SHIRE OF NUNGARIN

LONG TERM FINANCIAL PLAN
2013-14 to 2022-23

Prepared by
Bob Waddell
Local Gavernment Consultant
for the
Shire of Nungarin



Contents

PURPOSE OF THEPLAN........... i At L i e ssmaa e s
KEY STATISTICS 2
COUNCIL INFORMATION 3
OUR COMMUNITY 3
OUR SERVICES 4
SERVICE DELIVERY 5
ASSET MANAGEMENT 5
FINANCIAL STRATEGIES AND PRINCIPLES 6
WORKFORCE PLANNING STRATEGIES. 7
SCENARIO MODELLING AND SENSITIVITY ANALYSIS 8
KEY ASSUMPTIONS UNDERPINNING THE LONG TERM FINANCIAL PLAN. 9
MEASURING SUSTAINABILITY. 10
RISK ASSESSMENT 11
FINANCIAL PROJECTIONS 12
CONCLUSION - IMPLEMENTATION AND REVIEW OF THE LTFP 13

Shire of Nungarin
Draft Long Term Rinandial Plan



Purpose of the Plan

The Shire of Nungarin's Long Term Financial Plan (LTFP) details what the Council proposes to do over
the next ten years as a means of ensuring the Shire’s financial sustainability. Kt is aligned to other core
planning documents by which Council is accountable to the community including the Strategic
Community Plan and the Shire’s Corporate Business Plan. Information contained in other strategic plans
including the Workforce Plan and Forward Capital Werks Plan has informed the LTFP which will be the

basis for preparation of the Shire’s Annual Budgets.

The LTFP is a dynamic tool which analyses financial trends over a ten year period on a range of
assumptions and provides the Shire with information to assess resourcing requirements to achieve its
strategic objectives and assists the Shire to ensure its future financial sustainability.

The LTFP covers the period 2013-14 to 2022-23. There is a high level of accuracy and detail in the first 3
years of the LTFP but this is underpinned by a number of assumptions. The remaining seven years of the
LTFP are shown as an overview with reasonable estimates only. The Shire undertakes a broad review of
its Strategic Community Plan every two years and a full review is planned every four years. This LTFP
will be reviewed in conjunction with Strategic Community Plan reviews. As Annual Budgets are
developed from the LTFP there may be some annual variations between both which will be explained in

the Annual Budget.

Key Statistics
The following table provides a snapshot of the Shire of Nungarin at 2012-13:

DismncefromPerth(m) o 280 |
Area (sq km) - 1,145 !l
' Popul:_xﬁon (est) o | 300 |
f- NI;iber of Electors - o iéﬁ-}
oatori
Total Rates Lew;’ied - N - $395,993 I
|. :T-C:t-;l.Re\hf;n;é“ B _ - . R - _$E71_6,49i:
I Number of Employees (Full Time Equivalents) - | 12 |
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Council Information

Nungarin is located 280 km north east of Perth in the heart of the Wheatbelt. It has a population of
approximately 300 people in the shire with approximately 180 people living in the township. The area
experiences an average rainfall of 300 mm per annum which, with the average farm size of 2500

hectares, is enough to grow wheat and sheep as well as some oats, barley and lupins.

On the 10th of April 1865 Charles Hunt stopped and camped overnight at Knungajin where he first made
reference to Noongarin (Nungarin) Rock The town came into existence in the late 1880's with the
movement of prospectors and fossickers through the area on their way to the goldfields. With more
reliable water, the way was open to take advantage of the wide tract of pastoral land to the East of Perth.

Our Community

The Shire has a population of approximately 300. Forecast population in the LTFP is expected to remain
constant which is in line with the WA Planning Commission (WAPC) Band C (WA Tomorrow)
predictions. The Shire’s very strong financial position will enable it to provide new and improved
amenities to existing and future residents of the Shire. This will help retain and attract residents to the
locality.

According to the 2011 Census with the Australian Bureau of Statistics the population comprises
approximately 56.1% males and 43.9% females with the median age being 47 years.

The community of the Shire is a diverse one which brings with it challenges. The retention of youth and
families are challenging areas for the Shire. These challenges are targeted in this LTFP.
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Our Services

The Shire of Nungarin provides an extensive range of services to the community which fall into the
following programs prescribed under the Local Government (Financial Management) Regulations 1996.
Estimates of expenditure and income have been calculated for each of these programs in this LTFP:

Governance - relates to the support of members of Council (Councillors) and administration and
operation of services and facilities to support the Council's function.

General Purpose Funding - expenses and income associated with levying and collecting rates, general
purpose grants and interest from investments.

Law, Order and Public Safety - covers expenses and income principally associated with the
administration and implementation of various local laws, animal control (licensing and enforcement),
fire prevention and emergency services.

Health - operation of child health clinic in Nungarin, monitoring of food quality, licensing of food
premises and pest control measures (mosquito controb).

Education and Welfare - operation of Home and Community Care program, and financial and family
counselling programs.

Housing - control and maintenance of staff and other rental housing, including aged accommodation
units.
Community Amenities - principally covers operations of waste services (rubbish collection, disposal

and recycling), landcare programs, administration of the town planning scheme and other community
amenities.

Recreation and Culture - maintenance of halls, the swimming pool, recreation facilities and the library.

Transport - construction and maintenance of streets, roads, bridges, parking areas and footpaths
including street cleaning and lighting of streets. Costs associated with operation of the works depot are

also included.

Economic Services - building control services (licences), support for the local tourist centre, area
promotion and economic development initiatives under taken by the Shire.

Other Property and Services - private works undertaken by the Shire and operating and maintenance
costs of the Shire’s plant and equipment used in maintenance and construction works. Any other

unclassified services are included in this program.
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Service Delivery

It is proposed that existing service levels will be maintained for all operational areas in the short term,
however, a key objective in the Corporate Business Plan which directly impacts future service delivery is
to improve existing service levels in the longer term whilst striving to achieve annual operating surpluses
each year to fund the provision of infrastructure.

Service levels will be reviewed from time to time when future reviews of the LTFP are undertaken and
the impact of any growth across the municipality can be monitored and assessed.

Asset Management

The Shire is yet to develop asset management plans for its assets. In the absence of asset management
pians the LTFP has been prepared allowing for the operations, maintenance, renewal, upgrade and
expansion of its assets in mind.

Funding for the renewal of assets has been increased to ensure sustainability in the longer term. The
continued allocation of funding towards the renewal of assets and funding for maintenance and
upgrades will resuit in a positive investment for the community in the future. Asset acquisitions and
capital works projects are funded from either rate revenue, specific cash reserves, sales of existing assets
Or government grants,

Page s Shire of Nungarin
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Financial Strategies and Principles

Rate Increases

There is not expected to be much population growth in the Shire so litile increase demand for services
are expected. There is however, expected to be a need for additonal funds for the operatons,
maintenance, renewal, upgrade and expansion of Council's assets over the long term. Levying rate
increases at or below CPI is unsustainable in the long term and in the LTFP the Council has determined
that rate increases would be based on 1.65% for year 1 and 3.0% for the remaining 9 years of the plan.
The 3.0% rate increase represents a 0.5% increase over CP1in the LTFP. It is not envisaged that the rate

base will grow over the term of the LTFP.

Budget Surpluses

The Council believes that adopting a balance budget each year will notimprove its financial sustainability
or liquidity and will include an increasing budget surplus each year so that by 2022-23 it is estimated
that the budget surplus will be $50k.

Cost Recovery of Services

Discretionary fees and charges are planned to also be increased by approximately by CPI to match
estimated additional costs in service delivery. The Shire does not recover the full cost of providing
services but is working towards full cost recovery for services such as waste collection.

Applications fees for building licences and planning and development approvals are limited by
regulations preventing the full cost recovery of these services.

Prudent Use of Debt Finance

The Shire has reasonably low levels of debt and does not propose to use debt funding in the future for
large non-recurrent capital works projects. The Shire will continue to have relatively low levels of debt to
revenue and a strong capacity to repay debt.

Cash Reserves
Cash Reserves are also maintained by the Shire to ease the impact of future capital expenditures in any
one year, The principal capital purpose cash reserves are:

Plant Reserve

Office Building Reserve

Swimming Pool Reserve

Land Development Reserve

Building Reserve

Community Bus Reserve

Computer Equipment/Software Reserve
Refuse Reserve

® ¢ ® & @ & o @

Reserve funds utilised over the life of the Plan are detailed below:
e $61,800 from the Community Bus Reserve in 2013-14 and $70,000 in 2018-19 towards the
replacement of the community bus.

s $20,000 from the Computer Equipment/Software Reserve in 2016-17 and 2020-21 towards the
renewal of computer equipment and software.

Funds will also be utilised from the Plant Reserve over the life of the Plan. Funds are transferred from
this reserve if the total net changeover of plant and vehicles is greater than a set threshold for that year.
The threshold is set at $135,000 at the commencement of the Plan, This threshold is increased by CPI
over the life of the Plan. Funds are transferred to this reserve if the net changeover is less than the

threshold for that year.

Shire of Nungarin
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All cash reserves attract interest earnings which are re-invested in the applicable reserve, Over the life of
the LTFP the cash reserves are projected to increase from $0.41m to $2.72m.

Grant Funding
The Shire will continue to pursue grant funding for strategic capital works from the State and Federal
Government.

Workforce Planning Strategies

The Workforce Plan proposes that net staff levels will remain unchanged in line with current service
provision levels. Increasing legislative requirements associated with Integrated Strategic Planning are
expected to be absorbed within existing Staff numbers. The Workforce Plan proposes building our
leadership capability and putting in place a robust framework so that that we have the necessary skills to
deliver the required level of service now and into the future,

Page7 Shire of Nungarin
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Scenario Modelling and Sensitivity Analysis

A couple of scenarios were developed using slighdy different assumptions and changes in variables to
determine how capable the Shire is to deliver services and assets to the community. Of'the two scenarios,
scenario one was adopted by Council which is considered the most beneficial to achieve required service
delivery levels and outcomes of the Strategic Community Plan and Corporate Business Flan.

Scenario 1 (Adopted)

An initial scenario (and detailed in statements and schedules attached) was developed based on no
growth in population, no change in service levels, a 1.65% rate increase in 13-14 and 3% rate increases
each year thereafter, a small increasing surplus budget for the life of the LTFP, other operating income
based on the assumptions adopted in the plan, operating expenditure based on assumptions adopted in
this plan, Council funded capital expenditure on buildings increasing in 2014-15 by approximately
$150,00 and being maintained at this level plus CPI, Council funded capital expenditure on road renewal
increased in 2014/15 by $80,000 and being maintained at this level plus CPI, transfers to reserves used
to balance the LTFP in years where a significant surplus eventuated.

Scenario 2

An second scenario was developed based on no growth in population, no change in service levels, a
1.65% rate increase in 13-14 and 2.5% (CPI) rate increases each year thereafter, a small surplus budget
for the life of the LTFP, other operating income based on the assumptions adopted in the plan, operating
expenditure based on assumptions adopted in this plan, Council funded capital expenditure on buildings
increasing in 2014-15 by approximately $150,000 and being maintained at this level plus CPL Council
funded capital expenditure on road renewal increased in 2014/15 by $80,000 and being maintained at
this level plus CPI, a reduction in transfers to reserves used to balance the LTFP in years where a
significant surplus/deficit eventuated.

The following table highlights variances in results over the term of the LTFP:

Scenaﬁol Scenario 2 Difference
| Rate income Over 10 ears Tazessss | 4ssesey 108331
nResrveBdmesmowritews | 27sam | 2eom | 76z
————————— - e S e
Average Current Ratio | 1.01 o i‘_“ 0.99 “".'"'"'“ ;_ |
[vomge OpecatngSurpismato | e | eae | emw
|-:Average Rates Covemgé-R‘;iﬁo o I 18.00% t| 17.67% 0;3_% T
—— i Ne—— | | =t —
| Average Own Source Revenue Coverage Ratio | 2828% 27.78% | 0.50%

The most sensitive criterion in the adopted model is a variation in the level of proposed rate increases.
The result of a 5% reduction in rates (to those proposed) over the life of the LTFP is highlighted in the

table above.
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Key Assumptions Underpinning the Long Term Financial

Plan

The estimates in the LTFP are based on a number of assumptions and Council strategies. The base point
for the modelling is the adopted 2012-13 budget (adjusted for variations) and assumptions have been

applied to the model. The assumptions are:

Existing service levels will be maintained with a view to improvement in the longer term

Annual operating surpluses will be strived for over the term of the LTFP

Staff levels will remain unchanged over the life of the Plan as Shire demographics’ not expected
to change over the life of the LTFP

CPI will be 1.65% for 13/14 and 2.5% per annum for the remaining nine years of the LTFP

Staff costs will increase at CPI per annum over the life of the LTFP

Rate increases will be 1.65% for 13/14 and 3% per annum for the remaining nine years of the
LTFP. The final nine years of rate increases will be used to increase Council’s rating base to a

level that will be closer to the Rates Coverage Ration benchmark at 40% or greater

The rate base will not increase over the life of the LTFP

Discretionary fees and charges will increase by CP1

Interest rates for new borrowings will be in line with indicative prices issued by WATC in May
2013 which progressively increase from 2.93% in 2013 to 3.86% in 2023

Interest rates for invested funds will be 3.0% over the life of the LTFP

Roads to Recovery funding will continue until 2022-23

Royalties for Regions funding will continue until 2014-15

Local Reads Financial Assistance Grants will increase by CPI over the life of the LTFP

General Purpose Financial Assistance Grants will increase by 10% for the first two years then by
CPI for the remaining years of the LTFP. These increments are in line with guidance provided by
the grants commission taking into account the new calculation methodology for Financial

Assistance Grants
Other government grants have been included and incremented in the LTFP on line by line basis

Materials and contracts will increase by CPI

Utility charges will increase by CPI plus 2% over the life of the LTFP to reflect a continuation of
recent increases in energy and water costs

The shire’s expenditure on renewal of road infrastructure from its own sources will increase by
CPI over the term of the LTFP,

The Shire’s expenditure on renewal and replacement of buildings from its own sources will
increase by 10% in each year of the LTFP.

Cash reserves will continue to be maintained to fund future commitments

Paged Shire of Nungarin
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Measuring Sustainability

Several statutory key performance indicators (KPIs) have been prescribed in the Local Government
(Financial Management) Regulations 1995 to measure the financial sustainability of local governments.
The LTFP has been assessed against these KPIs and will be compared with KPls measured from the
Annual Financial Statements to provide clear targets for the Shire to report its progress to the

community each year.
The KPIs, target rates and resuits measured from the LTFP are tabled below:

T [ e | vert | verto | mvemge
|corommae | 11 | s | e | 1o |
R [ [y [

| Rates Coverage Ratio o ; >=40% 1509% | 1943% | 18.00% }
oonsotate “om [ | [
TAssetSuslaina_bﬂity_Ratio |I 90% - 100% 69.89% 51.01% 72.26%

;i iA-S_s_e-tCOMUmpﬁ;l; ;a-t;o ) 50% - 75% 4528% 37.51% 42.21% ]
| Growth in Cash Reserves ;% 17-13";4-!. 849% J

Explanations for the ratios in the above table is provided for the understanding of the reader:

Current Ratio

This is a measure of a local government’s liquidity and its ability to meet its short term financial
obligations out of unrestricted current assets. It is measured as:
Current Assets less Restri
Current Liabilities Jess Current Liabilities associated with Restricted Assets

Target - greater than orequalto 1:1

Operating Surplus Ratio
This is an indicator of the extent to which revenues raised cover operational expenses only or are
available for capital funding purposes. This is measured as:

rating Revenue less i ns
Own Source Operating Revenue

Target - between 0% and 15%

Rates Coverage Ratio
This is an indicator of a local government’s ability to cover its costs through its own revenue efforts. This
is measured as:
Net Rate Revenue
Operating Revenue
Target - greater than or equal to 40%
Page 10 Shire of Nungarin
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Debt Service Ratio
This is an indicator of a local government’s ability to produce enough cash to cover its debt payments.

This is measured as:

Available Operating Revenue

Target - less than 0.08

Asset Sustainability Ratio
This is an indicator of the extent to which assets managed by a local government are being replaced as
they reach the end of their useful lives. This is measured as:

Capital Renewal and Replacement Expenditure

Depreciation Expense

Target - greater than 90%

Asset Consumption Ratio
This ratio highlights the aged condition of a local governments physical assets. This is measured as:

Depreciated Replacement Cost of Assets (Written Down Value)

Current Replacement Cost

Target - greater than 50%

Risk Assessment

The ability of the Shire to levy Rates with the prescribed increases in the LTFP is a clear risk. Ratepayer
pressure on Council may influence the ability for this LTFP to be implemented. Strong adherence to the
LTFP assumptions in relation to rating is required to ensure the desired financial outcome is achieved.
The risk associated with this is moderate.

A major risk associated with long term financial planning relate to delays in approvals for major projects,
the viability of a project if it relies on land acquisition which may be affected by land price movements
and funding of projects.

A number of new building projects are included in the LTFP. All of these are proposed to be constructed
on land owned by the Shire or Crown Land managed by the Shire. The developments will not require
external approvals and are being funded through rate revenues, reserve funds and/or grant funding. The

risk associated with these is therefore low.
The Shire has an extensive road renewal program which includes some external funding. If that funding
reduces or is not made available to the Shire, then the timing of the works will be reviewed.

Interest rates on borrowings and on investments are predicted to be relatively constant over the life of
the LTFP. If adverse changes in rates occur this may impact on the Shire’s revenues and future project
costs if it decides to borrow. The risk is considered low.

No other risks have been identified.

Page | Shire of Nungarin
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Financial Projections

The financial projections in this LTFP have been developed in a format that conforms to the Local
Government (Financial Management) Regulations 1996 and Australian Accounting Standards. This format
has been chosen as it allows projections to feed into the statutory format of the Annual Budget and key
performance measures in the LTFP to be compared with Annual Financial Reports. The Statutory

statements include:

« Forecast Statement of Comprehensive Income By Nature & Type
+ Forecast Statement of Comprehensive Income By Program
Forecast Statement of Financial Position (Balance Sheet)
Forecast Statement of Changes in Equity

Forecast Statement of Cash Flows

Forecast Statement of Funding (Rate Setting)

The Forecast Statement of Comprehensive Income shows what is expected to happen during the year in
terms of revenue, expenses and other adjustments from all activities. A surplus is estimated for each year

of the LTFP.

The Forecast Statement of Financial Position is a snap-shot of the expected financial position of the Shire
at the end of the financial year. It reports what is expected to be owned (assets) and what is expected to
be owed (liabilities). The bottom line "Net Assets” represents the net worth of the Council. The assets and
liabilities are separated into current and non-current. Current means those assets or liabilities which will
fall due in the next 12 months. Non-current refers to assets and liabilities that are recoverable or which

fall due over a longer period than 12 months.

The Forecast Statement of Changes in Equity shows the composition of Equity and the movements
within Equity and the Statement of Comprehensive income. The three sections of this statement are the
Retained Surplus, Cash Backed Reserves and Asset Revaluation Reserves.

The Forecast Statement of Cash Flows shows what is expected to happen during the year in terms of
cash. The net cash provided by operating activities shows how much cash is expected to remain after
paying for the services provided to the community. This can be used to fund other activities such as
capital works and infrastructure. The information in this statement assists in the assessment of the
ability to generate cash flows and meet financial commitments as they fall due, including debt
repayments.

The format of the Forecast Statement of Funding (Rate Setting Statement) varies from the format of the
statement prepared in Annual Budgets. In Annual Budgets, the bottom line of the statement is the
amount to be made up from rates. In the LTFP, rates assessed in accordance with relevant assumptions
has been shown as a revenue stream with all other sources of revenue, so that if a surplus results, this
can be used to fund other services. However, where a shortfall results, this indicates that the Council is
unable to fund the services proposed at the planned rating levels and may need to defer works or
services, increase debt or increase rates even further to cover the cost of planned service provision. In the
LTFP the Forecast Statement of Funding shows the accumulated surplus carried forward at the end of

each year.
The statements are supported by the following:

e * & @

Forecast Statement of Movements in Fixed Assets
Forecast Ratio Analysis

Forecast Cash Reserves

Property, Plant and Equipment Capital Expenditure
10 Year Plant Replacement Program

[nfrastructure Capital Expenditure

Page 12 Shire of Nungarin
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Conclusion - Implementation and Review of the LTFP

The Council will consider the content of the LTFP when preparing the Annual Budget for 2013-14 and
subsequent years and it is expected that adopted budgets will be closely aligned with the proposals in the
LTFP and assumptions underpinning this.

Some minor review of the LTFP will occur each year as budgets are prepared to account for performance
information and changing circumstances, However, a detailed desktop review is planned for 2014-15
and a full review will be undertaken in 2017-18 in conjunction with formal reviews of the Strategic
Community Plan.

The Council is confident that the LTFP will allow the Shire to set priorities within its resourcing
capabilities to sustainably deliver the assets and services required by the community.

Page 13 Shire of Nungarin
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