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Council continues to be in a strong financial position. Through careful planning over recent years it has
improved its operating position, has strong liquidity and cash flow, relatively low debt levels, and its asset
renewal requirements are being satisfactorily funded.

Council first introduced the Financial Management Strategy (FMS) in 2012 and since this time has flagged
the need for restraint in expenditure growth in order for rate increases to be kept to a minimum. The
strategy does however recognise that rate increases in line with CPI are important for the ongoing financial
sustainability of Council. Rates must increase in line with rising costs in order to continue to deliver the
same services to the community each year.

Burnie is a regional centre and Council provide a broad range of services relative to its population. As
such, rates are higher than the state average. The strategy recognises that there is more work to be done
in reducing the cost of service provision to the community. During 2017, Council introduced a target to
reduce the rate burden to the community over a five year period.

In order to achieve this and maintain financial sustainability, Council also introduced ambitious operational
savings targets setting which sets a clear Council led agenda to reduce costs while maintaining acceptable
levels of service to the community.

Council must balance its service levels with the needs and expectations of the community and therefore
cost reduction in the first instance must be in finding efficiencies in the way services are delivered rather
than through a reduction of services provided.

The projections contained in the financial modelling and which are necessarily based upon certain
assumptions, produce the following outcomes over the 10-year period:

- The achievement of modest break-even results with an operating margin ratio of at least 1.00 in
all years.

- A demonstration that Council’s liquidity will continue to be strong with a current ratio projection of
1.10in all years.

- Areduction in Council rates and charges to the community over 4 years of 1% per annum. This is
exclusive of state government fire levy and any redistributive effects of revaluations.

- Operational savings targets in the order over $2.050m over 4 years.

- Funds available for capital expenditure over the next 10 years will on average cover Council’s
asset renewal needs. Asset renewals will be a challenge in the short term but can be met fully
over the period from cash reserves.

These outcomes demonstrate Council’s commitment to keeping the cost of services to the community as
low as possible whilst maintaining financial sustainability and ensuring the ongoing ability to deliver
services to the community.
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2 Introduction

In order for a Council to be sustainable both present and future needs are required to be met. In other
words, resources need to be managed so that financial commitments can be met both now and into the
future whilst also ensuring that the community needs are met now and into the future.

The FMS has been prepared to provide the Burnie City Council with a view to the future when developing
the Annual Plan and Budget Estimates (APBE) each year.

The strategy has been prepared to guide Council in its financial decision-making ensuring that the following
principles are followed:-

The community’s finances will be managed responsibly to enhance the wellbeing of residents.

Council will endeavour to maintain community wealth to ensure that the wealth enjoyed by today’s
generation may also be enjoyed by tomorrow’s generation.

Council’s financial position will be robust enough to recover from unanticipated events, and to absorb the
volatility inherent in revenues and expenses.

Resources will be allocated to those activities that generate community benefit.

If Council follows the principles contained within the FMS when setting its Annual Plan & Budget Estimates
the organisation will show strong financial sustainability into the future. The principles are given practical
effect through strategies. Strategies are measured by the setting of medium term targets. The following
diagram demonstrates the process.

Principles of Financial Strategies to Achieve Medium-Term

Management the Principles Targets

eHow do we know if we
are on strategy?

eHow do these
principles translate
into practice?

*What constitutes
responsible financial
management?

2.1 Linkages with the Community Strategic Plan

Council’s strategic planning framework guides Council in identifying community needs and aspirations over
the long term (Our Vision), medium term (Strategic Plan) and short term (Annual Plan and Budget
Estimates), and holds itself accountable through the Audited Financial Statements and Annual Report.

The FMS is not about deciding on what Council will spend on individual projects. It is about the various
financial strategies that will effectively determine the amount of funds that Council will have at its
discretion to allocate in future years. Long term financial planning supports the delivery of the community
plan through the optimal allocation of available resources.

The linkage between the FMS and Council’s strategic framework is represented in the diagram below.
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Long term
planning
(10 years +)

Long Term
Strategies

Our Vision, Mission and Values
Making Burnie 2030

Financial Management Strategy
Asset Management Plan

Core functions and responsibilities
Future Directions and Strategic
Objectives

Key Performance Indicators

Financial Statements
Activities and Initiatives
Key Strategic Activities
Other information

Medium t

plaen#'rr?g o Corporate Plan
(3-5 years) 2016-2020
b Annual Plan and
(12 months) Budget Estimates
Accountability Audited Statements
(Year End)

and Annual Report

U

- Financial Statements
- Performance Statement

2.2  Where does this document fit into Financial Management?

The FMS is an important part of the overall financial management activities of Council. The following table
demonstrates the context within how this document fits into the overall financial management framework

of Council.

Internal Impacts
Strategic Planning

Communication Strategies

Ivities

Other Policy Decisions

External Impacts
Local Government Act

| Act

Regulations

Nancia

Accounting Standards
Community
Government Grants

Other External Factors

Fi

Long-term Financial Planning
Budgeting

Management Reporting
Financial Reporting

Revenue Collection

Maintenance of Accounting
Records

Internal Control Framework
Asset Management Plan
Cash Management

eInvestment
*Manage Debt Portfolio
eCash Flow Budgeting

Elected Body
Set Policy
Set and adopt Annual Budget

Corporate Performance
Management

Delegate Authority
Community Consultation
Receive/Review Information
Management

Implement Council Decisions

Advise/Inform Elected Body

Set Administrative Policy
Prepare Annual Budget

Set Standards and Measure
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The following principles serve to guide Council in setting its financial management strategies. They are
given practical effect through strategies.

Principle 1: The Community’s finances will be managed responsibly to enhance the wellbeing of
residents.

Council will ensure it only raises the revenue it needs, and does so in the most efficient and equitable
manner possible. Council will manage community funds according to best practice standards and ensure
information regarding its financial management decisions is accessible to the community. Council will
ensure it only delivers those services that cannot be delivered more efficiently and effectively by other
providers.

Principle 2: Council will maintain community wealth to ensure that the wealth enjoyed by today’s
generation may also be enjoyed by tomorrow’s generation.

Council will seek to achieve equity across generations by recognising that each generation must pay its way
with respect to recurrent expenses being met from recurrent revenue (the full cost of the service it
consumes).

Council will invest sustainably in community assets to maintain (and potentially enhance) service levels.

Principle 3: Council’s financial position will be robust enough to recover from unanticipated events, and
absorb the volatility inherent in revenues and expenses.

Council will ensure it accumulates and maintains sufficient financial resource and has the borrowing
capacity to deal with volatility and unexpected events.

Council’s operational budget will be flexible enough to ensure that volatility in revenues and expenses as a
result of the changing economic environment can be absorbed.

Principle 4: Resources will be allocated to those activities that generate community benefit.

Council will ensure that robust and transparent processes are in place for the allocation and prioritisation
of resources through budgetary decision-making, as well as for choosing the most effective methods for
delivering specific services and projects. Strategies will include a vigorous cost-benefit analysis in
preparing and assessing proposals.

Council will recognise its service obligations to the Burnie community in its decision-making.
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The following financial strategies portray the strategic direction in which Council’s financial decisions are
based including borrowing, infrastructure, and service delivery.
4.1  Rating Strategy

Council ensures it only raises the revenue it needs, and does so in the most efficient and equitable manner
possible. Council must balance its service levels with the needs and expectations of the community and
set appropriate levels of tax to adequately fulfil its roles and responsibilities.

The following factors influence the level of rates and charges:-

Distribution and level of Commonwealth and state funding

Socio-economic profile of the area (capacity to pay)

User-pays policies

Level and range of services including the level of regional responsibility

Current economic environment

In determining its rates each Council gives consideration to the current economic climate and the capacity
of the community to pay for services. Council will always minimise any increase in rates and charges by
minimising costs where possible throughout the annual budget deliberation process.

The aim of rates and charges decision-making is to spread the burden fairly across the community with
those that have the greatest capacity to pay paying more than those with a lessor capacity to pay.

When considering how the rate burden will be distributed, Council must balance capacity to pay with the
benefit principle acknowledging that there are some groups of the community that have more access to
and benefit from specific services.

Burnie is a regional centre and Council provide a broad range of services relative to its population. As
such, rates are currently higher than the state average.

Council will actively work to close the “rates per capita” gap in Burnie against the state average while
maintaining acceptable service levels. This will be achieved by introducing the principles of continuous
improvement to maximise value for the ratepayer.

4.1.1 Rating Structure
Council has established a rating structure comprising of two key elements — general and service rates.

The general rates are levied based on the Annual Assessed Value (AAV) of properties as determined by the
Valuer General. Property values generally reflect the capacity of the ratepayer to pay.

Service rates are levied to recover the cost of a specific service provision within the municipality. Council’s
service rates currently cover stormwater and waste management services.

More information regarding Council’s approach to determining and collecting rates from the community
can be found in Council’s CO4 Rates and Charges Policy.
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4.2  Asset Management Strategy

The key objective of Council’s Asset Management is to maintain Councils existing assets at desired
condition levels. If funding is not sufficiently allocated to asset renewal then Council’s investment in those
assets will reduce along with the capacity to deliver services to the community.

Council’s Asset Management Strategy (adopted in February 2013) outlines Council’s approach to improve
the way it delivers services from its infrastructure and show how its asset portfolio will meet service
delivery needs into the future. The strategy shows how Council’s asset management policies will be
achieved and integrated into Council’s long term strategic plan.

Council’'s Asset Management Policy ensures that adequate provision is made for the long-term
replacement of major assets by;

- Ensuring that Council’s services and infrastructure are provided reliably, with the appropriate
quality levels of service to residents, visitors and the environment.

- Safeguarding Council assets including physical assets and employees by implementing
appropriate asset management strategies and appropriate financial treatment of those assets.

- Creating an environment where all Council employees will take an integral part in overall
management of Council assets (create an asset management awareness throughout Council).

- Meeting legislative compliance for asset management.

- Ensuring resources and operational capabilities are identified and responsibility for asset
management is allocated.

- Demonstrating transparent and responsible asset management processes that align with
demonstrated best practice.
4.3  Treasury Strategy

Council is committed to operating in a financially sustainable manner and maintains a Long- term Financial
Management Strategy. Council manages the financing and funding of future wants and needs through
forward financial planning and projections (updated annually). The Strategy also provides projections of
future cash flow availability and needs.

Council does not retain and quarantine money for particular future purposes unless required by legislation
or agreement with other parties.

Council’s operating and capital expenditure decisions are made based on:
- identified community need and benefit relative to other expenditure options;
- cost effectiveness of the proposed means of service delivery; and
- affordability of proposals having regard to Council’s long-term financial sustainability.

More information regarding how Council manages its borrowings is contained in Council’s Treasury Policy
(CP-CBS-SG-038).
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4.4 Investment Strategy

Cash reserves require careful management to both achieve optimum investment incomes and to ensure
that cash is available when needed for planned expenditures. Funds will be invested in a manner that
allows them to earn interest for as long as possible while retaining flexibility in accessing those funds for
Council purposes.

Council’s Annual Plan and Budget Estimates and Financial Management Strategy will be used to provide
direction on the term of investments to be placed. Council will ensure that enough funds are on hand to
ensure that all current liabilities can be met.

Council will ensure that its investment portfolio maximises its return on investments while maintaining an
acceptable level of risk.

More information regarding how Council manages its investments is contained in Council’s Treasury Policy
(CP-CBS-SG-038).

4.5 Borrowing Strategy

Council is dependent on a large investment in infrastructure assets to deliver its service objectives and is
mindful of intergenerational equity in generating revenue to offset service costs.

Council will seek to achieve equity across generations by recognising that each generation must pay its way
with respect to recurrent expenses being met from recurrent revenue (the full cost of the service it
consumes).

Council aims to achieve an operating break even position. This means that on average over time it will
generate sufficient funds to offset consumption of existing assets (through its depreciation expense). On
average over time it will have sufficient capacity to accommodate asset renewal requirements without the
need to raise additional borrowings.

Council may utilise borrowing to allow for potential timing mismatches between income and expenditure
outlays to be overcome. Borrowings may also be used as an effective mechanism of linking the payment
for assets (via debt repayments) to the populations who receive benefits over the life of that asset. This
matching concept is frequently referred to as ‘inter-generational equity’.

In considering new debt Council will consider the impact of borrowing costs on the sustainability of
operating positions and its capacity to repay the debt. Council will maintain enough borrowing capacity to
ensure that it has the capacity to deal with significant unexpected events.

Council will aim to keep debt levels low at any point in time as its annual budget and long term financial
plan and associated cash flow projections allow. Any funds that are not immediately required to meet
approved expenditure will be applied to reduce its level of borrowings or to defer and/or reduce the level of
new borrowings that would otherwise be required.

When borrowing Council shall raise all external borrowings at the most competitive rates available and
from sources available as defined by legislation.

More information regarding how Council manages its borrowings is contained in Council’s Treasury Policy
(CP-CBS-SG-038).
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5 Financial Targets

5.1 Council Strategy Targets

Financial principles are given practical effect through strategies. Strategies are measured by the setting of
medium term targets. The following targets have been determined to be appropriate in measuring
Council’s sustainability:-

- To reduce rate revenue in Burnie to close the “rates per capita” gap against the state average
while maintaining acceptable service levels

- To achieve an operating margin of 1.00

- To maintain a current ratio above 1.10

5.1.1 Rates per Capita

Rates per Capita
32.00%
28.00%
24.00%
20.00%
16.00%
12.00%
8.00%
4.00% —
0.00%
(@] o™ < n (\e] N~ [ce] [o)] o — o~ o <t n (o} ~
— — — i i i — — [} [} [} [} (o} (o} (o} (o}
o o o o o o o o o o o o o o o o
(g} o o o o N (a\] (o] (o] (o] (o] (o] (a\] (V] (g\] (g\]
% Above State Average ~ essmmBase Target  essswStretch Target

Burnie is a regional centre and Council provide a broad range of services relative to its population. As
such, rates are currently higher than the state average. Council will actively work to close the “rates per
capita” gap in Burnie against the state average while maintaining acceptable service levels. As stated
earlier this will be achieved by introducing the principles of continuous improvement to maximise value for
the ratepayer.

The calculations in the above graph include assumptions that Burnie’s population will remain steady and
that the state growth will continue to increase by 3.1%pa (December Consumer Price Index (all Groups)
Hobart of 2.1% plus 1% of property growth).

A reduction in Council rates and charges 1% per annum for the next 4 years has been included in the
modelling. This is exclusive of state government fire levy and any redistributive effects of revaluations. In
order to achieve this and maintain financial sustainability, Council has also introduced ambitious
operational savings targets which sets a clear Council led agenda to review operations to reduce net cost
while maintaining acceptable levels of service to the community.
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5.1.2  Operating Margin Ratio

The operating margin serves as an overall measure of operating effectiveness. A result less than 1.00
indicates an operating deficit. The operating margin benchmark for Council is 1.00 which is the point
where recurring income is equal to recurring expenditures which means that the rates and charges people
are paying is equal the cost of providing existing levels of service.

An operating margin below the benchmark would indicate that Council might not be generating sufficient
revenue to fulfil its operating requirements. Council seeks to achieve equity across generations by
recognising that each generation must pay its way with respect to recurrent expenses being met from
recurrent revenue (the full cost of the service it consumes).

The following graph shows Council’s strategy is sustainable into the future with its recurrent expenditure
fully funded from recurrent income. The operating margin target of 1.00 will be met from 2019 onwards.

Operating Margin Ratio
1.03
1.02 —
1.01 — j— —
1.00 — — — | —
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0.98 ——— — — — — — — — — — —
0.97 — — — — — — — — — — —
0.96 — — — — — — — — — — — —
0.95 — — — — — — — — — — — —
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0.93
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X3 o o o o o o o o o o
o 8 N N o~ o~ (g} (o} N N o~ o~
N S [ Strategy Target

5.1.3 Current Ratio

The current ratio measures the liquidity of Council. That is, Council’s ability to meet its debt and financial
obligations as they fall due. A ratio of 1.00 or more indicates that there is enough cash and liquid assets
to cover short-term liabilities. Influencing factors are planning and budgetary control, timing of the
completion of the capital works program, timing of cash flows and credit policies and collection of debts.

A benchmark of greater than 1.00 indicates that council’s short term assets are greater than its short term
liabilities. In all years, Council is projected to meet the benchmark set by the FMS demonstrating that
through good management and planning Council will be able to meet all short-term liabilities comfortably.
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Current Ratio
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5.3

Financial Management Indicators

For the purposes of Section 84(2A) of the Local Government Act, Local Government (Management
indicators) Order (S.R.2014, No. 36) has specified the following indicators; the Tasmanian Audit Office has
identified benchmarks for each.

Tas Audit
Ratio Description Calculation Office Bigﬁgryg <
Benchmark
Net financial Shows whether Council’s (%) Total Liabilities less Zero Benchmark
liabilities total liabilities can be met by | Financial Assets achieved from
its liquid assets. An excess 2021 onwards.
of total liabilities over liquid
assets means that, if all
liabilities fell due at once,
additional revenue would be
required to fund the
shortfall.
Net financial Indicates the extent to which | (%) Net financial liabilities Between Benchmark
liabilities ratio | net financial liabilities could | divided by recurrent income. | negative 50% achieved from
be met by recurrent income. and zero 2021 onwards.
Underlying This ratio serves as an $ Recurrent income Greater than ‘/
surplus or overall measure of financial | (excluding income received zero
deficit operating effectiveness. specifically for new or
upgraded assets, physical
resources received free of
charge or other income of a
capital nature) less
Recurrent Expenses for the
reporting period.
Underlying The operating surplus ratio (%) Operating surplus Greater than \/
surplus or is the operating surplus (deficit) divided by total zero
deficit and (deficit) expressed as a revenue — adjusted
ratio percentage of total revenue | (excluding amounts received

(Adjusted by excluding
capital grants, contributed
PP&E and asset revaluation
increment / decrements).

specifically for new or
upgraded assets, physical
resources received free of
charge and revaluation
increments).

Asset renewal Measures the capacity to Future asset replacement At least 90% Benchmark
funding ratio fund asset replacement expenditure as per long term achieved in all
requirements. An inability to | financial plan divided by years except
fund future requirements future asset replacement 2021
will result in revenue or expenditure requirement as
expense or debt per asset management
consequences, or a plans.
reduction in service levels.
Asset The ratio of asset (%) Capital expenditure on At least 100% Benchmark
sustainability replacement expenditure replacement/renewal of achieved in all
ratio relative to depreciation for a | existing plant and years except
period. It measures whether | equipment and 2021

assets are being replaced as
they are wearing out.

infrastructure assets divided
by their annual depreciation
expense.
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Net Financial Liabilities
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Asset Renewal Funding Ratio

350%
300%
250%
200% —
150% — T 11 [

100% ISENS— N S I [ S [ S S
50% ﬂ T = T R = N S N = I =
0% -

[——JAsset Renewal Funding Ratio e TAQO Benchmark

2019
2020
2021
2022
2023
2024
2025
2026
2027
2028

Asset Sustainability Ratio

120.0%

115.0% ——=

110.0% -

105.0% — 1 M 1

100.0% i
9s0% 1 H 1 1 H H O H b

90.0%

2019
2020
2021
2022
2023
2024
2025
2026
2027
2028

[ Asset Sustainability Ratio =~ =====TAO Benchmark

Page 17



Burnie City Council Financial Management Strategy

The financial statements included in the FMS portray the projected long-term financial position and
performance of the Burnie City Council over the next ten years. The FMS presents financial statements, as
follows:

- Comprehensive Income Statement
- Statement of Cash Flows
- Statement of Financial Position

The statements are prepared on current knowledge and will no doubt be affected by various events that
will occur in future years. It is important that the long-term financial projections in this strategy be revisited
and updated on an annual basis.

The model is a guiding document to be used during the budget deliberation process. If the general thrust

of the document is followed Council will maintain strong financial sustainability.

6.1 Modelling Methodology

Following each Statement are descriptions of the assumptions specifically applied to produce the long-
term estimates. Broad percentages have not been applied universally in the modelling.

The forecast results as at 30 June 2018 has been used as the base point for the long term modelling. The
following adjustments have been made to Council’s base forecast operating result:

In June 2017 the Federal Government prepaid 50% of Council’s 2017-18 financial assistance grant
funding. An adjustment has been made to reflect the full year grant funding in the 2017-18 forecast.

A surplus is currently forecast for the 2017-18 financial year. A analysis has been conducted on the 2017-
18 forecast surplus to allocate the forecast variances in ongoing and one off savings. Only ongoing
forecast savings have been included in the base used for the FMS.

6.2 Price Indexes

Consumer Price Index (All Groups Hobart)

Jun 2012 to Jun 2013 1.80%
Jun 2013 to Jun 2014 2.75%
Jun 2014 to Jun 2015 0.57%
Jun 2015 to Jun 2016 1.24%
Jun 2015 to Jun 2016 2.35%
Average 1.74%

The CPI reflects the general movement in costs in terms of groceries and other consumables. Where a
Consumer Price Index (CPI) has been used in calculations it has been based on the average increase over
the last 5 years as per the above table.
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Burnie City Council

Comprehensive Income Statement
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Burnie City Council Financial Management Strategy

6.3.1 Recurrent Income
Rates and charges

Rates and charges are an important revenue stream for Council and are estimated to make up 69% of
total Council operating (recurrent) revenue. It is necessary to balance the importance of rate revenue as a
funding source and increase rates in line with rising costs in order to be financially sustainable.

The FMS recognises that the price of delivering services to the community over time will increase. The
level of rates levied to cover those services will also need to increase in order to continue to deliver the
same level of service. This does not however remove the ongoing desire of Council to achieve operational
efficiencies.

Council will minimise costs where possible and will pass cost savings on to ratepayers in the form of lower
rate increases. Council will ensure it only raises the revenue it needs. Increases allowed for in the
modelling are indicative only.

The modelling includes a reduction in rates and charges to the community over 4 years of 1% per annum
(2019 through to 2022). This is exclusive of state government fire levy and any redistributive effects of
revaluations. A 1.74% increase has been allowed all rates and charges from 2023 onwards in line with the
5-year average Consumer Price Index (all Groups) Hobart.

Fire levies are set by the State government and are outside the control of Council. It has been assumed
that levies will increase by 1.74% each year in line with the 5-year average Consumer Price Index (all
Groups) Hobart.

An allowance has been made for supplementary rates and charges of $150,000 per year which is
consistent with historical trends.

Effective overall rate increases will be limited to those provided in the following table:-

Forecast Strategic Projections

2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

General Rate 15,104 15,052 15,050 15,048 15,046 15,460 15,882 16,311 16,747 17,191 17,643
Waste Service Charges 3,875 3,836 3,798 3,760 3,722 3,787 3,853 3,920 3,988 4,058 4,128
Stormwater Service Charges 1,583 1,567 1,551 1,536 1,521 1,547 1,574 1,601 1,629 1,658 1,686
Add: Supplementary Rates 100 150 150 150 150 150 150 150 150 150 150
20,662 20,605 20,549 20,494 20,439 20,945 21,459 21,982 22,515 23,057 23,608

% Increase in Price -0.76% -1.00% -1.00% -1.00% 1.74% 1.74% 1.74% 1.74% 1.74% 1.74%
Fire Levies 1,882 1,882 1,915 1,948 1,982 2,016 2,052 2,087 2,124 2,160 2,198
Total Rates and Charges 22,544 22,487 22,464 22,442 22,421 22,961 23,510 24,070 24,638 25,217 25,806

Page 20



Burnie City Council Financial Management Strategy

Rate Revenue
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O Rate Revenue 22,544 22,487 22,464 22,442 22,421
BRate Revenue Required |, ¢\, 23,086 23,587 24,069 24,439
(no strategy in place)

Statutory fees and fines

Statutory fees and fines relate mainly to fees and fines levied in accordance with legislative requirements.
They include building fees, planning fees, parking fines, and animal registrations. It has been assumed
that over time statutory fees and fines will increase by 1.74% per annum in line with the 5-year average
Consumer Price Index (all Groups) Hobart.

User fees

User charges relate to the recovery of service delivery costs through the charging of fees to users of
Council’'s services. These include parking fees, the hire of halls and sporting grounds. It has been
assumed that over time user fees and fines will increase by 1.74% per annum in line with the 5-year
average Consumer Price Index (all Groups) Hobart.

Grants

The main source of grant revenue is from the State Grants Commission (SGC) in the form of Financial
Assistance Grants (FAG). Council have little control over the level of FAG received with significant changes
are only likely to occur as a result of a change in population. It has been assumed that the population will
remain constant and the current base funding will continue. It has been assumed that the funding will be
indexed by CPI from 2018 onwards and therefore an increase of 1.74% has been applied from 2019
through to 2028.

Reimbursements

It has been assumed that reimbursements will increase by 1.74% per annum in line with the 5-year
average Consumer Price Index (all Groups) Hobart.

Otherincome

Other income includes rates penalties and rental income on Council properties. It has been assumed that
other income will increase by 1.74% per annum in line with the 5-year average Consumer Price Index (all
Groups) Hobart.
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Dividends and distributions

Dividends and distributions occur as a result of Council’s ownership interests in other entities and are
dependent on continued ownership and profitability of those entities.

Distributions from Tas Water have been allowed for in line with the entity’s Corporate Plan (based on
Council’s equity of 4.14%). It should be noted that the distributions are outside the control of Council and
there is some risk that dividends will not be paid in line with the entity’s Corporate Plan. Council relies on
the revenue stream as a funding source for recurrent expenditure and therefore if there is any material
changes to the distributions planned, Council will need to review its reliance on the dividends as a funding
source. Distributions from Tas Water of $0.828m per annum has been allowed.

At the time of preparing the FMS discussion is occurring with regard to reform of TasWater. This has the
potential to change distributions especially post 2024-2025.

Distributions are also allowed for Council’s controlled entities, Tas Communications and Burnie Airport
Corporation in line with estimated profits from these entities.

Interest

Interest on investments has been calculated based on the estimated average level of investments held
during the year. It has been estimated that 60% of rates revenue will be paid in full by the end of August.
A rate of 2.50% has been used to which is consistent with Council’s current return on its investment
portfolio and Council’s weighted average interest rate as at 31 December 2017.
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6.3.3  Recurrent Expenses
Employee benefits

Council’s current Enterprise Agreement (EA) is effective until October 2020 and provides for an increase in
wages of 2.5% for the three year term. An increase of 2.5% per annum for the period 2019-2021 has
been used reverting to 1.74% per annum from 2022, in line with the 5-year average Consumer Price Index
(all Groups) Hobart.

Materials and services

It has been assumed that materials and services will increase by 1.74% per annum in line with the 5-year
average Consumer Price Index (all Groups) Hobart.

Operational savings targets in the order over $2.050m over 4 years have been allowed. The savings
targets will need to be met for ongoing sustainability to be achieved if the rate revenue reduction target is
to be met.

Operational Savings Targets

800

700

600

500 —

400 —f

$'000

300 —

200 —f

100 —

2019 2020 2021 2022
OTarget 600 525 525 400
@ Previous Target 700 350 350 350

Depreciation and amortisation

Depreciation is an accounting measure which attempts to allocate the value of an asset over its useful life.
It is the financial representation of the annual increase in the value of, or consumption of the service
inherent in council’s assets. Annual depreciation therefore is an estimate of funds that will need to be
spent at some time in the future to renew Councils existing assets. It has been assumed that depreciation
will be contained to increase by no more than 1.74% per annum in line with the 5-year average Consumer
Price Index (all Groups) Hobart.

The factors affecting the ‘consumption’ of an asset are:

the quality of the original asset;

the wear and tear to which the asset is subjected;

the environment in which the asset is operated or constructed;

the maintenance provided to the asset;
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- technical obsolescence; and
- commercial obsolescence.
Finance costs

Finance costs relate to interest charged by financial institutions on funds borrowed. The level of
borrowings and the level of interest rates influence borrowing costs.

Council have no planned additional borrowings in the 10 year model and therefore costs have been
allowed for in line with the terms and conditions for existing loans. All Council’s existing loans are for fixed
term and are at a fixed interest rate for the full term of the loan.

Other expenses

Other expenses include levies to state government for land tax and fire levies, water sewer and rates,
remissions & discounts, and auditor remuneration. It has been assumed that other expenses will increase
by CPI each year 1.74%.

The remissions and discounts relate to a 3% discount granted to ratepayers paying rates prior to the
specified discount date. The broad assumption in remissions and discounts is that the same number of
people that took up the discount in 2017-18 will again pay their rates up front in future years and that the
level of discount provided will remain at 3%. It has been assumed that the cost of providing discounts
each year will increase in line with any increases in rates and charges.
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Burnie City Council

Statement of Cash Flows

6.5

Council needs to make sure that enough funds are on hand at year-end to meet all current liabilities. A

measure of liquidity is the current ratio, which is discussed below.
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The above statement includes the cash based transactions shown in the Income Statement with the
addition of estimated capital movements. Further information on the assumptions used, where items
differ to the Income Statement, is provided below.

6.5.1 Operating activities

Cash generated from operating activities refers to cash generated or used in the normal service delivery
functions of Council. Cash remaining after paying for the provision of services to the community may be
available for investment in capital works or repayment of debt. Council predominantly uses the funds
generated from operating activities to fund its capital works program (refer to 2. Investing activities below
and 3.4.1.1. Capital Works Expenditure & Asset Renewal Needs). It has been assumed that debt collection
will remain constant over the 10 year period with receivables and payables increasing only by 1.74% in line
with CPI.

The net cash flows provided by operating activities do not equal the operating result for the year due to the
expected revenues and expenses including non-cash items which have been excluded from the Statement
of Cash Flows. The following table is a reconciliation of cash provided from operating activities to the
operating surplus/(deficit) for the year per the Comprehensive Income Statement:

Forecast Strategic Projections

2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

$'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000 $'000
Operating Surplus per Income Statement (667) 1 1 21 9 53 296 438 583 630 878
Borrowing Costs 87 73 57 41 24 10 4 - - - -
Depreciation Expense 8,485 8,129 8,270 8,414 8,561 8,710 8,861 9,015 9,172 9,332 9,494
Dividends and Distributions (1,590) (1,325) (1,208) (1,209) (1,211) (1,212) (1,219) (1,223) (1,231) (1,239) (1,248)
Receivables Movement (44) (44) (45) (45) (46) (47) (48) (49) (50) (50) (51)
Other assets/inventories - (3) (3) (3) (4) (4) (4) (4) (4) (4) (4)
Payables Movement 440 44 45 46 47 48 48 49 50 51 52
Employee Provisions 55| 48 49 50 51 52 52 53 55 55 56
Cash Provided/(used in operating activities 6,766 6,923 " 7,167 7,315 7,430 7,610 7,992 8,281 8,576 8,774 9,177

6.5.2 Investing activities

Refers to cash generated or used in the enhancement or creation of infrastructure assets and other
assets. These activities also include capital grants and proceeds from the sale of property, infrastructure,
plant and equipment.

It is the community that has the pre-eminent role in setting the service levels that will meet their needs and
outcomes based on their capacity to pay for the service. Council in the first instance will plan for the
renewal of its existing infrastructure in order to maintain current service levels.

Council does not retain and quarantine money for particular future purposes unless required by legislation
or agreement with other parties. Capital expenditure decisions are made based on:

- identified community need and benefit relative to other expenditure options;
- cost effectiveness of the proposed means of service delivery; and
- affordability of proposals having regard to Council’s long-term financial sustainability.

It has been assumed that no material asset sales will occur over the 10-year period.
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6.5.4  Financing activities

Refers to cash generated or used in the financing of Council functions and include borrowings and
repayment of borrowings and any associated costs. Council does not have any current plans to borrow and
therefore repayment of loans and finance costs are based on existing loan commitments.

6.5.5  Capital Works Expenditure and Asset Renewal Needs

The community has the pre-eminent role in setting the service levels that will meet their needs and
outcomes based on their capacity to pay for the service. Council in the first instance will plan for the
renewal of its existing infrastructure in order to maintain current service levels.

Renewal expenditure is expenditure on an existing asset which reinstates the existing service potential or
the life of an asset up to that which it had originally. It may reduce future operating and maintenance
expenditure if completed at the optimum time. Asset upgrades are carried out to address deficiencies in
current service levels or to meet new standards or statutory requirements. Expenditure on new assets in
most cases will result in future costs for operation, maintenance and capital renewal expenditure.

The funds available for capital expenditure over the next 10 years will on average cover Council’s asset
renewal needs. Asset renewals will be a challenge in the short term but can be met on average over time.

Asset Renewal Needs and
Projected Funds Available
12,000

10,000 — o W

8,000 ] ] —|

6,000 -

4,000

2,000 - r
0

2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

Capital Expenditure $'000

OFMS Funding Available @ Asset Renewal Needs
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Burnie City Council

Statement of Financial Position

6.7

The statement of financial position demonstrates that Council will be financially sustainable over the 10-

year period. The benchmark current ratio of 1.10 is likely to be achieved in each year indicating that

Council will be able to meet all short-term liabilities comfortably.
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6.8  Sensitivity Analysis

Council’s largest expenses categories are employee costs, materials and services and depreciation.
Council largest revenue item is rate revenue. The outcomes of the financial modelling are significantly
affected if actual results in these categories are different to forecast.

The long term modelling is based on a number of underlying assumptions. Sensitivity analysis identifies the
impact on Council’s financial position of changes in these assumptions and highlights the factors most
likely to affect the outcomes of the Plan.

Sensitivity analysis looks at ‘what if’ scenarios. For example, what happens to Council’s financial position if
salary and wage increases are 1% higher than forecast.

All sensitivity impacts were assessed by reference to the key financial indicator ‘Operating Margin’ at the
end of the 10 year planning period. The analysis excludes the impact on investment income resulting from
higher or lower investment balances that would result from the change in each of the assumptions
modelled.

The major underlying assumptions underpinning the modelling have been subject to sensitivity analysis
and the following impacts have been identified.

6.8.1 Effect of Inflation on Materials and Services

The financial modelling assumes that materials and services will be contained to CPI of 1.74% per annum.
If CPI is greater and costs increase by 1% more than that allowed for in the modelling, Council would not
achieve a sustainable operating margin.

Operating Margin Ratio
Effect 1% Change in Materials & Services (Increase)
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The operational cost quantum in 2019 would be $105,000. The analysis excludes any potential impact on
the replacement value of assets.

To remedy, general rates would need to increase by 0.70% or alternatively the operational savings target in
2019 would increase from $0.600m to $0.705m.
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6.8.3 Employee salaries and wages

The financial modelling assumes that employee costs will be 2.5% for years 2019-2021 and contained to
CPI of 1.74% per annum in the remaining years. If employee salaries and wages growth is 1% greater,
Council would not achieve a sustainable operating margin.

Operating Margin Ratio
Effect 1% Change in Employee Benefits (Increase)
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The operational cost quantum in 2019 would be $110,000. The analysis excludes any potential impact on
the replacement value of assets (and depreciation expense).

To remedy, general rates would need to increase by 0.73% or alternatively the operational savings target in
2019 would increase from $0.600m to $0.710m.

6.8.4 Effect of Inflation on Depreciation

The financial modelling assumes that the depreciation increases will be able to be contained to 1.74% per
annum (CPI). Influencing factors are the expected useful life of existing assets, the replacement value of
existing assets, and new depreciation expense being added from capital expenditure on new projects.

If depreciation expense is 1% greater, Council would not achieve a sustainable operating margin.
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Operating Margin Ratio
Effect 1% Change in Depreciation (Increase)
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The operational cost quantum in 2019 would be $79,000. To remedy, general rates would need to
increase by 0.52% in each year or alternatively additional operational savings target equivalent of the
increase in each year.

6.8.5  Operational Savings Targets

Operational savings targets in the order over $2.150m over 4 years have been allowed for in the
modelling. There is some risk that the savings cannot be achieved without impacting on the acceptable
level of service. If the savings targets are not met, Council would not achieve a sustainable operating
margin.

Operating Margin Ratio
Effect Only 50% Savings Targets Acheived
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If only 50% of the target is met and $1.075m achieved in savings, to remedy Council may not be in a
position to reduce the rate burden to the community. The general rate would only be able to be reduced by
half of Councils target of 1.00% in the 4 years to 2022 or alternatively, a reduction in service levels to the
community would be required.
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6.8.6 Removal of TasWater Distribution

Council relies on TasWater distributions as a funding source for recurrent expenditure and therefore if
there is any material change to the dividends planned, Council’s operating margin will be impacted.

Distributions from TasWater have been allowed for in line with the entity’s Corporate Plan (based on
Council’s equity of 4.14%). A distribution of $0.828m per annum has been allowed for in the strategy. The
modelling also assumes that the income stream will continue beyond 2024. The following graph shows
the impact of the removal of the $0.828m distributions to Council from 2024 onwards.

Operating Margin Ratio
Effect Removal of Tas Water Distribution from 2024
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7 Historical Financial Performance

The projections contained in the financial modelling and are necessarily based upon certain assumptions.
The FMS is intended to establish a framework that Council can benchmark its performance and strive to
exceed the targets set. Where further efficiencies can be achieved, the benefits will be passed to
ratepayers in the form of lower than projected general rate increases and or new infrastructure.

The following graphs demonstrate that the strategy has been a guiding document setting parameters to
work within during budget deliberations rather than a document that locks in decisions. In many cases,
the projected recurrent income and recurrent expenditures of Council has exceeded the expectations set
within the modelling.

7.1 Recurrent Income
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When the FMS was first adopted by Council in April 2012, the projected recurrent income in 2018 was
$41.948m. Recurrent income for 2018 is now forecast to be $32.676m, a reduction of $9.272m.
Recurrent income reduced in 2014-15 due to Council’s exit from the provision of child care services. The
reduction was offset by a corresponding reduction in expenses. Recurrent income is expected to be
contained and remain constant over the coming 10 year period.
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7.3  Rates and Charges

Rates per Capita
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When the FMS was first adopted by Council in April 2012, the projected rates and charges income required
to keep up with expenditure growth was greater than the level of rates and charges today. In 2012 the
projected rates and charges in 2018 was $23.474m. Rates and charges are now forecast to be
$22.544m in 2018, a reduction of $0.930m. This demonstrates Council’s efforts to keep rate increases
as low as possible in any given year through finding efficiencies.

7.4  Recurrent Expenses

Recurrent Expenses
48,000
46,000 ST
1]
o oot Actual
S 44,000
n 2018
» 42,000
o 2017
@ 40,000
2 2016
4 38,000
c eessss 2015
£ 36,000
3 csceee
§ 34,000 2014
32,000 sesess 2013
30,000 2012
T NN < N O N0 000 d NS N 0N
™ = e 1 1 " 1 NN NN NN NN N
O O O O O O O O O O O O O o o oo o o
AN AN &N AN AN ANAN AN AN NN NN NN N NN

When the FMS was first adopted by Council in April 2012, the projected recurrent expenses in 2018 was
$41.552m. Recurrent expenses for 2018 are now forecast to be $33.343m, a reduction of $8.209m.
Expenses reduced in 2014-15 due to Council’s exit from the provision of child care services. The reduction
was offset by a corresponding reduction in income. Expenses reduced further in 2016. Recurrent
expenses are expected to be contained over and remain fairly consistent over the coming 10 year period.
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