changes in rates of pay through Local Government State Award negotiations. Council’'s LTFP
provides for a 2.8% per annum wage increase over the life of the LTFP. This increase represents the
industry average of recent wage increases. It is noted that a new award will commence from
2020/2021 financial year. Should the negotiated wage increase exceed our estimate in future years,
it will be necessary to revise this major driver in the LTFP.

By way of example, each 0.5% of additional wage increase above the estimate equates to
approximately $68K per annum, or $680K over the life of the LTFP.

4. |Interest Revenue
Interest from Investment remain static over the life of this plan due to the consistent level of investments
and the projected low interest rates environment. The interest rate for investment to be applied over the

life of the plan is 2.6%.

By way of example, each 0.5% of additional interest rate above the estimate equates to approximately
$175K per annum, or $1,750K over the life of the LTFP.

Long Term Financial Plan Review

The LTFP will be reviewed and updated on an annual basis in conjunction with the preparation of the Annual
Operational Plan and Budget.
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SECTION 5

Key Financial Reports from Applying the Financial Assumptions for the
Combined General, Water and Sewer Funds by Function and Sub-function

Summary of Budget Position by Function - 10 Year Financial Projections

FUNCTIONS 2017/2018 2018/2019 2019/2020 2020/2021 2021/2022 2022/2023 2023/2024 2024/2025 2025/2026 2026/2027 2027/2028
Administration (9,759,450.00)|  (10,985,476.00)|  (11,803,904.00) (12,312,117.00)| (12,581,633.00)| (12,853,235.00)| (13,135,109.00)| (13,424,933.00)| (13,721,824.00)| (13,876,753.00)| (14,216,418.00)
Community Services & Education 103,445.00 80,430.00 81,990.00 83,570.00| 85,190.00 86,840.00| 88,530.00 90,260.00| 92,040.00 93,870.00 95,740.00]
Economic Affairs 1,026,970.00 1,073,871.00] 1,132,480.00 1,159,640.00] 1,187,690.00 1,216,500.00]| 1,246,120.00 1,276,540.00] 1,307,730.00 1,339,460.00| 1,372,050.00]
Environment 626,401.00 619,935.00| 636,460.00 653,390.00| 670,930.00 688,900.00| 707,370.00 726,400.00 745,970.00 765,820.00 786,210.00]
Goverance 331,770.00 328,110.00| 336,510.00 345,150.00| 354,030.00 363,160.00| 372,540.00 382,140.00| 391,980.00 402,070.00| 412,410.00|
Health (248,462.00) (240,925.00) (246,290.00) (251,760.00) (257,330.00) (263,000.00) (268,820.00) (274,780.00) (280,870.00) (287,150.00) (293,590.00)
Housing & Community Amentities 532,100.00 553,605.00]| 573,540.00 593,980.00| 615,080.00 636,740.00| 659,020.00 681,890.00| 705,390.00 729,340.00 753,970.00]
Mining Manufacturing & Construction 229,460.00 248,690.00| 258,340.00 268,240.00| 278,540.00 289,140.00| 300,050.00 311,280.00| 322,830.00 334,530.00 346,560.00)
Public Order & Safety 780,255.00 817,275.00 838,730.00 860,690.00 883,300.00 906,490.00 930,310.00 954,710.00 979,760.00 1,005,360.00 1,031,650.00]
Recreation & Culture 2,219,863.00| 2,382,735.00] 2,444,520.00| 2,758,460.00]| 2,824,070.00] 2,891,390.00] 2,960,540.00| 3,031,480.00] 3,104,330.00 3,178,470.00 3,254,635.00]
Sewerage Services (1,051.00) (1,100.00) (3,080.00) (2,160.00) (1,510.00) (1,810.00) (1,410.00) (1,800.00) (1,750.00) (1,600.00) (1,850.00)
Transport & Communication 4,156,480.00 5,119,510.00 5,746,325.00| 5,839,230.00] 5,937,900.00 6,036,010.00]| 6,137,550.00 6,242,930.00]| 6,351,530.00 6,313,110.00| 6,455,675.00]
Water Supplies (1,048.00) (2,087.00) (2,410.00) (1,875.00) (1,480.00) (2,570.00) (2,150.00) (1,950.00) (2,020.00) (1,230.00) (1,540.00)
Grand Total (3,267.00) (5,427.00) (6,789.00) (5,562.00) (5,223.00) (5,445.00) (5,459.00) (5,833.00) (4,904.00) (4,703.00) (4,498.00)

The following schedules provide a detailed view of the above summary.
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Summary of Budget Position by Sub-Function —

10 Year Financial Projections
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END OF DOCUMENT

Contact details:

Inverell Shire Council

144 Otho Street

(PO Box 138)

Inverell NSW 2360

Telephone: 02 6728 8288

Email: council@inverell.nsw.gov.au
www.inverell.nsw.gov.au
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