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INTRODUCTION

The Community Strategic Plan provides a vehicle for expressing long-term community
aspirations. In order to achieve these aspirations, we need to ensure that there are adequate
resources (money, assets and people).

The Resourcing Strategy consists of 3 components:
 Long-Term Financial Planning
» Workforce Management Planning

« Asset Management Planning.

The Resourcing Strategy is the point where we explain to our Hawkesbury community how
we intend to perform all our functions, including implementing the strategies set out in the
Community Strategic Plan. The Resourcing Strategy articulates how Council will allocate
resources to deliver the objectives under its responsibility.

The Long-Term Financial Plan is a 10-year rolling plan that informs decision-making and
demonstrates how the objectives of the Community Strategic Plan and commitments of the
Delivery Program and Operational Plan will be resourced and funded. The Long Term Financial
Plan captures financial implications of asset management and workforce planning. For
example, by identifying how additional assets will be funded, or existing assets renewed or
upgraded and what provisions are made for changes to service levels.

The Long Term Financial Plan is a tool to aid decision making, priority setting and problem
solving. It is a guide for future action, to be reviewed and updated annually, and addresses:

« how council will survive future financial pressures
« opportunities for future income and economic growth
» whether council can afford what the community requests

« how council can achieve outcomes agreed with the community.

Even as Council assists impacted residents and businesses with rebuilding their homes,
business premises and farms, we continue to assess bridges, roads, buildings and riverbanks
to ensure the safety of our community.

It is a fact that we had not recovered as a community from floods in 2020 and 202], the
bushfires of 2020/21 and the ever-present threat of COVID-19 Pandemic, when floods hit again
in March 2022.
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As this Long Term Financial Plan was being developed, Council engineers are continuing to
assess the extent of the damage caused by the March 2022 flooding event. The damage to
these assets will have an impact on all corporate plans, including the Asset Management Plan
and this Long Term Financial Plan. Where applicable, these plans will be updated and provided
back to the community for feedback.

The development of a Long Term Financial Plan (LTFP) is a requirement under the Integrated
Planning and Reporting Framework (IP&R) and forms part of the Resourcing Strategy, also
including the Workforce Management Plan (WMP) and the Asset Management Plan (AMP).

Over recent years, financial sustainability in local government has received heightened
attention and has become a greater challenge to maintain due to:

« increased demand for services from the community

- the diversion of resources away from local government due to cost shifting
+ constraints over major income streams due to rate pegging

« constraints over income streams subject to relatively static statutory fees

« dependence on grant income

- caps placed on development contributions

- ageing infrastructure and escalating expenditure required for asset maintenance and
renewals

« natural disasters

 arange of reviews undertaken by the Independent Pricing and Regulatory Tribunal.

The LTFP is an important part of Council’s strategic planning process. This is the point where
long-term community aspirations and goals, outlined within the CSP, are tested against
financial realities.

The LTFP provides a dynamic framework in which Council maintains financial sustainability in
the delivery of its core functions and assists in measuring the performance of implementing
objectives within the CSP. The LTFP also:

- establishes greater transparency and accountability of Council to the community

« provides an opportunity for early identification of financial issues and any likely impacts in the
longer term

« provides a mechanism to address financial constraints as a whole,
- provides a ‘big picture’ on how various plans fit together,

- identifies the impact of decisions on other plans or strategies.
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The LTFP spans a period of ten years and includes the following:

6

background

current financial performance

projected financial performance in 2022/2023

maintaining financial sustainability

planning assumptions used to develop the Plan

revenue and expenditure forecasts, including risk assessment
consideration of asset management and its impact on the LTFP
outline of potential scenarios

projected financial statements and financial performance measures
methods of monitoring financial performance

methods and timings for subsequent reviews.
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BACKGROUND

Council is a peri-urban council on the north-western periphery of the Metropolitan Region
and is the largest local government area within Sydney. It straddles the divide between urban
metropolitan councils to its east and rural councils to its west. While the southeast corner of
the Local Government Area (LGA) is predominantly urban, the remainder of LGA forms a much
larger rural hinterland. In comparison with adjoining metropolitan councils, Council has a
relatively smaller, but growing, population of 68,009 persons spread over an area of 2,776km2.
As a result, it is required to maintain a large asset holding serving a dispersed population.

The Hawkesbury is dominated by the Hawkesbury-Nepean River System and the escarpment
of the Blue Mountains to its west. The topography of the area varies widely. 70% of the LGA

is located in National Parks with significant world heritage values and riparian and wetland
communities. The LGA contains substantial areas of bushland which are prone to bushfire
while at the same time most of its urban areas are affected by flooding or flood evacuation
constraints. The LGA also has a productive rural hinterland with more than three-quarters of its
agricultural output exported beyond its borders. The Richmond RAAF Base is also located in the
Hawkesbury.

These physical characteristics have impacted and continue to impact on the development
of the Hawkesbury. The combination of topography, flooding, evacuation constraints, bushfire
risk, airport noise, agricultural land and environmental values has meant that the maijority of
the LGA is ‘highly constrained’ with significant implications for future urban development.

In comparison with its neighbouring urban councils, the Hawkesbury has a large land area
and road network but a relatively smaller and decentralised rating base. Council is required to
provide core services and local facilities to outlying areas with small population catchments.
Given that population density is an important driver of sustainability, these relative differentials
result in higher per unit service costs and per-capita asset management costs. Each resident
in the Hawkesbury has to support a relatively greater proportion of infrastructure assets. As an
example, Council is required to maintain 16 metres of road length per resident in comparison
to comparable figures of between three metres and nine metres in adjoining council areas.

Constraints on revenue growth arising from limited development potential, rate pegging and
caps on statutory fees and charges together with escalating cost indices, cost shifting, and
increasing compliance costs will mean that Council will continue to have a revenue shortfall
resulting in a significant constraint on the ability to fund the maintenance and renewal of its
assets and sustain current levels of service into the future.

Like many NSW councils, and due to some specific attributes Council faces a number of
challenges in maintaining long-term financial sustainability.

The new rate-peg methodology including a growth factor presents low growth councils like
Hawkesbury with the challenge of limited allowance for growth. For the 2022/2023 Council was
granted a rate-peg increase of 0.7% plus a 0.1% allowance for growth. This new methodology
is likely to disadvantage Council on an ongoing basis as the annual growth will continue to

be minimal. Whilst development is in the pipeline for Vineyard, Glossodia and Redbank this
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growth will continue to be minimal when compared to growing LGA’s including the Hills Council
area and Camden.

Subsequent to the announced rate-peg, and in response to feedback from many NSW
councils, the Office of Local Government has advised NSW councils that they may apply for

a rate-peg for 2022/2023 equivalent to what they had in their Long Term Financial Plans in
2021/2022 or 2.5%, whichever is the lesser. The increase applied for can be for 2022/2023 only or
a permanent increase.

Council had a 2.5% annual rate-peg assumed in its Long-Term Financial Plan. Accordingly,
Council will be applying for a permanent 2.5% increase. If successful, this increase will
generate an additional $0.7M in 2022/2023 and $8.2M over a ten-year period.

In addition to constraints imposed on general rates revenue Council, like many other councils,
is now also facing potential constraints on other revenue streams as a result of reviews
undertaken by the Independent Pricing and Regulatory Tribunal. These reviews include the
Local Infrastructure Contributions System Review and the Domestic Waste Management
Service Charges Review. Constraints on these revenue streams may place further pressure on
already limited revenue base, and consequently the ability for Council to continue to deliver
services and works in line with the community’s expectations.

In addition to constraints on revenue, Council is faced with the added challenge of the need

to significantly invest in emergency planning, management and resilience. Council requested
the Minister for Local Government to amend legislative provisions to allow Council to levy an
Emergency Management Charge to fund an increased investment in emergency planning,
management and resilience. Unfortunately, Council's request was rejected, which means the
additional investment will need to be funded from current levels of funding and diverting funds
from other core Council services and works.

During the new four-year Delivery Program, there are a number of strategic challenges that will
also need to be addressed, including:

* Redbank development

+ Vineyard Precinct development

+ Jacaranda development

« NSW Local Infrastructure Contributions Review

« IPART Review of Domestic Waste Management Service Charges
« NSW Waste & Sustainable Materials Strategy

« NSW Planning Reform Action Plan (including Planning Portal)

« IPART Review of Cemeteries (internment costs and pricing)

The Redbank, Vineyard and Jacaranda developments present a challenge in terms of
uncertainty around the timing of development and the associated asset deliver and
maintenance implications.
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The various NSW State Government and IPART reviews and reforms currently underway or
not yet finalised have impacted on the ability to accurately capture the applicable financial
implications in Council’s Budget and the Long-Term Financial Plan, as well as presenting
challenges regarding the unknown future obligations that Council may be accountable to
deliver against.

This LTFP has been prepared within the context of these challenges and includes sensitivity
analysis regarding some of these challenges and other relevant variables.

Council generates revenue through the levying of general rates and annual charges, user fees,
investment income, grants and other income sources.

The revenue generated from the various sources is used to deliver operational programs

in line with the adopted CSP. Council’s operating budgets are expended in maintaining

the infrastructure in the Hawkesbury such as parks, recreational facilities, roads, bridges,
community buildings and community facilities, and in delivering services and programs in line
with Council’'s adopted Plans.

These funds are also required to deliver essential services to the community, including waste
management services, and community and cultural services. Other services provided include
city planning and support services. Apart from direct service delivery, Council also supports
other bodies, including emergency services and recreational services by way of contributions
and donations. Some expenditure items include employee costs, materials, contractors, legal
expenses, utilities, contributions, and insurance.

Capital expenditure is incurred on road works, footpaths, drainage, bridge construction, the
sewer network, park improvement, recreation, building works, plant replacement program, and
on other assets including library resources, and IT equipment.
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The following are extracts from the NSW Audit Offices’ report on Council’'s General Purpose
Financial Statements as at 30 June 2021:
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INCOME STATEMENT

Operating result

2021 2020 Variance
$m $m %
Rates and annual charges
o 67.0 62.1
Grants and 235 28.6

contributions revenue

Operating result
from continuing operations (3.8) 16.6

Net operating result
before capital grants and (16.1) (1.9)
contributions

qaap

Council's operating deficit from continuing operations ($3.8 million including depreciation, amortisation
and impairment for non-financial assets expense of $25.9 million) was $20.4 million lower than the
2019-20 net result of $16.6 million. This can largely be attributed to:

. decreases in other revenue and grants and contributions for capital purposes of $5.1 million
. increases in employee benefits and on-costs, materials and contracts expenses $4.1 million
. increase in depreciation, amortisation and impairment of non-financial assets of $3.8 million.

The net operating deficit before capital grants and contributions ($16.1 million) was $14.2 million lower
than the 2019-20 result.

Rates and annual charges revenue ($67.0 million) increased by $4.9 million (7.9 per cent) in 2020-21,
largely due to the rate peg and special rate variation in 2020-21.

Grants and contributions revenue ($23.5 million) decreased by $5.1 million (17.8 per cent) in 2020-21
due to the decrease in non-cash developer contributions received in the current year.
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STATEMENT OF CASH FLOWS

Cash flows from operating activities in
2020-21 slightly decreased by

$4.0 million due to increased outflows
in other payments, materials and
contracts and employee costs
exceeding the increases in rates and
annual charges inflows.

Cash outflows from investing activities
decreased due to inflow from term
deposits and an increase in inflows
from the sale of investments.

Cash flows from financing activities
was minimal and remained relative
stable compared to last year.

FINANCIAL POSITION

Cash and investments

Net cash flows for the year

40 4
20 4
c
2
E 0 . .
L
(20) 1
(40) -
2019 2020 2021
Year ended 30 June
B Operating activities Investing activiies BFinancing activities

Cash and investments 2021 2020 Commentary

$m $m
Total cash, cash 66.0 63.5 Significant extemnally restricted funds include
equivalents and $16.9 million in general developer contributions
investments and $10.7 million in the sewer fund
Restricted cash and Significant intemally restricted funds include
investments: $7.5 million for unspent work reserve, and

$6.8 million for tip remediation and sullage.
«  External restrictions 37.0 346
* Internal restrictions 20.6 17.0
Debt

Council has an overdraft facility in place as at 30 June 2021, with a drawdown limit of $800,000. There
were no drawdown as at 30 June 2021. During the current and prior year, there were no defaults or

breaches on any of the loans.
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PERFORMANCE

Performance measures

Operating performance ratio

«  Council did not meet the OLG
benchmark for the current
reporting period.

*  The ratio declined from the
previous year, predominantly as
a result of the additional
expenditure incurred in response
to the March 2021 Flood Event
and depreciation expense.

The ‘operating performance ratio’
measures how well council contained
operating expenditure within
operating revenue (excluding capital
grants and contributions, fair value
adjustments, and reversal of
revaluation decrements). The
benchmark set by OLG is greater
than zero per cent.

Own source operating revenue ratio

+  Council exceeded the OLG
benchmark for the current
reporting period.

*  The ratio increased as a result of
decreased capital grants and
contributions and increased rates
and charges, compared to the
prior reporting period.

The ‘own source operating revenue

ratio' measures council's fiscal

flexibility and the degree to which it
relies on external funding sources
such as operating grants and
contributions. The benchmark set by

OLG is greater than 60 per cent.

Ratio (%)

Ratio (%)

(2)

(4)

(6) 1

(8)

90 -
80

70

60 1
50
40 -
30 4
20 4
10

Operating performance ratio

2020 2021
Year ended 30 June

mmm Operating performance ratio

e O G benchmark > 0%

Own source operating revenue ratio

I v I T I

2020 2021

Year ended 30 June

mmmm Own source operating revenue ratio
e LG benchmark > 60%
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Unrestricted current ratio

Council continues to exceed

exceeded the OLG benchmark. Unrestricted current ratio
The ‘unrestricted current ratio' is 41
specific to local government and 3.5 1
represents council’s ability to meet its 3 4

short-term obligations as they fall due.

The benchmark set by OLG is greater ~ =~ |
. o
than 1.5 times. 2 2
X115 4
14
0.5 4
2019 2020 2021
Year ended 30 June
mm Unrestricted current ratio
e O G benchmark > 1.5x
Debt service cover ratio
Council continues to exceed the OLG . .
benchmark Debt service cover ratio
’ 20
The ‘debt service cover ratio’ 18

measures the operating cash to

service debt including interest, :j
principal and lease payments. The 12
benchmark set by OLG is greater 40
than two times. : I

Ratio (x)

oON A O ®

2019 2020 2021
Year ended 30 June

mmmm Debt service cover ratio

e |G benchmark > 2x
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Rates and annual charges outstanding percentage

«  Council did not meet the
benchmark for rates and annual
charges outstanding percentage.

«  The ratio declined as a result of
an increase in the amount of
outstanding rates and annual
charges.

+ Inresponse to the economic
impacts of the COVID-19
Pandemic and March 2021
Flood, debt recovery action was
reduced.

The ‘rates and annual charges
outstanding percentage’ assesses the
impact of uncollected rates and
annual charges on council’s liquidity
and the adequacy of debt recovery
efforts. The benchmark set by OLG is
less than 5 per cent for metropolitan
councils.

Cash expense cover ratio

Council continues to exceed the OLG
benchmark.

This liquidity ratio indicates the
number of months Council can
continue paying for its immediate
expenses without additional cash
inflow. The benchmark set by OLG is
greater than three months.

Ratio (%)

O = N W A OO O N 0 W
1

Ratio (months)

Rates and annual charges outstanding

percentage

o © N -

o N A O

2019

2020 2021

Year ended 30 June

= Rates and annual charges outstanding percentage

e O G benchmark < 5%

Cash expense cover ratio

2019

2020

Year ended 30 June

2021

I Cash expense cover ratio
e Ol G benchmark > 3 months

Infrastructure, property, plant and equipment renewals

Council's asset renewals have decreased from $15.2 million in the 2019-20 financial year to
$10 million in the 2020-21 financial year. Asset renewals in 2021 primarily related to roads, which

totalled $7.4 million.
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PROJECTED FINANCIAL
PERFORMANCE IN 2022/2023

The projected financial performance as included in the 2022/2023 Draft Operational Plan is as
follows:

Original Budget Draft Budget
($'000) 2021/2022 2022/2023
Income from Continuing Operations
REVENUE
Rates and Annual Charges (89,184) (70,588)
User Charges and Fees (8,954) (7,0a44)
Other Revenue (1,750) (1,851)
Grants and Contributions provided for Operating Purposes (8.448) (10,765)
Grants and Contributions provided for Capital Purposes (9,791) (n,035)
Interest and Investment Income (B49) (1,058)
Other Income (3,030) (3,08)
Total Income from Continuing Operations (99,784) (106,357)
EXPENSES FROM CONTINUING OPERATIONS
Employee Benefits and On-Costs 32582 34,807
Materials and Services 30,997 30440
Borrowing Cosls 358 522
Depreciation and Amortisation and Impairment 25,855 22570
Other Expenses 5238 5,197
Total Expenses from Continuing Operations 95,040 93,536
Net Operating Result for the Year (4,744) (12,821)
Net Operating Result for the year before Grants and 5047 (888)
Contributions provided for Capital Purposes ‘
SOURCE OF CAPITAL FUNDING (EXCLUDING RESERVES)
Proceeds from the sale of capital assets (1,050) (1,067)
Depreciation (25,855) (22,570)
Grants and Contributions - Capital (g,791) (ng3s5)
(36,696) (35,572)
APPLICATION OF CAPITALFUNDING
New Assets
Land, Building and Land Improvements 50 5,300
Roads, Bridges, Foolpaths and Drainage 22166 1,991
Sewer Infrastructure 4152 5,541
Parks Assels and Other Struclures 74 2128
Renewal of Assets
Land, Building and Land Improvements 1,998 2163
Roads, Bridges, Foolpaths and Drainage n148 14,384
Sewer Infrastructure 2,480 525
Parks Assels and Other Struclures 2822 4742
Other Assets 484 3,896
Plant and Equipment 3474 3,021
49,489 43,691
Net Capital Expenditure 12,793 gno |
Retained (surplus)/deficit from prior years
Transfer from Reserves (70,2¢8) (80,381)
Transfer (Lo) Reserves 52,458 53,48
(17.840) (7.233)
Retained (surplus)/deficit availablefor general funding purposes - -
s
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Performance

Measure
Operating
Performance

Own Source
Revenue

Building and
Infrastructure

Asset Renewal

Infrastructure
Backlog

Asset
Maintenance

Debt Service

Benchmark

>60%

>100%

2%

>100%

>0%<20%

2018/2019
Actual
Result

0.024

65.9%

80.4%

1.4%

96.98%

1.0%

2019/2020
Actual
Result

0.003

70.3%

68.4%

0.8%

104.11%

4.7%

2020/2021
Actual
Result

-0.08

75.3%

78.6%

21%

98.04%

0.1%
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2021/22
Original
Budget
-0.06

80.0%

84.1%

1.7%

108.5%

4.1%

2022/23
Draft
Budget

0.002

76.7%

136.1%

1.5%

93.5%

4.3%



PROJECTED FINANCIAL
PERFORMANCE MEASURES

EXPLAINED

In combination, the financial performance
measures are used to assess a council’s
ability to generate sufficient revenue to
enable it to maintain asset renewal and
maintenance at an optimum level and to
use debt funding to spread the burden

of the cost of long-lived assets and its
infrastructure backlog over a period of time
to achieve intergenerational equity.

In this context, intergenerational

equity means the consideration of the
financial effects of Council decisions on
future generations. Council’s financial
management strategies are aimed at
achieving equity between generations of
ratepayers whereby the mechanisms to fund
specific capital expenditure and operations
consider the ratepayers who benefit from
the expenditure and therefore on a user
pay basis who should pay for the costs
associated with such expenditure. Funding
long-lived infrastructure assets works
through a program of borrowings over a
number of years achieves intergenerational

equity.

An explanation of Council’s projected
performance against each ratio and what
it means in terms of future sustainability is
provided below.

Operating Performance Ratio — Council's
Operating Performance Ratio (OPR) is
projected to meet the benchmark in
2022/2023. This is due to a one-off grant
included in operating revenue.

This ratio is a main indicator of Council’s
sustainability into the future and it is
therefore critical that strategies are
implemented to continue to meet this ratio.

Oown Source Revenue Ratio — Council's
Own Source Revenue Ratio is projected to
continue to meet the relevant benchmark.
This means that it is expected that a
significant portion of Council’s total revenue
is revenue Council can generate itself

and therefore has control over. Meeting
this benchmark indicates that Council’s
reliance on other revenue sources such as
grant funding, and consequently the risk
associated with uncertainty, is limited.

Asset Renewal Ratio — Council's Asset
Renewal Ratio is projected to meet the
benchmark. In 2022/2023. This ratio is
significantly impacted by the delivery of
asset renewal impacted by flood restoration
works.

Infrastructure Backlog Ratio — Council’s
Infrastructure Backlog Ratio is projected
to continue to meet the benchmark in
2022/2023.

Asset Maintenance Ratio - Council's Asset
Maintenance Ratio is projected to not meet
the benchmark in 2022/2023.This is mainly as
a result in delays in capital renewal arising
from the impacts of natural disasters and
the COVID-19 Pandemic in recent years.
Additionally, flood damage has decreased
the condition of a range of assets, requiring
additional maintenance to be undertaken to
remain safe and functional.

Debt Service Ratio — Council’s Debt Service
Ratio is projected to continue to be met.
Council intends on borrowing $7million

via an external loan in 2022/2023 to bring
forwarded needed infrastructure renewal
works. The loan will be secured by Council’s
income in accordance with Clause 23 of the
Local Government (General) Regulation, 2021.
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Council’'s aim is to remain financially
sustainable in the long term, whilst achieving
the objectives of the CSP 2022-2041 through
the Delivery Program 2022-2026. Council also
aims to maintain service levels in line with
the community’s expectations and address
its infrastructure requirements.

Council’s LTFP is based on the continued
implementation of a number of financial
sustainability strategies commenced in
2017/2018 and service sustainability reviews
undertaken in line with the requirements

of the Integrated Planning and reporting
Framework:

- improve strategic capacity

+ continuous improvement in financial
position

« meeting all the sustainability ratios over
the LTFP period

- addressing the infrastructure backlog

« intergenerational equity through the use
of debt financing

- aiming for progressive increased level
of funding for asset maintenance and
renewal and optimal asset intervention
methods

+ aiming for progressively achieving full
cost recovery for the provision of services

« maintaining a fair and equitable rating
structure

« maintaining affordability of Council’s
services

+ considering revenue generating
opportunities

« maintaining or improving service levels
in all service areas.

« Undertaking service reviews

The on-going financial sustainability

of Council requires additional revenue
to be available to renew and maintain
infrastructure assets as required and to
be able to sustain current service levels
meeting the community’s expectations.

A number of revenue generating strategies
can be applied to inject an on-going
increased revenue stream to sustain the
required asset management funding and
maintain service levels in line with the
community’s expectations.

Borrowings Program — A borrowings
program has been incorporated to be
undertaken over a period of time with the
primary aim of targeting road renewal

and the delivery of an enhanced program
of asset maintenance and renewal. The
availability of loan funds will enable

works to be brought forward, therefore
bringing assets to satisfactory standard
sooner resulting in increased community
satisfaction and facilitating optimal asset
intervention methods. The use of debt
financing results in costs being spread over
a number of years, therefore achieving inter-
generational equity. A Borrowings Program
of any magnitude is dependent on the
availability of additional funding to service
the debt.

Rate-Peg increase to 2.5% — The rate-

peg amount excluding the population
growth factor of 0.7% has raised significant
concern for many NSW councils, especially
low growth councils like this Council. In
acknowledgement of this concern, the Office
of Local Government have recently advised
councils that they can apply to IPART to
increase the rate peg.

A permanent increase, if approved, would
generate an additional $0.7M for 2022/2023
with a total additional $8.2M over 10 years.
Should Council opt for the increase on a
temporary basis, this will generate $0.7M for
2022/2023 only. The additional income from
the special variation is required to maintain
service levels included in Council’s Long-
Term Financial Plan in line with community
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expectations and maintaining financial
sustainability in accordance with the
relevant benchmarks.

Whilst the Draft 2022/2023 Operational

Plan has been based on a 0.8% rate-peg
increase, this was only achieved through a
reduction in real terms in funding available
to provided Council services. This low rate-
peg, if not addressed, will continue to have
an adverse impact on Council’s ability to
deliver services and works in line with the
community’s expectation whilst remaining
financially sustainable.

Stormwater Management Charge - The
continuation of a Stormwater Management
Charge of $25 per property would generate
funding to enable maintenance and
renewal works relating to stormwater
infrastructure. This strategy will generate
$542K in 2022/2023 that will be invested

in the management of stormwater asset
management.

Drainage Management Charge - The
continuation of the Drainage Management
Charge of $30 per property applicable

to the Redbank development to recover
ongoing maintenance and renewal costs,
and legislative obligations in regard to the
drainage infrastructure in this area. Funding
collected under this charge will be applied
specifically to works and maintenance in the
collection area. This strategy will generate
$28K in 2022/2023.

Return on Businesses - This strategy is
aimed at ensuring that Council receives

a return on assets invested in non-core
services operating as a business. Council
operates a Waste Management Facility
and a Sewerage Program. An annual
dividend payment based on a 12% rate

of return on the value of those assets has
been implemented. This strategy generates
$621,000 each year.

Property Strategy — This strategy is aimed
at undertaking a comprehensive review of
Council’s property and asset holdings with
a view to rationalising under-utilised and/
or under—performing assets. The Strategy
will also look at strategic investment
opportunities.

Council is continually seeking cost
savings and efficiencies through on-
going process improvements, increased
use of technology, best value for money
procurement processes, resource sharing
and partnerships.

A number of areas where a specific targeted
approach to cost reductions and efficiency
improvements can be applied are outlined
below.

Service Sustainability Review — During
2021/2022 an external consultant was
engaged to facilitate a service sustainability
review. The review identified a number

of process improvements and revenue
generating initiatives that are now being
prioritised for implementation over the

next few years. The financial outcome of
these initiatives has not been taken into
consideration in this LTFP but will be included
in future reviews of the Plan once financial
benefits can be quantified with confidence.

Review of Operations — A review of
current service models and resourcing

of operational activities including roads,
parks and waste will identify areas to be
investigated for potential efficiencies to
reduce the cost per unit of works and
consequently be able to deliver more
works with available funding. The financial
outcome of these initiatives has not been
taken into consideration in this LTFP but will
be included in future reviews of the Plan
once financial benefits can be quantified
with confidence.
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Service Reviews - In accordance with the
requirements of the Integrated Planning

and Reporting Framework, over the next

four years Council will select a number of
areas to be subject to a service review. The
financial outcome of these initiatives has not
been taken into consideration in this LTFP but
will be included in future reviews of the Plan
once financial benefits can be quantified
with confidence.

Project Management Framework — Council
is in the process of implementing an
organization wide Project Management
Framework. The objective of the Framework
is to ensure projects are delivered in a
consistent and cost effective manner, within
a robust governance framework.

Council commenced the process of
undertaking condition audits to inform

a major review of its Asset Management
Plans. When completed, these Plans will
support asset management modelling and
consequently the development of asset
maintenance and renewal scenarios that
can be supported within the LTFP.

In light of the March 2021 and the March 2022
floods impacting significantly on Council’s
asset network, the progress of undertaking
condition audits, and consequently the
review of Asset Management Plans has
also been impacted. Council is still in the
process of fully understanding the extent
of the damage caused by the most recent
flood. The extent of external funding and
the standard at which infrastructure will be
restored is also unknown.

Consequently, this LTFP is somewhat limited
in its ability to take into consideration the
current condition of Council's assets, the
likely condition after flood restoration works
have been carried out, and the infrastructure
maintenance and renewals requirements
and the associated funding.

It is envisaged that future reviews of the
LTFP will better reflect the link to Asset
Management Plans.

Council will continue to work in partnership
with other councils and other levels of
government to support its strategic capacity.
This LTFP includes continued participation in
the Western City Parkland initiative, Resilient
Sydney Partnership and WSROC.
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ELEMENTS OF THE PLAN

Council’s LTFP and associated scenarios and
resulting financial models have been based
on a number of key assumptions.

The LTFP is based on the assumption that
the current service levels relating to services
are maintained within the limits of available
funding. Funding allocation has been guided
by community feedback received through
the Community Survey.

The LTFP is based on the assumption that no
major new capital works are undertaken in
the next ten years other than those funded
by Grants, Contribution Plans, Voluntary
Planning Agreements and/or Reserves.
Capital projects proposed to be undertaken
in 2022/2023 are mainly focused on asset
renewal, flood recovery and grant funded
works.

The LTFP is based on the existing local
government area boundaries and the
assumption that Council’s projected
population movement over the next ten
years will not be significant. This may result
in an increasingly older population placing
increased pressure on existing infrastructure
and services. The growth factor used in this
LTFP is 0.1% in line with the growth factor used
by IPART when determining the applicable
rate-peg for this Council.

Council currently has some development
areas — Redbank at North Richmond,
Jacaranda Ponds at Glossodia, Pitt Town
development area and the Vineyard
development area. Due to uncertainties
around timing and the status of planning
documents at this time, the impact of
growth in Pitt Town and Glossodia has not
been included in this LTFP. Some growth
relating to the Redbank development has
been included.

It is to be noted that new capital works
required as a result of a new development,
would be funded through developer
contributions by way of Developer
Contribution Plans or Voluntary Planning
Agreements. Any additional demands

on existing assets and services would be
funded through an increased rates base and
special rates aimed at covering additional
costs specific to the development area. It
is noted that a $16.5M loan has been drawn
down under the Low Loan Cost Initiative to
accelerate the provision of infrastructure in
the Vineyard Development area.

The impacts of these developments will
continue to be factored in future reviews
of the LTFP.
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REVENUE FORECASTS

Council's rating strategy and structure is
reviewed every year as part of the annual
Operational Plan process. The LTFP is based
on the rating structure as incorporated
within the 2022/2023 Draft Operational Plan.

Council’s proposed rating structure provides
for three different categories of ordinary
rates: residential, farmland and business.
The rate type applicable to a particular
property is determined on the basis of

the property’s rating categorisation. All
properties are categorised in accordance
with the provisions set out in the Local
Government Act 1993.

The LTFP is based on the assumption

that Council’s rating structure remains
unchanged over the next ten years. Any
changes in the rating structure would not
impact on the total revenue but merely
redistribute the income amongst the
different categories and sub-categories
thereof. Council’s rating income or notional
yield may be increased from one year to
the next up to the rate-pegging limit as
determined by IPART.

The LTFP includes three scenarios in regard
to rates revenue. Scenario 1is based on

an increase of 0.8% in rates revenue in
2022/2023 and then an annual increase

of 2.5% in future years. Scenarios 2 and

3 are based on anincrease of 2.5% in

rates revenue in 2022/2023, with the same
increase continuing in future years.

Council's Domestic Waste Management
Program is self-funded by way of an
externally restricted reserve. The Local
Government Act 1993 limits annual domestic
waste management charges to an amount
sufficient to recover the costs of providing
the service.

IPART has undertaken a review of domestic
waste charges applicable to councils in NSW
and has made some recommendations
including the potential application of a

limit on income, similar to the general

rates rate peg, and the suggestion of a
“basket of goods” that would be considered
as expenses incurred in the provision

of the domestic waste service, and
therefore recoverable through the charge.
Recommendations in an earlier version of
this review also included options in regard
to the shortfall in the amount being able to
be recouped through the domestic waste
management charge being recoverable
through general rates. As no final decision
has been made at the time of preparing
this LTFP, the Plan includes the impact of a
number of scenarios in regard to domestic
waste management charges.

In accordance with legislative requirements,
Council maintains an externally restricted
reserve for the Sewerage Program. All funds
received through annual sewerage charges
are quarantined to fund on-going program
operational costs, and asset renewal

and replacement. This LTFP has been
prepared on a consolidated basis including
the sewerage function, but financial
performance measures are based on
General funds only, excluding the sewerage
function.
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Council maintains an internally restricted
reserve to fund its Sullage Program. All funds
received in relation to sullage charges are
quarantined to fund the operational cost of
running the Program, as well as provide for a

contingency to manage any external shocks.

The revenue from annual sullage charges
included in this LTFP reflects funding required
ensuring the sustainability of the Sullage
Program over the next ten years, taking

into account the expected demand for

the service. Council will be undertaking

a review of this function to ascertain the
most cost-effective service delivery model
and the most appropriate fee charging
methodology.

Council maintains an externally restricted
reserve to fund its Stormwater Management
Program. All funds received in relation

to stormwater management charges

are quarantined to fund the provision

of an enhanced program to deliver new
stormwater infrastructure and fund

the ongoing renewal, maintenance

and monitoring costs of this additional
infrastructure. The revenue from annual
stormwater charges included in this LTFP
reflects funding that can be generated, in
line with legislation over the next ten years.

It is to be noted that the proposed drainage
management charge of $30 per property
applicable to the Redbank development
area will not generate sufficient revenue

on an ongoing basis to fund the necessary
standard of maintenance in the area. If

this charge is not reviewed in future years,
funds will need to be reallocated from
other services and works to fund ongoing
maintenance in this area.

Council’s investment portfolio consists

of term deposits, on-call accounts and a
TCorp Growth Fund. The portfolio size varies
from one year to another as reflected in
the cash flow statement applicable to the
different scenarios modelled. All Council’s
investments are made in accordance with
the Minister’s Order and Council’'s adopted
Investment Policy.

As there is a high-risk element relating to
interest income due to interest rates being
subject to external market fluctuations,
interest rates have been maintained at a
conservative level.

Council generates in the vicinity of $9
million each year through User Charges,
Fees and Other Revenue. Activities

subject to user fees and charges include
Building and Development Activities,
Animal Management, Parking Patrol, Pool
Income and Rental Income. The revenue
projections relating to these items are based
on appropriate assumptions regarding
increases in statutory fees, recent trends,
expected trends, cost recovery and local
and general economic conditions over the
next ten years.
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Council receives a significant amount of
funding each year from other levels of
government through operating and capital
grants and contributions. Council’s financial
planning approach with regards to grants
and contributions has generally been that
known, regular and certain grants are
budgeted for, while one-off grants and
contributions are accounted for in Council’s
budgets when certain to be received.

In line with this approach, the LTFP mainly
reflects known and certain grants, which
are budgeted to increase slightly or remain
static. The main grants included are the
Financial Assistance Grant (FAG), Regional
Roads funding and the Roads to Recovery
Grant. Recent significant grants including
the LRCI grants, Bush Fire grants and the
Liveability grant have been removed from
budgeted grants in future years.

This LTFP assumes that all assets are
disposed at their written down value.

Council has a number of internally and
externally restricted reserves aimed at
quarantining funds in line with legislative
requirements or for specific uses in the
future. In relation to externally restricted
reserves, the LTFP reflects projected reserve
movements and balances as determined
by the programs’ respective ten-year plans.
Internally restricted reserves over the next
ten years are projected in line with the
expected timing of the specific expenditure
the reserves are aimed at funding.
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EXPENDITURE FORECASTS

The LTFP assumes annual increase in staff
costs of 3% including an allowance for an
award increase of 2.5%, step progressions,
superannuation increases in line with the
current legislation, and potential changes to
the current staff establishment.

The LTFP includes debt servicing costs

for current borrowings under the Local
Infrastructure Renewal Program, the
Low-Cost Loans Initiative, and Council’s
Infrastructure Renewal Borrowing Program.

Financial projections relating to materials
and contracts have been based on a
combination of service levels requirements,
asset management requirements, predicted
CPl increases, known specific increases

and one-off expenditure if known. The
increased costs being observed as a

result of the COVID-19 Pandemic and the
conflict in Ukraine have also been taken into
consideration in this LTFP.

Financial projections relating to other
expenses have been based on a
combination of service levels requirements,
predicted CPI increases, specific increases
and one-off expenditure if known.

Depreciation estimates in outer years has
been based on an increase of 1.75% on the
written down value of assets. Condition
audits, future asset revaluations, and actual
maintenance and renewal expenditure
undertaken will have an impact on
Council's infrastructure assets useful lives
and consequently impact on depreciation
charges and Council’s operating result.

The LTFP and the financial models contained
within are based on a number of key
assumptions.

The projected income and expenditure could
be impacted by the following:

« variations in underlying planning
assumptions

- changes to legislation and/or relevant
regulations

 future Council resolutions
« major unplanned projects

- service levels reviews arising from a
community consultation process.

Should any of the above situations arise
resulting in an impact on the LTFP, it is
envisaged that those impacts are taken into
account in future annual reviews of the Plan.

Projections of revenue streams over the
next ten years are based on historic trends,
planned pricing methodologies, known and
recurrent grants, current statutory prices
and the assumption of the continuation

of rate pegging in each of the ten years.
Pricing methodologies are aimed to provide
services in a sustainable manner, with the
community’s capacity to pay taken into
consideration.

A maijor risk contained within the LTFP relates
to the assumed 2.5% rate peg limit for years
2 to 10. Any reduction will have an impact

on the services and asset management
functions that can be delivered.
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Projections of operating expenditure over the
next ten years is based on a combination
of CPl assumptions, specific increases and
one-off expenditure where known. In the
case of infrastructure maintenance costs,
expenditure required to maintain service
levels is based on asset management
projections. Capital expenditure estimates
mainly relate to infrastructure renewal,
based on the service levels required and
Council’s current asset condition data.

If any of the assumptions in relation to the
projected expenditure vary, then Council has
the opportunity to modify service provision
and asset management practices in order
to recover any negative impacts.

The review of Asset Plans as referred to
earlier will have a significant impact on
future reviews of this LTFP. As referred to
earlier, recent floods had a significant
impact on the condition of Council’s
infrastructure assets network. Ascertaining
the condition and standard of Council’s
infrastructure assets network will be critical
in determining optimal infrastructure
maintenance and renewal strategies and
timing of associated works. It is envisaged
that the review of the Asset Plans will
incorporate other strategies including, but
not limited to:

» asset rationalisation and review of asset
growth strategies

« more efficient use and operation of assets
by turning them into income producing
opportunities

« choosing optimal cost strategies over
high-cost asset strategies

+ demand management
« evaluation of service levels and standards

« continuing the focus on capital spending
on renewal, rather than new infrastructure

« cost/benefit analysis on the services being
provided.

It is envisaged that future long term financial
plans would incorporate the results of
pursuing some of the above strategies.

Council’'s Long-Term Financial Plan has been
reviewed. The reviewed Long-Term Financial
Plan is based on the Draft 2022-2026 Delivery
Program. Sensitivity analysis has been
undertaken regarding a number of matters
that can significantly impact on Council’s
ability to maintain its current service levels
and financial sustainability in future years.

A critical assumption in Council’s Long-Term
Financial Plan is the allowable increase in
rating income from one year to the next
(rate-peg). The rate-peg announced for
2022/2023 for Council is 0.8%. However
Council can apply under the Program
announced by IPART to increase this rate-
peg to 2.5%. The difference between the

two levels is $0.7M for 2022/2023, and $8.2M
over a period of ten years. The level of rating
income will be a major driver of services,
programs and works delivered by Council
over the next ten years, and Council’s
capacity to maintain financial sustainability.

The inflation rate is another variable that
will have a significant impact on the Long-
Term Financial Plan. For 2022/2023 an
inflation factor of 1.7% has been included

in budget estimates. Based on recent
economic trends it is likely that the inflation
factor will be higher for 2022/2023 and
future years. It is further noted that over
recent months significant cost escalations
are being observed in particular in regard
to imported goods and materials and
associated contracts. These escalations
can be attributed to the ongoing impact of
COVID-19 and more recently the conflict in
Ukraine.

Another issue that is currently a concern
for many councils is IPART’s review of the
Domestic Waste Management Service
Charges. Depending on the outcome of the
review councils could potentially be faced
with a limit on income that can be raised
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to fund the cost of providing the domestic
waste service. As the costs to provide the
service are likely to continue to increase
more than proposed increases allowed in
regard to income, the shortfall will place
significant pressure not only on this service
but will require reductions in other services
to maintain an adequate domestic waste
service.

In 2022/2023 Council will be undertaking

a number of service reviews in line with

the Integrated Planning and Reporting
Requirements. The outcome of these reviews
is unknown at the time of reviewing the
Long-Term Financial Plan, and will be built

in the future years’ reviews. For the purpose
of sensitivity analysis only, the funding for

a service that is very important to parts

of our community and that comes at a
significant cost to Council has been included
as a variable when modelling the various
scenarios.

This LTFP includes assumptions and financial
modelling for three potential scenarios:

 Pessimistic Model
- Likely Model
+ Optimistic Model

SCENARIO 1 - PESSIMISTIC MODEL

This scenario is based on the following
assumptions:

- Rate-Peg of 0.8% in 2022/2023 and 2.5%
from 2023/2024 onwards

« Inflation Rate of 3.5%

« Domestic Waste Charges limited to 1.1%
annual increase and no rebalancing from
General Fund allowed (recoupment of the
shortfall in funding resulting from limit on
income through an increased general rates

peg)
+ Lower Portland Ferry service retained

but no longer funded by NSW State
Government

Under this scenario, Council will experience
ongoing Deficits from $1.3M in 2023/2024

to $2.9M in 2031/2032. The gap between
recurrent income and recurrent expenditure
will grow each year. This financial
performance is attributable to a low rate-
peg in 2022/2023 and compounded each
year with increases in income not being
adequate to address the increasing
expenditure. Council will not meet the
Operating Performance Ratio each year
over the next 10 years after 2022/2023

and would not be considered as being a
financially sustainable council, with the ratio
deteriorating over time from a positive 0.002
projected for 2022/2023 to a negative 0.036
in 2031/2032.

Capital expenditure on asset renewal will
drop as an annual average, with asset
renewal expenditure dropping from $22M
in 2022/2023 to $15M in 2031/2032. The
asset renewal ratio will drop well below

the benchmark of 100% in most years

from 2023/2024, and down to 68% by
2031/2032. This reduction will be required

to maintain a balanced budget position
overall. The infrastructure backlog will grow
to 4.5% in 2031/2032, and not meeting the
benchmark each year from 2026/2027. Asset
maintenance will generally be maintained
not too much lower than the benchmark
as reactive maintenance increases in

lieu of optimal asset renewal intervention
strategies.

Cashflow remains satisfactory throughout
the ten-year period as a result of borrowings
amounting to $25M undertaken between
2022/2023 and 2024/2025. Unrestricted
funds will drop significantly and at this stage
are projected to be $0.4M in deficit as at
2031/32. This is unlikely to occur as aresult in
changes in the timing of development and
increased capital expenditure to be funded
by reserves that will be ascertained as part
of the review of Asset Management Plans to
be undertaken.

Based on this scenario, and based on
existing services and existing service levels,
Council is likely to have a funding gap in
regard to its infrastructure funding. Council
will therefore need to restrict the level of
asset maintenance and renewal in line
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with funding available. Whilst Council could
continue to balance its annual budget year
on year, this would be at the cost of rapidly
deteriorating assets, therefore pushing the
cost to the community potentially resulting
in compromised safety and increased
residents’ dissatisfaction.

Under this scenario, service rationalisation,
such as closing down community facilities
to obtain cost reductions, is highly likely to
be required to ensure ongoing financial
sustainability. In addition, the on-going
funding shortfall will result in continuing
deterioration of the condition of the
community infrastructure and therefore
reduce service levels. For example, roads
currently in a fair condition would slip

into a poor condition if the optimal asset
management intervention is not funded.

This Model places the Hawkesbury'’s
continuing existence in its current form at
risk and is therefore not the optimal long
term model to pursue.

Financial modelling has been undertaken
based on the assumptions above. A
projected Income Statement, Capital
Budget Statement, Balance Sheet and Cash
Flow Statement and the resulting Financial
Performance Measures are included as
Attachment 2 — Pessimistic Model.

SCENARIO 2 — LIKELY MODEL

This scenario is based on the following
assumptions:

- Rate-Peg of 2.5% in 2022/2023 and
onwards

« Inflation Rate of 3.5%

» Domestic Waste Charges not limited to
1.1% annual increase and rebalancing from
General Fund not allowed (recoupment of
the shortfall in funding due to prescribed
allowable basket of goods, through an
increased general rates peg)

 Lower Portland Ferry service retained and
funded by NSW State Government

Under this scenario, Council will continue

to have a positive Operating Performance
Result, with minor surpluses of under $1M
being maintained each year. These results
will, however, only be achieved if Council

is granted the rate-peg increase of 2.5%

in 2022/2023. The Operating Performance
ratio benchmark will just be met each year,
which means that under this scenario there
is no allowance for adverse variations in
the various assumptions underpinning this
LTFP. Whilst based on projections of this
ratio continuing to meet the benchmark
Council is considered to be able to remain
financially sustainable, it is important to note
this position is very susceptible to change
to Council no longer being financially
sustainable in the long term.

Capital expenditure on new assets and asset
renewal will drop as an annual average,
with asset renewal expenditure dropping
from $22M in 2022/2023 to $17M in 2031/2032.
The asset renewal ratio will drop below the
benchmark of 100% from 2026/2027, and
down to 78% by 2031/2032. This reduction
will be required to maintain a balanced
budget position overall. The infrastructure
backlog will grow to 2.9% in 2031/2032, and
not meeting the benchmark each year
from 2029/2030. Asset maintenance will
generally meet the benchmark as reactive
maintenance increases in lieu of optimal
asset renewal intervention strategies.

Cashflow remains satisfactory throughout
the ten-year period as a result of borrowings
amounting to $25M undertaken between
2022/2023 and 2024/2025. Unrestricted funds
will drop significantly, but remain positive,
over the ten-year period.

Based on this scenario, and based on
existing services and existing service levels,
Council is likely to have a funding gap in
regard to its infrastructure funding in outer
years. Council may therefore need to restrict
the level of asset renewal in line with funding
available. Whilst Council could continue to
balance its annual budget year on year, this
would be at the cost of deteriorating assets,
therefore pushing the cost to the community
potentially resulting in compromised safety
and increased residents’ dissatisfaction.
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Financial modelling has been undertaken
based on the assumptions above. A
projected Income Statement, Capital
Budget Statement, Balance Sheet and Cash
Flow Statement and the resulting Financial
Performance Measures are included as
Attachment 3 - Likely Model.

SCENARIO 3 - OPTIMISTIC MODEL

This scenario is based on the following
assumptions:

- Rate-Peg of 2.5% in 2022/2023 and
onwards

« Inflation Rate of 2.5%

« Domestic Waste Charges not limited to
1.1% annual increase and rebalancing from
General Fund allowed (recoupment of
the shortfall in funding due to prescribed
allowable basket of goods through an
increased general rates peg)

+ Lower Portland Ferry service retained and
funded by NSW State Government

Under this scenario, Council will continue

to have a positive Operating Performance
Result, with minor surpluses of in the vicinity
of $IM being maintained each year, growing
to a surplus of $1.7M in 2031/2032. These
results will, however, only be achieved if
Council is granted the rate-peg increase

of 2.5% in 2022/2023, and inflation is
maintained at 2.5%. These projections have
a minor allowance for adverse variations

in assumptions underpinning this LTFP. The
Operating Performance ratio benchmark will
be met each year and Council is considered
to be able to remain financially sustainable.

Capital expenditure on new assets and asset
renewal will drop slightly in later years, with
asset renewal expenditure dropping from
$22M in 2022/2023 to $18M in 2031/2032.

The asset renewal ratio will drop to 83% by
2031/2032. This reduction will be required

to maintain a balanced budget position
overall. The infrastructure backlog will not
be met in the last two years of this LTFP,
projected to be at just below the benchmark
at 2.4% in 2031/2032. Asset maintenance will
either meet or be just under the benchmark
in all years.

Cashflow remains satisfactory throughout
the ten-year period as a result of borrowings
amounting to $25M undertaken between
2022/2023 and 2024/2025. Unrestricted funds
will drop significantly, but remain positive,
over the ten-year period.

Financial modelling has been undertaken
based on the assumptions above. A
projected Income Statement, Capital
Budget Statement, Balance Sheet and Cash
Flow Statement and the resulting Financial
Performance Measures are included as
Attachment 4 — Optimistic Model.
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MONITORING FINANCIAL

PERFORMANCE

The annual budget adopted by Council
each financial year is subject to rigorous
monitoring during the year. Council’s
Managers are required to review their
respective actual financial results against
monthly targets and provide explanations
for variances above the threshold and
comment on the planned corrective action
if required. The monthly variance reports are
reviewed by Council’s Leadership Team.

Council is required to review its annual
budget position on a quarterly basis. A
Quarterly Budget Review Statement is
prepared including any budget variations
required and submitted for Council
adoption. The Quarterly Budget Reviews
assist in maintaining financial projections
in line with actual results on an ongoing
basis during the financial year and provide
a realistic platform on which future budgets
are based.

Each year Council undertakes a rigorous
process to prepare its budget estimates
for the following year. The process involves
budget submissions by each respective
Manager, and a comprehensive review by
Council’s Leadership Team. The allocation
of funds is based on service levels, Council
Resolutions, Councillor input, continued
implementation of financial sustainability
strategies, asset renewal priorities and
continuous improvement. The annual
budget prepared for each respective
financial year forms the basis upon which
future years within the LTFP are reviewed.

The LTFP is reviewed on an annual basis to
ensure assumptions underpinning the Plan
are still relevant and to reflect the latest
financial results, the impacts of any Council
resolutions and changes in trends.
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ATTACHMENT 1- SUSTAINABILITY
MEASURES EXPLAINED

Total continuing operating revenue (exc. capital grants and contributions)
less operating expenses

Total continuing operating revenue (exc. capital grants and contributions)

DESCRIPTION AND RATIONALE FOR CRITERIA

« TCorp in their review of financial sustainability of local government found that operating
performance was a core measure of financial sustainability.

« Ongoing operating deficits are unsustainable and they are one of the key financial
sustainability challenges facing the sector as a whole. While operating deficits are
acceptable over a short period, consistent deficits will not allow Councils to maintain or
increase their assets and services or execute their infrastructure plans.

« The Operating Performance Ratio is an important measure as it provides an indication of how
a Council generates revenue and allocates expenditure (e.g. asset maintenance, staffing
costs). It is an indication of continued capacity to meet on-going expenditure requirements.

DESCRIPTION AND RATIONALE FOR BENCHMARK

« TCorp recommended that all Councils should be at least break even operating position or
better, as a key component of financial sustainability. Consistent with this recommendation
the benchmark for this criteria is greater than or equal to break even.
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Total continuing operating revenue less all grants and contributions

Total continuing operating revenue inclusive of capital grants and contributions

DESCRIPTION AND RATIONALE FOR CRITERIA

« Own source revenue measures the degree of reliance on external funding sources (e.g.
grants and contributions). This ratio measures fiscal flexibility and robustness. Financial
flexibility increases as the level of own source revenue increases. It also gives councils greater
ability to manage external shocks or challenges.

« Councils with higher own source revenue have greater ability to control or manage their own
operating performance and financial sustainability.

DESCRIPTION AND RATIONALE FOR BENCHMARK

« TCorp has used a benchmark for own source revenue of greater than 60 per cent of total
operating revenue. All Councils should aim to meet or exceed this benchmark over a three
year period.

- It is acknowledged that many councils have limited options in terms of increasing its own
source revenue, especially in rural areas. However, 60 per cent is considered the lowest level
at which councils have the flexibility necessary to manage external shocks and challenges.
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Asset renewals (building and infrastructure)

Depreciation, amortisation and impairment (building and infrastructure)

DESCRIPTION AND RATIONALE FOR CRITERIA

 The building and infrastructure renewals ratio represents the replacement or refurbishment
of existing assets to an equivalent capacity or performance, as opposed to the acquisition
of new assets or the refurbishment of old assets that increase capacity or performance.
The ratio compares the proportion spent on infrastructure asset renewals and the asset’s
deterioration.

« This is a consistent measure that can be applied across councils of different sizes and
locations. A higher ratio is an indicator of strong performance.
DESCRIPTION AND RATIONALE FOR BENCHMARK

« Performance of less than one hundred percent indicates that a Council’s existing assets are
deteriorating faster than they are being renewed and that potentially council’s infrastructure
backlog is worsening. Councils with consistent asset renewals deficits will face degradation of
building and infrastructure assets over time.
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Estimated cost to bring assets to a satisfactory condition

Total (WDV) of infrastructure, buildings, other structures and depreciable land
improvement assets

DESCRIPTION AND RATIONALE FOR CRITERIA

 The infrastructure backlog ratio indicates the proportion of backlog against the total value
of the Council’s infrastructure assets. It is a measure of the extent to which asset renewal
is required to maintain or improve service delivery in a sustainable way. This measures
how councils are managing their infrastructure which is so critical to effective community
sustainability.

- It is acknowledged, that the reliability of infrastructure data within NSW local government is
mixed. However, as asset management practices within councils improve, it is anticipated
that infrastructure reporting data reliability and quality will increase.

« This is a consistent measure that can be applied across councils of different sizes and
locations. A low ratio is an indicator of strong performance.

DESCRIPTION AND RATIONALE FOR BENCHMARK

+ High infrastructure backlog ratios and an inability to reduce this ratio in the near future
indicate an underperforming Council in terms of infrastructure management and delivery.
Councils with increasing infrastructure backlogs will experience added pressure in
maintaining service delivery and financing current and future infrastructure demands.

« TCorp adopted a benchmark of less than two per cent to be consistently applied across
councils. The application of this benchmark reflects the State Government'’s focus on
reducing infrastructure backlogs.
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Actual asset maintenance

Required asset maintenance

DESCRIPTION AND RATIONALE FOR CRITERIA

« The asset maintenance ratio reflects the actual asset maintenance expenditure relative
to the required asset maintenance as measured by an individual council.

- The ratio provides a measure of the rate of asset degradation (or renewal) and therefore
has a role in informing asset renewal and capital works planning.

DESCRIPTION AND RATIONALE FOR BENCHMARK

« The benchmark adopted is greater than one hundred percent, which implies that asset
maintenance expenditure exceeds the council identified requirements. This benchmark is
consistently adopted by the NSW Treasury Corporation (TCORP). A ratio of less than one
hundred percent indicates that there may be a worsening infrastructure backlog.
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Cost of debt service (interest expense and principal repayments)

Total continuing operating revenue (exc. capital grants and contributions)

DESCRIPTION AND RATIONALE FOR CRITERIA

« Prudent and active debt management is a key part of Councils’ approach to both funding
and managing infrastructure and services over the long term.

 Prudent debt usage can also assist in smoothing funding costs and promoting
intergenerational equity. Given the long life of many council assets it is appropriate that the
cost of these assets should be equitably spread across the current and future generations of
users and ratepayers. Effective debt usage allows councils to do this.

+ Inadequate use of debt may mean that councils are forced to raise rates that a higher than
necessary to fund long life assets or inadequately fund asset maintenance and renewals. It is
also a strong proxy indicator of a council’s strategic capacity.

« Council's effectiveness in this area is measured by the Debt Service Ratio.

DESCRIPTION AND RATIONALE FOR BENCHMARK

+ As outlined above, it is appropriate for Councils to hold some level of debt given their role in
the provision and maintenance of key infrastructure and services for their community. It is
considered reasonable for Councils to maintain a Debt Service Ratio of greater than zero and
less than or equal to 20 per cent.

« Councils with low or zero debt may incorrectly place the funding burden on current
ratepayers when in fact it should be spread across generations, who also benefit from the
assets. Likewise high levels of debt generally indicate a weakness in financial sustainability
and/or poor balance sheet management.
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Hawkesbury
City Council

Address

Mailing Address
Phone

Email

Website

Office Hours

366 George Street, Windsor NSW 2756
PO Box 146, Windsor NSW 2756

(02) 4560 4444
council@hawkesbury.nsw.gov.au
www.hawkesbury.nsw.gov.au

Monday to Friday 8:30am - 5pm
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