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Introduction

Purpose of the 20 Year Long Term Financial Plan

The City of Kwinana’s Long Term Financial Plan (‘Plan’) is an important financial tool for the
City. The Plan, in conjunction with the Strategic Community Plan, Corporate Business Plan,
Asset Management Plans and Workforce Plan aim to achieve the City’s goals and drive its
vision of being “Rich in spirit, alive with opportunities and surrounded by nature — it’s all here”.

The City will encounter many challenges and opportunities over the next 20 years. Significant
changes in population levels and demographics bring with them changing community needs
and expectations. This Plan will play a critical role in providing the guidance that is required to
assess the necessary funding requirements to afford capital replacement programs and new
capital projects; deliver community services and programs; and the City’s capacity to
maintain overall financial sustainability.

Previous Plan

The Plan covers the years 2020 to 2039 and is referred to as the 20 Year Long Term
Financial Plan. The previous Plan (‘previous Plan’) will also be referred to throughout this
document. The previous Plan covers the years 2016 to 2035 and was adopted by Council at
the Ordinary Council Meeting 28 September 2016.

Integrated Planning and Reporting Framework
Section 5.56 of the Local Government Act 1995 provides that —

(1) a local government is to plan for the future of the district.”

In 2011, the then Department of Local Government and Communities (now the Department
of Local Government, Sport and Cultural Industries (DLGSC)) introduced its Integrated
Planning and Reporting Framework to encourage a movement towards best practice
strategic planning and reporting standards across the Western Australian local government
industry.

A significant component of this Framework is the development of a Long Term Financial
Plan to inform the resourcing requirements and financial capacity of a local government to
achieve its stated objectives and priorities.

The below figure demonstrates the relationship the Long Term Financial Plan, as an informing
strategy, has to the Strategic Community Plan and Corporate Business Plan.
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Executive Summary

Key Highlights
The Long Term Financial Plan (‘Plan’) demonstrates the significant level of major projects
and operations required to deliver the City’s vision:

“Rich in spirit, alive with opportunities and surrounded by nature — it’s all here.”

The key highlights for the Plan are summarised below:

Item Details \

New Capital Investment e New, upgrade and renewal capital expenditure over the
20 years of the Plan - $458m
Loan Borrowings ¢ With the exception of the $2.5m City Centre

Redevelopment, all loan borrowings are projected to be
repaid by the end of the 2037 financial year.

Rates % Increases e Average of 3.50% increase on base rates revenue per
annum
e Rates growth average increase of 2.63% per annum
Fees and Charges % e Fees and charges increase on average by 3.23% per
Increases annum
Operating Expenses e Cash operating expenses including new expenditure

(excludes depreciation and loss on sale of assets)
increase on average by 3.66% per annum

e New operating costs (relating to increases in service
levels or new services) over the 20 years of the Plan -
$116m

¢ Additional Workforce Plan costs required over the 20
years of the Plan - $103m

Assumptions
The Plan is to be updated regularly; this allows the City to continually refine the
assumptions. Below are some of the key assumptions:

e Economy — Perth Consumer Price Index (CPl) is forecast by the Department of
Treasury to be 1.5% in 2018/19. It is projected to increase to 2% in 2019/20 and then to
2.5% in 2020/21 and 2021/22. From 2022/23 onwards the City has made its own
assumptions:

o 3.00% 2022/23.

o 3.50% from 2023/24.
The increase is based on historical trends and the need to build in prudent cost
projections.

e Service levels have been assumed to be maintained at current levels except for where
increases or decreases to service levels have been identified and are detailed within
Appendix Three.

Key Ratios

Five Key Ratios and Indicators have been calculated and are used by DLGSC to assist in
assessing a local governments financial performance. Ratios and indicators provide useful
information when compared to industry and internal benchmarks and can assist in identifying
trends. Whilst not conclusive in themselves, understanding ratios, their trends and how they
interact is beneficial for the allocation of resources and planning for the future.



Appendix Two summarises the results of the ratios in the Plan against the targets/standards
set by DLGSC for each ratio.

Cashflows

The Plan sets out to achieve a “balanced budget”. This occurs when the municipal closing
surplus/(deficit) is nil. This means that the municipal funds available at the end of each
financial year is zero, with the exception of cash held in reserve funds which are set aside for
a particular purpose.

The Plan commences with an opening reserve fund cash balance of $47.6million, which is
gradually depleted to fund capital projects over the first 13 years of the Plan. New loan
borrowings are required to fund capital projects between the 2023 and 2027 financial years.
In the later years of the Plan there are available municipal funds to use for capital projects
instead of using reserves and borrowings. From 2033/34 the reserves balance begins to
increase steadily, resulting in a projected balance in cash funds held in reserve at the end of
the Plan of $116.5million.

Key Changes since the Previous Long Term Financial Plan

The previous Plan for the period 2016 to 2035 was adopted by Council on 28 September
2016. The key changes in the current update are:

e The Plan projects an average rate increase of 3.5% on the base rates with a growth in
the rates base of an average 2.63% per annum. The previous Plan forecasts rate
increases to comprise of 3% per annum for the first 3 years to 2019 and then increasing
to 4% for the duration of the previous Plan for Residential Rates and for Industry
increases of 6% for the first 2 years and then an increase in line with Residential Rates.
Rateable property growth was projected to increase by approximately 2.5% per year,
gradually diminishing to 1.1%.

 Employment Costs in the Plan have been projected to increase in line with CPI. (2% per
annum was included in the previous Plan).

» Between 2020 to 2035 capital expenditure in the previous Plan totalled $435m. The
Plan projects $399m for the same period and a total of $458m for the 20 years.

Risks and Opportunities
The Long Term Financial Plan includes estimates and assumptions, and therefore carries

some risks and opportunities. Further assessment of the risk and opportunities is provided in
the Risk Assessment section of the Plan.



Background

Key Statistics

The City of Kwinana is a unique community, set among extensive native bushland and public
open space. The City is currently undergoing rapid growth in population, investment and
industrial expansion, including Western Australia's premier heavy industry zone - the
Kwinana Industrial Area - that generates billions of dollars each year for the state's economy.

Kwinana is amongst the most culturally and linguistically diverse municipalities in the Perth
metropolitan region. The population in Kwinana is made up of residents from more than 50
different countries with one in three residents born overseas.

Kwinana is the second fastest growing local government area in Western Australia, with the
population predicted to reach 85,158 by 2036.

City of Kwinana Key Statistics \

Population (Estimated 2017) 41,866
Distance between Perth CBD and the Kwinana City Centre 39km
Rateable properties (Budget 2018/2019) 18,008
Number of businesses (Business Register September 2018) 6,153
Headline Gross Regional Product (ABS June 2017 Gross State $3.096 billion
Product)
Public open spaces (November 2018) 145
Services

The City provides an extensive range of services to the community, including but not limited
to:

o Waste management

¢ Infrastructure maintenance including roads, footpaths, parks and reserves, and street
lighting

¢ Building regulatory services and approvals

¢ Planning regulatory services and approvals

e Environmental health services

o Community development, education and youth services

e Library, community centres, festivals, arts and cultural events

o City Assist services

e Parks, natural areas and management of the environment

¢ Health and recreational development and facilities

e Economic development and advocacy

The Plan has been prepared on the basis that the City will continue to deliver it services to the
same level and standard as provided at the time of the adoption of the Plan, with additional
operational and capital requests as outlined in Appendices Three, Four and Five



Guiding Principles

Basic Principles

Sustainability: The Plan is to be developed on the principles of financial, social and
environmental sustainability. The Plan must demonstrate to our stakeholders that the City is
viable and prudent in protecting its assets into the future.

Transparency: The Plan will be transparent and include information related to how the Plan
has been developed and the underlying assumptions contained therein.

Prudence: The City will base the Plan on sound financial judgement, information available at
the time and will apply reasonable tests to the assumptions made to confirm their validity. The
Plan will encompass anticipating and planning for change.

Consistency: The City will adhere to the guiding principles and the assumptions made in the
development and use of the Plan. This will ensure the users of the Plan can understand the
assumptions and projections made and how they impact the future of the City.

Performance and Accountability: The Plan is a key element of the City’s Integrated Planning
Framework and will be used as the foundation for the preparation of the Annual Budget. The
City will review the Plan at least annually to assess it against the adopted budget, Corporate
Business Plan review, other key strategies and plans adopted during the year and to review
the forward projections.

Flexible Long Term Approach: The objective of the Plan is to achieve a nil closing
municipal surplus. Where this cannot be achieved and results in a deficit in one year,
where available, funds in selected reserves will be transferred into the municipal fund.
Where there are excess funds resulting in a surplus in one year, additional municipal
funds will be transferred into reserves to reduce the surplus amount to nil.

Service Levels and Asset Management: Local government is asset intensive. The demands
of providing and maintaining City assets and delivering appropriate levels of service to the
community drive the Plan. Financial and social sustainability is equally important when
considering the benefits of assets to the Community and the affordability of desired service
levels. The City’s asset management plans must outline the whole of life costs for each asset
and investment of assets must be considered with prudent financial management.

Key Targets/Assumptions

Targets/Ratios

e The City is required to report seven ratios in the statutory annual financial statements.
Whilst recognising that all seven ratios are important, the City’s Long Term Financial Plan
will focus primarily on:

Average Rates increases of 5% or less (Community)
Balanced Cash Budget (Liquidity)

Operating Surplus Ratio percentage (Operating Results)
Asset Sustainability percentage (Asset Management)
Debt Service Coverage Ratio (Treasury Management)

O O O O O

e Projections in the Long Term Financial Plan will be based on the notion that each year
the rate setting statement will (as close as possible) be balanced (representing a nil



closing municipal surplus). In this respect the City will generate an annual operating
surplus sufficient to allow it to meet:
o Borrowing/financial costs (e.g. interest expense from loan borrowings) for new
capital expenditure
o Anticipated costs and income for new facilities from the year the facility
becomes operational
o Asset management costs for each asset (including maintenance and
refurbishment/rehabilitation expenditure) to a level that the City can afford
e The Long Term Financial Plan will aim to achieve an Operating Surplus Ratio greater than
2%, based on a five-year average with a target to achieve a ratio of 15%.
e Growth in operating revenue will be in excess of the growth in Operating Expenses, in so
far as necessary to achieve the targets for each ratio set out in the Plan.

Rates Strategy

Council’s rating strategy takes into consideration the key values contained within Rating
Policy Differential Rates (s.6.33) March 2016 released by the then Department of Local
Government and Communities being:

Objectivity;

Fairness and Equity;

Consistency;

e Transparency and Administrative Efficiency.

As part of the budget deliberations for the 2018/2019 adopted budget, Council commenced
the five-year plan to reduce the number of rating categories to ensure the City is meeting the
values set out for differential rating. The first stage occurred as part of the 2018/2019 budget,
however the strategy proposes harmonisation of the following categories by 2023/24:

Gross Rental Value (GRV)

Improved Residential Improved Residential

Improved Special Residential Improved Residential

Vacant Residential Vacant

Vacant Non-Residential Vacant

Light Industrial and Commercial Improved Commercial and Industrial
General Industry and Service Commercial Improved Commercial and Industrial
Large Scale General Industry and Service Improved Commercial and Industrial
Commercial

Unimproved Value (UV)

General Industry General Industry

Rural Rural

Mining and Industrial Mining and Industrial

As part of the annual budget deliberations, the City will review each rate category and where
possible, attempt for the rate in the dollars to close the gap with the least financial impact in
doing so. For example, this may mean that the Improved Residential rate in the dollar
decreases while the Improved Special Residential rate in the dollar increases, therefore
reducing the percentage increase of the Improved Special Residential rate category over
the five years to meet the Improved Residential rate category.



Loan Borrowings/Treasury

The City invests in capital expenditure that benefits inter-generations. As such, loan
borrowings are sometimes the most equitable finance option to fund capital expenditure.
A project can be funded by loan borrowings if it meets the following criteria:

1. Benéefitis intergenerational and at a minimum the benefit will be longer than five years;
Loan is for the length of time before major intervention works are required (based on
the asset management plan);

3. Must be identified/included in the Long Term Financial Plan to ensure the impact and

capacity to repay the costs of servicing the loan is considered;

Loan terms will be between five to 20 years;

Must be to fund capital expenditure; and

6. Debt Service Coverage Ratio in any one year cannot be less than a ratio of three with
an aim to exceed five.

o s

Funding/Reserves

Grant, subsidies and contribution funding projections are to be conservative and are only
to be included in the Plan where it is reasonable to expect that these funding options will
be secured. Where a project is expected to be funded partly or in full by a grant,
contribution or reimbursement, the project will not commence unless the funding has been
confirmed.

The purpose and transfers to and from reserves are to be outlined in the Plan. Reserves
are established for the purpose of setting aside funds in current and past years to assist
in funding future projects/services (reserve purpose). Transferring funds to reserves
ensures the community who are benefiting now, will contribute to funding the purpose into
the future. Having reserves eases the financial impact of a community when a project is
required to be funded in one year due to funds being collected over a period of time.

New Expenditure

Whole of life costs are identified for all new expenditure.

Asset Management Plans are funded where possible, within the parameters established
in the Guiding Principles. Initially, the investment required to close the gap on required
versus actual expenditure will be a staged approach and the Plan outlines how the City
intends to close the gap in future years.

Priority will be given to Asset Management Plans that have demonstrated that
replacement expenditure is based on economic life modelling, and deferral of the
replacement would reduce the Asset Sustainability Ratio.

Asset Sustainability Ratio will aim to achieve a target between 90% and 110% based on
a five-year average. However, where the age of assets is ‘young’ then it may be
unnecessary to achieve this ratio as the City would not replace assets before their
replacement date.

City assets that are not required for operational or community use are to be rationalised
and their viability assessed.

10



Process

Estimates are to be conservative based on best available information at the time.

The Plan will be prepared and reviewed during the Annual Budget process, which will
enable the Plan to be used to inform the Annual Budget for the following year.

The Annual Budget process will consider the impacts on the Plan, including the Guiding
Principles and the ratio targets. Additionally, the mid-year budget process will also
consider the impacts on the Plan.

Any strategic risks identified in the Plan will be included in the City’s Organisational Risk
Register and monitored by City Officers and the Audit Committee.

The guidelines recognise that section 6.8 of the Local Government Act 1995 states that a
local government is not to incur expenditure from its municipal fund for an additional
purpose except where the expenditure —

(a) is incurred in a financial year before the adoption of the annual budget by the local
government; or

(b) is authorised in advance by resolution (absolute majority); or
(c) is authorised in advance by the mayor or president in an emergency.

The operating expenditure within the Annual Budget is adopted at the Nature and Type
and Program level, and for capital expenditure as a note with detailed information. Taking
into consideration section 6.8 of the Local Government Act 1995 and the material
variances adopted by Council of each year under regulation 34(1)(c) of the Local
Government (Financial Management) Regulations 1996, the following budget variation
process will be followed for variations to the Annual Budget that fall outside of the usual
adoption of the Annual Budget and/or the Annual Budget Review.

11



Budget Variation Report to Council Process /..., .:
KW}H@.H&

Map A\

Operating to No Capital No Operating
capital/capital to e to e to
operating $0+ Capital { Operating
Yes Yes Yes
v

Is the variation within the

same program and N/T
Category
Budget variation report Budget variation report
to Council required to Council required
No
w
Yes Is the variation <5% or

<$50,000 (greater of) of
N/T or program budget

Budget variation to
Finance (your Director Yes
approval) and Director No . 4
City Strategy approval Budget variation to
Budget variation report Finance (your Director
to Council required approval) and Director
D17/70488 City Strategy approval
UNCONTROLLED DOCUMENT WHEN PRINTED
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Assumptions

Disclaimer

Readers of the Long Term Financial Plan should note that the document is used predominately
as a planning tool. As such, it is based on many assumptions and includes several projects
and proposals that in some cases:

e Have been approved by Council and are in progress;

¢ Have been considered by Council but are yet to receive final approval;

e Have only been considered by Council at a strategy level; and/or

e Are operational in nature and based on the continued provision of services and
maintenance of City assets and infrastructure in accordance with management and
other plans.

The scope, timing and budget of projects or proposals have been included based on the best
available information and knowledge at the time of adoption. Adoption of the Long Term
Financial Plan by Council does not constitute a commitment or agreement to any of the
projects or proposals that are outlined.

Information Used in the Long Term Financial Plan
The Plan uses the Annual Budget for 2018/19 as the baseline (‘baseline’) of the Plan.

The estimates for the future years’ uses the baseline as the starting point and then projects
the future estimates using assumptions from a variety of sources:

e State and Federal Budgets

e Economic Forecasts (WALGA/Dept. Treasury)

e 2016 Census Data

e Asset Management Plans

e Capital Works Programs

o City Strategy and Planning Documents/Plans e.g. Developer Contribution Plans, Parks
for People Strategy, Community Infrastructure Plan

The assumptions explained in detail in this section are broken down into the following five
categories:

1. External Factors

2. Operating Income and Operating Expenses

3. Capital Projects and their impacts on Operating Income and Operating Expenses
4. Capital Proceeds

5. Funding

Appendix Nine provides the details of the key escalation rates for each year.

Escalation

All figures have been escalated in the Plan using assumptions/key escalation rates, except
where indicated otherwise. The basis of the escalation factors is explained within this section
with further details provided in Appendix Nine.

13



Key Escalation Rates/Assumptions — External Factors

State and Federal
Budgets

Population and
Regional Growth

Property Growth

Commercial Growth

Consumer Price Index
(CPI)

Superannuation Guarantee increase to 12% is paused with
the next increment beginning in 2021/22 to 10.00%, and the
staged increase to 12.00% by 2025/26. For further details,
refer to Employment Costs below.

The City of Kwinana is Western Australia’s second fastest
growing local government area, with the state’s fastest
growing local government area neighbouring the City’s border
(Shire of Serpentine-Jarrahdale).

The 2018 population forecast for the City is 44,791 with
expectations that it will grow to 85,158 by 2036, a 90.12%
change for that period.

.id forecast predict that the City will consist of 30,989 dwellings
by 2036, with growth rates being based on an average of
2.63% per annum for the Plan.

Increases in dwellings is used to forecast additional rates
revenue.

City of Kwinana's Gross Regional Product in 2016 was
estimated at $3.57 billion, which represents 1.40% of the
state's GSP (Gross State Product).
In the year ended 30 June 2016, there were 17,051 jobs
located in the City.
For the year to December 2017, CPI for Perth increased
0.80%.
The Department of Treasury have provided forecast data to
2020/21. Perth CPl is forecast by the Department of Treasury
to grow at 1.50% in 2018/19, and is projected to increase to
2.00% in 2019/20, then to 2.50% for 2020/21 and 2021/22.
From 2022/23 onwards the City has made its own
assumptions:

o 3% 2022/23.

o 3.5% from 2023/24.
The increase is based on historical trends and the need to
build in prudent cost projections.
CPI is not used as the escalation rate for all income or
expenses by the City. The City evaluates each nature and
type of income or expense and considers the appropriate
escalation factor to apply, with further details provided in the
assumptions below.

14



Assumptions — Operating Income and Operating Expenses

Baseline and
Budget 2019/20

Service Levels

Operating
Income
Rates

Operating Grants,
Subsidies and
Contributions
Fees and Charges

Interest Earnings
Other Revenue
Operating
Expenses
Employee Costs

Materials and
Contracts

Refuse Charges,
Tipping Fees and
Waste
Management
Expenses

The baseline for the Plan is the adopted Annual Budget for 2018/19
adjusted for any one off income or expenditure items. Year one of the
Plan will inform the Annual Budget 2019/20.

Service levels have been assumed to be maintained at current levels
except for where increases or decreases to service levels have been
identified and are detailed within Appendix Three.

¢ 3.5% annual increase on the rates base for the life of the Plan.
¢ Changes in valuations have not been factored into the calculation
of rates.

Refer to the information provided in ‘Assumptions — Funding'.

Fees and Charges are increased in line with CPI expectations and
where other market forces impact the income expected to be received
from fees and charges a note will be provided.

Refer to the information provided in ‘Assumptions — Funding'.

Other Expenditure items are increased in line with CPI expectations.

Superannuation Guarantee costs are projected to increase from
9.50% to 12.00% in 2025/26 with the following staged increases:
o 2021/22 -10%
o 2022/23 -—10.5%
o 2023/24 - 11%
o 2024/25-11.5%
o 2025/26 —12%

e The City matches voluntary staff Superannuation Contributions up
to 6% as per the City of Kwinana Collective Agreement. It is
assumed for the purpose of the Plan that the average additional
Superannuation contribution by the City is 2.5% of Salaries and
Wages.

¢ Remaining Employment Costs are projected to increase by the
greater of 1.50% or CPI for the remainder of the Plan.

e The City’s maximum rate charged for Worker's Compensation is
3.2%, however the average rate charged for the three years prior
to the Plan was 2%. This rate (2%) is applied to Salaries and
Wages for the whole of the Plan.

Materials and Contracts are increased in line with CPI expectations.

e State landfill levy rates are increased by $10/tonne in 2018/19 and
with the rate expected to remain the same each year thereafter.

e In 2021/22 it is assumed that the City will utilise Waste to Energy
Plants as a form of waste disposal instead of landfill. This is
expected to reduce the cost per tonne of waste disposal however
as this is not certain, base costs have been increased in line with
CPIL.

15



Utility Charges

Depreciation

Interest Expenses

Insurance
Expenses

Other Expenditure

WALGA economic data projects the cost for electricity and street
lighting to increase by 3.3% for 2019/20, 3.4% for 2020/21 and
2.5% for 2021/22. This has been used to inform the escalation for
utilities within the Plan with 2.5% used for the remainder of the plan
years.

The City is continuing to review the basis of depreciation expenses
as part of an increased focus on Asset Management Planning for
each class of assets.

The Plan assumes that depreciation will increase in line with the
costs of replacement so an escalation factor of CPI has been used.

Refer to the information provided in ‘Assumptions — Funding’.

Except for Workers Compensation premiums (which are included
in Employee Costs), insurance premiums have been assumed to
have no increases for the 2019/20. This is due to the Member
Fund, that the City is a part of, utilising surpluses to maintain
stability in premiums for this period.

Beginning in 2020/21 insurance expenses are then assumed to
increase by CPI.

Other Expenditure has been increased in line with CPI expectations.

16



Assumptions — Funding

Interest percentage on
Loans

Repayment Terms of
Loans

Interest Earnings from
Investments

Operating Grants,
Subsidies and
Contributions
Non-Operating Grants,
Subsidies and
Contributions

Reserves

WATC (West Australian Treasury Corporation) were consulted
and provided forecasts to 2026/27. For five, ten and fifteen year
fixed term loans, the following assumptions are included in the
Plan:

5 Year 10 Year 15 Year
Fixed Fixed Fixed
Year Loan Loan Loan
2018/19 3.23% 3.78% 4.17%
2019/20 3.49% 4.02% 4.38%
2020/21 3.75% 4.26% 4.58%
2021/22 4.00% 4.50% 4.79%
2022/23 4.26% 4.74% 4.99%
2023/24 4.52% 4.98% 5.20%
2024/25 4.78% 5.22% 5.40%
2025/26 5.04% 5.46% 5.61%
2026/27+ 5.30% 5.70% 5.81%

All new borrowings are based 10 year fixed term principal and
interest loans.
Based on historical information and to ensure the City maintains
a conservative approach to funding, investments are assumed to
earn interest at a rate of 1% less than the five year fixed term
borrowings rate. Interest has been calculated based on the
previous years’ earnings escalated by the percentage change in
expected interest rates.
Unless it has been identified as part of the Plan, operating
grants, subsidies and contributions are expected to continue
and have been escalated in-line with CPI.
e Based on expectations of subdivisions within the DCA areas.
¢ Road grants are expected to continue to be received to fund
2/3 of road renewal expenditure, other non-operating grants,
contributions and subsidies will be included where the
expectation of receiving a grant is high. Should a grant not be
received in line with expectations capital projects to be funded
from the grant will not proceed until funding is confirmed.

e The City Infrastructure Reserve has been created by
combining the Future Community Infrastructure Reserve and
the Infrastructure Reserve. The purpose of this reserve is to
fund the City’s Contributions to community infrastructure
projects.

o The Asset Replacement Reserve was renamed to the Plant
and Equipment Replacement Reserve to better reflect the
purpose of this reserve.

e Employee Leave Reserve has been amended to hold 50% of
the employee leave liability and excess funds transferred to
the Plant and Equipment Replacement Reserve and the Asset
Management Reserve in 2019. In the year 2031 these funds
have been reimbursed to the Employee Leave Reserve.
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e To assist in funding, the renewal and replacement of Assets,
the interest on the Employee Leave and Refuse Reserves for
the life of the plan has been allocated to the Asset
Management Reserve.

e The Future Community Infrastructure Reserve has been
closed and funds transferred to the City Infrastructure
Reserve

e $3,785,141 was transferred from the Refuse Reserve to the
Asset Management Reserve in 2019. In the years 2032 to
2034 these funds have been reimbursed to the Refuse
Reserve.

¢ No transfers to reserves are occurring for all asset related
Reserves except for the interest earned on the balance of
funds held in the respective reserve until a surplus is reached.

Impacts

Ratios and Financial Estimates

Financial Statements
The Plan is summarised in the Statement of Financial Activity by Nature or Type, otherwise
known as the Rate Setting Statement (Appendix One).

Key Ratios and Indicators — Overview
Appendix Two summarises the results of the Plan against the targets for each key ratio and
indicator, with further explanation provided below.

Key Ratios

Operating Surplus Ratio

The Operating Surplus Ratio represents the percentage by which the operating surplus (or
deficit) differs from the City’s own source revenue which includes rates and operating grants.

The formula for the operating surplus ratio is:
Operating Revenue minus operating expense divide Own Source Operating Revenue

Where:
Operating Revenue - Revenue that is operating revenue for the purposes of the AAS,
excluding grants and contributions for the development or acquisition of assets

Operating Expense - Expenses that are operating expenses for the purposes of the AAS.

Own Source Operating Revenue - Revenue from rates and service charges, fees and user
charges, reimbursements and recoveries, interest income and profit on disposal of assets.

The standards set by the Department of Local Government, Sports and Cultural Industries
(DLGSC) is that the basic standard is between 1% and 15% (0.01 and 0.15) and the
advanced standard is greater than 15% (>0.15).

The City’s target within the Plan for the Operating Surplus Ratio is to aim to achieve a ratio
greater than 2%, based on a five-year average with a target to achieve 15%. The City is
projected to reach the 2% target by the end of the 2035 financial year, with the ratio improving
each year to 5% in 2039.
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This ratio includes non-cash expenses which includes depreciation and profit and loss on sale
of assets. It is important for local governments to recognise that assets depreciate and there
should be sufficient funds available for renewal and replacement of these assets. The
Department of Local Government, Sport and Cultural Industries (DLGSC) states that this ratio
indicates how much of a local government’s percentage of total own source revenue is
available to help fund proposed capital expenditure, transfer to cash reserves or to reduce
debt. However non-cash items are not required to be included in the calculation of a rate
setting statement. The DLGSC require a rate setting statement, which determines how much
rates income is required to be raised to balance a budget, to exclude non-cash items such as
depreciation.

The City’s projected operating surplus ratio is projected to be negative until 2033, indicating
that City’s current services and depreciation expenses are higher than the total operating
income. For a high growth local government such as Kwinana, this ratio will be lower than an
established local government and will improve in the future as the number of
rateable properties increase and the depreciation from the gifting of new assets from
developers reduces.

Asset Sustainability Ratio

The Asset Sustainability Ratio expresses capital expenditure on renewal and replacement of
existing assets as a percentage of depreciation costs. It is used to identify any potential decline
or improvement in asset conditions. A percentage of less than 100% on an ongoing

basis indicates assets may be deteriorating at a greater rate than spending on
renewal or replacement.

The formula for the asset sustainability ratio is:
Capital Renewal and Replacement Expenditure divide Depreciation Expense
Where:

Capital Renewal and Replacement Expenditure - Expenditure to renew or replace existing
assets.

In other words, it is expenditure on an existing asset to return the service potential or the life
of the asset up to that which it had originally. It is periodically required expenditure. As it
reinstates existing service potential it may reduce operating and maintenance costs.

Depreciation - Has the meaning given in the AAS. Under AASB 116 paragraph 6,
Depreciation is the systematic allocation of the depreciable amount of an asset over its
useful life. In other words, depreciation represents the allocation of the value of an asset (its
cost less its residual value) over its estimated useful life to the local government.
Depreciation expense can be sourced from the audited annual financial report.

The standards set by DLGSC is that the basic standard is met if the ratio can be measured
and is 90% (0.90) and the improving standard is met if the ratio is between 90% and 110%
(0.90 and 1.10).

The City’s target within the Plan for the Asset Sustainability Ratio is to aim to achieve a target
of between 90% and 110% based on a five-year average.

During the Plan, the City is not projected to achieve the target of 90%-110% for its Asset
Sustainability Ratio. The City of Kwinana is a high growth local government and continues to
work to balance the expectations of the community and the services provided with the
revenue sources available at the time. As the City continues to mature in its development
and grows towards its projected population, revenue sources receivable through rates and
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other fees and charges income will also increase. As surplus funds are achieved in the years
from 2034 more funds will be available for the renewal and maintenance of the assets,
improving the above financial ratios. The Plan has allocated these surplus funds to asset
renewal and replacement reserves to ensure they are available should they be required to
fund renewal and replacement projects. The Adjusted Asset Sustainability Ratio shown in
Appendix Two demonstrates the positive impact on the Asset Sustainabilty ratio should
these funds be utilised on renewal expenditure instead of being set aside in reserve.

Debt Service Coverage Ratio
The Debt Service Coverage Ratio represents a local governments ability to service debt out
of its uncommitted or general purpose funds available for its operations.

The formula for the debt service coverage ratio is:
Annual Operating Surplus before Interest and Depreciation divide Principal and Interest
Where:

Annual Operating Surplus before Interest and Depreciation — operating revenue minus net
operating expense

Depreciation — has the meaning given in the AAS. Under AASB 116 paragraph 6,
Depreciation is the systematic allocation of the depreciable amount of an asset over its
useful life. In other words, depreciation represents the allocation of the value of an asset (its
cost less its residual value) over its estimated useful life to the local government.
Depreciation expense can be sourced from the audited annual financial report.

Interest — interest expense for moneys borrowed, credit obtained or financial accommodation
arranged under section 6.20 of the Local Government Act 1995.

Principal and Interest — all principal and interest for money borrowed, credit obtained or
financial accommodation arranged under section 6.20 of the Local Government Act 1995.

The standards set by DLGSC is that the basic standard is met if the ratio can be measured
and is greater than 2.00 (200%) and the advanced standard is met if the ratio is greater than
5.00 (500%).

The City’s target within the Plan for the Debt Service Coverage Ratio is for one year to be no
less than a ratio of three (3.00) with an aim to exceed five (5.00). In the first nine years of the
Plan to 2028, the City relies on utilising loan borrowings to achieve some of its capital works
program resulting in a Debt Service Coverage ratio of less than 3.00, however in 2029 as
funds are beginning to be repaid in full, the City’s ratio is 3.22 and continues to improve each
year.
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Key Indicators

Rates Percentage Increase

The rates percentage increase is not a standard set by the Department of Local Government,
Sport and Cultural Industries, however the City’s target for the Plan was to aim to have a rates
percentage increase of no more than 5%. The Plan has projected an average increase on the
base rates of 3.5% for the life of the Plan. However, it must be emphasised that the rates
percentage increases are projections and are not necessarily the increases that will be applied
when budgets are adopted by Council each year.

Balanced Cash Budget

A key objective of the Plan is to have a “balanced budget” such that the closing surplus/(deficit)
for each financial year should be zero, or as close to zero as possible. This objective
demonstrates that the City is able to provide services to the community and invest in its
infrastructure, whilst being able to have moderate increases in rates. Appendix One
summarises the rate setting calculations to demonstrate that funds match expenses and the
budgets are balanced.

The projections show that until the year 2028 the City requires reserve funds and loan
borrowings to fund expenditure for capital projects and to balance the budgets for each year.
From 2028 the City has the funds necessary to carry out projects and transfer municipal funds
into asset renewal and replacement reserves to ensure that the City’s asset sustainability and
asset management plan requirements will be able to be met into the future.

Funding and Cashflows

Overall Cashflow

The Plan commences with an opening reserve fund cash balance of $47.6million, which is
gradually depleted to fund capital projects over the first 13 years of the Plan. The reserve
balance is as low as $11.8million by June 2032, with only $1million in asset replacement and
renewal reserves. New loan borrowings are required to fund capital projects between the 2023
and 2027 financial years.

Cash surpluses are achieved in the later years and from 2033/34 the reserves balance begins
to increase steadily, resulting in a projected balance in cash funds held in reserve at the end
of the Plan of $116.5million.
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Capital Expenditure Funding
Appendix Six provides a summary of the funding of capital expenditure within the Plan.

Detailed analysis has been undertaken, year by year, project by project, to evaluate the
appropriate method of funding whilst aiming to maintain a conservative rates increase of 3.5%
and achieving a balanced budget surplus each year. The below chart summarises the
percentage mix of funding for the $458million of capital expenditure over the 20 years.

Capital Expenditure Funding %
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10%
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FUNDS
34% \
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RESERVE
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43%

Reserves Movements
Appendix Eight provides details of the reserve movements within the Plan. The below chart
summarises the overall movements in reserves over the 20 years. This shows that:

e The Reserve funds are gradually depleted over the first 13 years of the Plan to fund
capital projects including developer contribution funded projects.

e The reserve balance is as low as $11.8million by June 2032, with only $1million in
asset replacement and renewal reserves.

e The reserve balance increases steadily from 2033/34, due to available operating
surpluses in the later years.

Reserve Movements and Balances
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Loans
There are $18.6million of borrowings projected within the Plan, spread across multiple years
and repaid over the following 10 years, with the exception of the City Centre Redevelopment
loan which is interest only. The new borrowings of $18.6million are detailed in Appendix
Seven.

The maximum balance owing is estimated to be $23.5million at the commencement of the
Plan. This reduces gradually to June 2023 where new borrowings begin to be utilised. All loans
with the exception of the City Centre Redevelopment loan ($2.5m) are projected to be repaid
in full by June 2037.

Loans are deemed necessary, where there are insufficient operating surpluses available to
meet all capital requirements. Utilising loan funds allows the funding of capital costs to
be spread over time and provides for greater intergenerational equity in the distribution of
the funding burden; however, this does result in interest costs being payable to the financier.

Risk Assessment

Overall Comment
The 20 Year Long Term Financial Plan is a planning tool and is based on many assumptions.
It also includes projects and proposals that in some cases:

e Have been approved by Council and are in progress;

e Have been considered by Council but are yet to receive final approval;

e Have only been considered by Elected Members at a strategy level;

o Have only been considered by Officers;

e Are operational in nature and based on the continued provision of services and
maintenance of City assets and infrastructure in accordance with management and
other Plans.

Any of the assumptions for any of the projects or proposals not already approved by Council
could be inaccurate in timing and financial estimates. They have, however, been included
based on the best available information and knowledge at the time the Plan is prepared.
Adoption of the 20 Year Long Term Financial Plan by Council does not constitute a
commitment or agreement to any of the projects or proposals that have not already been
approved.

Periodic review and update of the Plan will ensure that it remains a relevant and useful
document to manage the City’s financial sustainability into the future.

Projects Not Included in the Plan

There are a number of projects which have been subject to some discussion, but not included
in the Plan as sufficient due diligence has not yet been able to be carried out. This could be
due to a requirement for a Council decision, further internal analysis or unresolved external
factors such as State Government participation or a combination of these.

Projects considered but not included due to further investigation and due diligence required
are:

1. Wells Beach Foreshore Upgrade
2. City Operations Centre Upgrade
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Future Improvements in the Updates to the Plan

The Plan has been developed with the best available data at the time of preparation. During
the development of the Plan, several improvements have been identified which were not
able to be incorporated in this version of the Plan, but will be improved in future iterations. In
essence the Plan is a living document and a continuous improvement process. The following
improvements have been identified:

(Issge . Detals
Updated asset management The Plan relies on many data sources and heavily on
plans the information held within the City’s Asset Management

Plans. The Asset Management Plans for each asset
class are in the process of being updated to provide the
City with a clearer long-term strategy which includes the
estimated replacement requirements and any potential
asset management gaps. Draft Asset Management
Plans were used to inform the Plan where information
was available.

Whole of Life costs It is important that the future operating expenses and
operating income are estimated for capital expenditure,
as often the one-off costs are minor in comparison to the
resources required to operate and maintain the new or
upgraded assets. Net operating costs for new
community facilities have been incorporated into the
Plan where the information is available and able to be
reliably estimated, however there is further improvement
required in this area.

Further analysis on drivers to To better analyse the impact of changes to cost drivers

income and expenditure items and assumptions utilised within the Plan, further
research and analysis of drivers of core operating
income and expenditure is required.
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Scenario Modelling
The review of the Plan involves considering many scenarios and options, for example the
scheduling of projects and assumptions regarding increases to costs.

Projections rely heavily on assumptions. Variations to the projections carry a high risk to the
reliability of the Plan and the financial sustainability of the City. The table below provides some
sensitivity analysis of having lower rates increases in the Plan than currently assumed for the
years 2020 to 2023. The top row summarises the assumptions that are currently in the Plan,
with increases of 3.5% to the base rates for the life of the Plan.

The first alternative scenario is having rates increases of 1% less than the current
assumptions. The table indicates the cash impacts after one year, after four years and the full
impact on the 20 years of the Plan. Meanwhile the second scenario considers the rates
increases being 2% less than the current estimates.

Impacts to funding the provision of services and infrastructure projects and maintenance, will
also have other consequences in relation to the following:

e Higher borrowings may be required
e Projects may need to be delayed or removed
e Operating surpluses may be insufficient to afford renewal of assets at their end of life

Rates Increase % Impact on Cash $m
Impact | Impact | Impact
(2020) | (2023) | (2039)
Proposed Plan 3.5% 3.5% 3.5% 3.5%
1% less of an 2.5% 2.5% 2.5% 25% $0.4m  $4.48m $163.9m
increase
2% less of an 1.5% 1.5% 1.5% 1.5% $0.8m  $8.88m $307.6m

increase
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Appendices

Appendix One — Statement of Financial Activity / Rate Setting Statement by Nature
or Type

Appendix Two — Key Ratios and Indicators

Appendix Three — New Operating Expenses

Appendix Four — New Workforce Plan Expenses
Appendix Five — Detailed Capital Expenditure
Appendix Six — Summary Capital Expenditure Funding
Appendix Seven — Information on Borrowings
Appendix Eight — Information on Reserves

Appendix Nine — Assumptions
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