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EXECUTIVE
SUMMARY

The main purpose of the Long Term Financial Plan (LTFP) is to guide and inform decision making. The LTFP establishes
the framework for sound financial decisions and to provide an insight as to the financial sustainability of the council over

the planning period of this document. The key objectives in developing this Plan are:

B Balanced Budgets
® Continuous Financial Improvement

® Reduction in External Loan Borrowing

Achieve/Maintain NSW Treasury Corporation (TCorp) Financial Sustainability Benchmarks

As part of undertaking financial modelling, key assumptions that underpin the forecasts must be made. The 2013/14
budget has been used as its base point, then makes a number of market driven and internal assumptions to project
revenue and expenditure over the forecasted period.

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

Financial planning over a ten year horizon is difficult and obviously relies on a variety of assumptions that may be subject
to change during this period.

Financial Results

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

surplus forecasted. A summary of the Income Statement result is presented on page 5.
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The Balance Sheet result over the 10 year period maintains equity, liabilities and non current assets within acceptable
levels. The level of cash and cash equivalents rises substantially over the period of the Plan which is a direct result of
annual operating surpluses due in part to Council’s efforts to reduce costs and the level of S94 income received due to
development activity. The Cash Flow Statement is within acceptable levels and sees a rise in cash levels reported at the
end of each financial year due to the points raised above in respect to annual operating surpluses and the level of S94
income forecasted to be received.

In addition to the key financial statement reports above Council compares itself to a range of financial indicators as
issued by the Office of Local Government and TCorp. Council is within reasonable levels of these financial indicators as
represented on page 7.
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Under ‘normal operations’ the financial results are at acceptable levels compared to benchmarks. The results do not seek
any additional special rate variations over the Plan, and in 2015/16 will see the removal of the Hornsby Quarry Rate. The
level of S94 income forecasted provides opportunities to expand Council’s level of capital expenditure towards a range of
open space, traffic, road and facility improvements.

The 2014-2024 LTFP represents Council’s progress towards financial sustainability with financial reports and indicators
within acceptable levels compared to benchmarks. The foundation has been laid over the last several years by a range of
initiatives that have substantially reduced Council expenses and increased income. The Council has been prudent with
these savings applying these funds towards reducing debt and setting aside surplus funds in a restricted asset account
to be able to fund the development of the Hornsby Quarry site and meeting the S94 gap towards infrastructure works.

Future Direction

To deliver and improve on these forecasted results will require the continuation and consideration of the following:

® Prudent financial management by Council
® Ongoing annual operational surplus

®m Continuance of financial improvement initiatives (periodic reviews of business activities and organisational
staffing levels)

B Ongoing annual review of financial assumptions and impact on future financial results
® Updating of asset management plans as key inputs into future asset maintenance and renewal expenditures

B Asset reviews of community facilities and small parks

In respect to Council owned community facilities much of the portfolio was constructed in the 1960’s and 1970's now
requiring significant budget allocation towards asset renewal and maintenance works. Many of the facilities operated by
Council no longer meet community expectations due to their layout and age. A current trend across the local government
sector is to construct multi-purpose facilities that more appropriately address community expectations and ongoing
maintenance and renewal costs that have to be met by councils. It would be prudent for Council to consider the future
demand and purpose of these facilities against rising maintenance costs with the aim of upgrading and/or constructing
new facilities through asset rationalisation of some of these facilities. Of course such an action is dependent upon
substantial investigation, consultation and deliberation by Council and the community.

The works schedule available as part of the Section 94 Development Contributions Plan provides the detail in respect to
the infrastructure planned to be undertaken. The works schedule is not fully funded by the amount of income received
from S94 fees. Therefore Council will need to set aside surplus funds from operational results to fund this S94 gap. An
alternative strategy would be to review existing assets as to utilisation levels and determine if they are in surplus to
current and future needs for the purpose of using asset sale proceeds to fund the S94 gap.

Council has for more than 10 years adopted a policy of improving the capacity of existing infrastructure to accommmodate
the increased demand generated by a new incoming population. An example of this approach has been the provision of
open space. Today, many of Council’s existing sportsgrounds have now reached/exceeded their capacity and there is little
opportunity to accommodate an increase in users. There are currently small parks owned by Council that due to their
location and size are under utilised that could be sold for residential purposes. In fact a prudent approach would be to sell
these parcels of land and the use proceeds to augment / provide open space in the nominated growth areas. Of course
such an action is dependent upon substantial investigation, consultation and deliberation by Council and the community.



INTRODUCTION

Council’s Long Term Financial Plan (LTFP) is a requirement under the Integrated Planning and Reporting framework for
NSW Local Government and forms part of the Resourcing Strategy. The LTFP must be for a minimum of 10 years with
the purpose of making clear the financial direction of Council as well as the impact of that direction on achieving
community priorities.

The LTFP is based on Council’'s adopted 2013/14 budget, which
is the base year of the LTFP Future years in the LTFP are based
on a range of forecasted assumptions used to determine:

The LOﬂ@ Term ﬂﬂdﬂd\
Plan @uidas decisions
and ensvres council can
continve 10 PYOV‘d@ services
10 the OOMMVH]T({)

B Future revenue and expenditure (Income Statement)

® A projection for a range key financial indicators as expressed
by the NSW Treasury Corporation (TCorp) review into the
Financial Sustainability of NSW councils (January 2013)

® Balance sheet and Cash Flow statements

The main purpose of the LTFP is to guide and inform decision
making. The LTFP establishes the framework for sound financial
decisions and to provide an insight as to the financial sustainability \ Y
of the Council over the planning period of this document. In addition /
to the presentation of financial results, information will be provided )/
in respect to:

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

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

In preparing the LTFP a number of key objectives have been considered. These objectives are listed below.

Balanced Budgets

Council has a strong commitment to adopting annually a balanced budget. Where a surplus budget is generated this
amount will be directed towards a restricted asset account/s. The restricted asset accounts to be used are:

B S94 Gap Restricted Asset: to fund Council's identified S94 gap (of approximately $19 million) identified in Council’s
2012-2021 Section 94 Development Contributions Plan.
m Capital Projects and Debt Retirement Restricted Asset: to fund key strategic capital projects that requires reasonable

capital investment from the council.

This is consistent with Council’s objective to maintain prudent financial management of its finances and to allocate
financial surpluses towards key strategic issues and reducing the need to increase rates above the rate pegging
allowance.

Continuous Financial Improvement

Council has a longstanding commitment towards reviewing costs while maintaining existing service levels. This will
require ongoing support towards:

B A general freeze on any non-labour operational expenditure unless grants and/or fees and charges can support an
increase. Increases in these budgets are only increased after all options have been extensively explored.

® The independent review of Council’s internal and external services realised $3.450 million per annum, of which some
of these savings have been applied to reducing external loan borrowings and reduced future debt servicing
commitments.

B FEvaluation on a periodic basis of Council’s activities that compete with commercial suppliers to determine our
competitiveness in terms of service provision and financial viability.

® To review Council's existing capital investment in information management systems and technology to ascertain value
and existing cost structures.

®m Review of financial charges to ensure closer alignment with costs.



Reduction in External Loan Borrowing

Council has a commitment towards reducing the need to externally borrow. This has been made possible by various
financial improvements achieved totalling approximately $7 million. Generated savings from financial improvement have
been applied to eliminating the need to borrow $1 million annually for recurrent capital projects and also towards original
forecasted borrowings for the new Hornsby Aquatic Centre.

Over the time horizon of this plan it is forecast that Council will be debt free and will achieve significant savings from
reducing debt service levels.

Achieve/Maintain TCorp Financial Sustainability
Benchmarks

In 2012, the Office of Local Government engaged NSW Treasury Corporation (TCorp) to undertake a financial
sustainability review of all general purpose councils in NSW. TCorp's report was the first time a comprehensive,
independent analysis had been undertaken into the financial sustainability of every council in NSW. TCorp developed a
Financial Sustainability Rating (FSR) for the purpose of rating each Council.

TCorp considers that a Council needs to be assessed with a FSR at a Moderate or higher level to be acceptable in terms
of their Sustainability. A Moderate level FSR is on average equivalent to marginally exceeding the benchmarks utilised in
TCorp's assessment process.

Hornsby Shire Council received a Moderate FSR from TCorp during their 2012 assessment of NSW councils. Significant
financial reform at Council has been undertaken since this original assessment by TCorp which is reflected in a range of
significant improvement to key financial indicators over the life of this plan. These indicators are endorsed by the Office of

Local Government and are a requirement to report on in Council’s annual financial statements.
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The indicators to be measured are as follows:

Indicator

Quantitative Measure

Definition

Benchmarks

Operating Performance Measures a councils ability to Operating revenue (excluding capital ~ >-4.0%
Ratio contain operating expenditure within  grants and contributions less
operating revenue operating expenses)/Operating
revenue(excluding capital grants and
contributions
Own Source Operating Measures the level of a council’'s Total operating revenue less >60%
Revenue Ratio fiscal flexibility. It is the degree of (inclusive of capital grants and
reliance on external funding sources  contributions) / Total operating
such as operating grants and revenue
contributions.
Unrestricted Current Ratio This ratio is specific to local Current assets less all external >1.5
government and is designed to restrictions/current liabilities less
assess the adequacy of working specific purpose liabilities
capital and the ability to satisfy
obligations in the short term for
unrestricted activities of council.
Infrastructure Backlog Ratio  This ratio shows what proportion the  Estimated cost to bring assets to a <2%
backlog is against total value of a satisfactory condition/total
council’s infrastructure. infrastructure assets.
Asset Maintenance Ratio Compares actual versus required Actual maintenance / Required asset  >100%
annual asset maintenance. maintenance
Cash Expense Cover Ratio This liquidity ratio indicates the number  Current year's cash and cash >3 months
of months a council can continue to equivalents/Total expenses less
paying for its immediate expenses depreciation and interest costs
without additional cash inflow. multiplied by 12
Building and Infrastructure Compares the proportion spent on Asset renewals/Depreciation of >100%
Renewals Ratio infrastructure asset renewals and building and infrastructure assets
the assets deterioration
Outstanding Rates and To assess the impact of uncollected Rates, Annual and Extra Charges <5.0%
Annual Charges rates and annual charges on liquidity Outstanding / Rates, Annual and
and the adequacy of recovery efforts.  Extra Charges Collectible
Debt Service Cover Ratio The available of operating cash to Operating Result before capital > 2
service debt including interest, excluding interest and depreciation /
principal and lease payments Principal Repayments (from the
Statement of Cash Flows +
Borrowing Interest Costs (from the
Income Statement)
Capital Expenditure Ratio This indicates the extent to which a Annual Capital Expenditure/Annual > 1

Council is forecasting to expand its
asset base with capital expenditure
spent on both new assets, and
replacement and renewal of existing
assets.

Depreciation

The above core objectives of Council are to ensure that a tight control over its financial position and performance
continues, with this being demonstrated through its strong operating results over the last few years. This Long Term
Financial Plan continues with this strategy.



FINANCIAL
PLANNING
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As part of undertaking financial modelling, key assumptions that underpin the forecasts must be made. The assumptions
utilised in the LTFP have been sourced and compared to various publications such as: BIS Shrapnel, Australian Bureau of
Statistics and TCorp's economic forecasts.

The 2013/14 budget has been used as its base point, then makes a number of market driven and internal assumptions to
project revenue and expenditure over the forecasted period. A number of one-off recurring adjustments have also been

included in the LTFP. Where relevant, a brief description of these adjustments is also included below.

Service Levels

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

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

Workforce levels have been modelled taking into account staffing levels identified in Council’'s current Workforce Planning
strategy. This is based on staffing levels identified in a new organisational structure implemented on the 4 June 2012.



EXPENDITURE
ASSUMPTIONS

The major expense categories for Council’'s operating budget are:

B Employee Benefits and On-costs
® Borrowing Costs

® Materials and Contracts

® Depreciation

m Other Expenses

Employee Benefits and On-costs

Employee costs include salaries, wages, superannuation, leave entitlements, training, workers compensation premiums
and other employee related expenses.

For the years ending June 2015, 2016 and 2017 the recently approved NSW Local Government (State) Award has been
applied whilst late in the Plan, from 2018 to 2024, the TCorp benchmarks for annual increases was used as expressed in
their financial assessment report on Hornsby Shire Council issued on the 1 March 2013.

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Award/  2.6% 2.7% 2.8% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5%
CPI
+1%

Additional employee related assumptions include:

® Council has modelled future superannuation expenditure based on the Federal Government’s plan to increase the
statutory contribution rate from 9.25% 2013/14 to 12% incrementally by 2019/20. (N.B. The percentage increase is
currently being considered by the Federal Government)

B No material change is expected in existing staff numbers and employee working hours.
m \\Norkers compensation expense is expected to increase in line with salaries and wages.

B A reduction in Council’s contribution to the defined benefits superannuation shortfall estimated to be from 2019/20.

Borrowing Expenses

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

It has been Councils established practice to use loan funds to assist in funding significant capital projects which will benefit
future generations or to acquire assets that are income producing or assets that hold strategic value. The beneficiaries of
these future projects will assist in their funding as their rates will be applied in part to repaying the loans. This is in contrast
to current ratepayers bearing the entire burden in one year, possibly at the expense of other worthy expenditures.

A key objective by Councillors is to reduce the level of external borrowing and so this Plan has been predicated on no
loan borrowing. The level of debt servicing from previous external loan borrowing will cease at the end of 2022/23.
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Materials and Contracts

Local government expenditure is characterised by high levels of materials and contracts. Materials and contracts are
used in the creation and maintenance of assets and to provide recurrent operational services.

The Consumer Price Index has been chosen as the relevant factor in modelling these expenses over the term of the

Plan. This has been sourced from TCorp’s Economic Forecasts October 2013.

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
CPI 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5% 2.5%

Additional material and contract related assumptions include:

B Reduction in information system lease payments

B |ncrease in maintenance costs due to new infrastructure being built as identified in Council’'s 2012-2021 Section 94
Development Contributions Plan.

Depreciation

Depreciation is an allowance or provision made in the financial records for “wear and tear” and “technical obsolescence”
of plant and equipment. The idea of depreciation is to spread the cost of that capital asset over the period of its “useful
life to the entity” that currently owns it.

Depreciation forecasts relate to existing assets and any proposed capital works. The Council’s assets are being
progressively revalued to fair value in accordance with asset revaluation cycles issued by the Office of Local Government.

Other Expenses

This consolidation of costs includes items such as street lighting, utility costs, insurances, legal costs, statutory charges
and other program expenditure.

The Consumer Price Index has been chosen as the relevant factor in modelling these expenses over the term of the
Plan. This has been sourced from TCorp’s Economic Forecasts October 2013.

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
CPI 2.5% 2.5% 2.5% 25% 2.5% 2.5% 2.5% 25% 2.5% 2.5%

Additional other expense related assumptions include:

B Election expenses provided for in 2016/17 and 2020/21.



REVENUE
ASSUMPTIONS

The major revenue categories for Council’s operating budget are:

®m Rates and Annual Charges

®m User Charges and Fees

B [nterest and Investment Revenue

m Other Revenue

® Grants and Contributions provided for Operating Purposes

® Grants and Contributions provided for Capital Purposes

Rates and Annual Charges

Rates and Charges are a major source of Council's revenue, representing approximately 69% of total revenue. The
amount of rates income a council may levy is limited by rate pegging. Rate pegging refers to the process in which the
State Government determines annually the allowable increase in rates, which is referred to as the rate peg. This
allowable increase is announced annually by the Independent Pricing and Regulatory Tribunal (IPART).

The approved rate pegging increase for 2014/15 was set at 2.3% which Council has applied to the calculation of rates
income in that year. For future years the rate peg increase has been applied based on the average over the last 17 years
which has been approximately 3%.

Additional Rates and Annual Charges related assumptions include:

B The non-levying of the Hornsby Quarry Loan Rate which was approved in 2005/06 as a temporary rate due to the
compulsory acquisition of the Hornsby Quarry site. This will occur for the 2015/16 calculation of rate income.

User Charges and Fees

Many of the services provided by Council are offered on a user pays basis. There is however a range of other factors that
Council considers in determining an appropriate fee for its services.

The Consumer Price Index has been chosen as the relevant factor in modelling these expenses over the term of the

Plan. This has been sourced from TCorp’s Economic Forecasts October 2013.

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024
CPI 2.5% 25% 2.5% 25% 25% 25% 2.5% 25% 2.5% 2.5%

Additional User Charges and fee related assumptions include:

B |ncome to match the future years of the Hornsby Aquatic and Leisure Centre tender to run the operations of this facility.
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Interest and Investment Revenue

Interest on investments will vary over the Plan period due to cash-flow levels and interest rate percentages. The LTFP
calculates the interest on investments based on estimated cash-flow and the 90 day Bank Bill Rate. This has been
sourced from TCorp's Economic Forecasts October 2013.

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

90 Day 3.25% 4.13% 4.75% 4.75% 4.75% 4.75% 4.75% 4.75% 4.75% 4.75%
Bank Bill

Additional Investment Revenue related assumptions include:

B Substantial increase to the size of the portfolio balance due to forecasted S94 Development Contributions income and
improved annual operating surplus.

Other Revenue

Miscellaneous revenue is obtained from a variety of sources including insurance recoveries, parking fines, legal costs
recovered, property rentals, etc. It is anticipated that other revenue will be maintained at current levels with CPI
adjustments as reported above.

Grants and Contributions

Council receives a number of operational and capital grants from various Federal and State Government agencies. Capital
contributions are expected to rise significantly over the Plan as identified in Council’s 2012-2021 Section 94 Development
Contributions Plan forecasted at approximately $78 million. Capital contributions received in respect to Council’s Section
94 Development Contribution Plan are to be spent in accordance with the works program identified in this Plan.

It is anticipated that grants and contributions revenue will be maintained at current levels with CPI adjustments as
reported above. A variation to this will be the two third’s capital contribution towards the construction of the Hornsby
pedestrian overhead bridge by the State Government.



Capital Expenditure

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

Council's capital works program for 2014/15 totalled $18.271 million which is
funded by rates, grants, restricted asset funding and/or a current year
operational surplus. Consistent with the 2014/15 capital works allocation the

future years of this Plan has been predicated on providing an equivalent level $|6Z:r mm\on on 0&P\1’&|

of capital expenditure.

Works in 204/15

The infrastructure levy approved for the 2011/12 financial year estimated a 10
year average of approximately $4 million dollars per annum towards asset
renewal expenditure. This level of asset renewal expenditure has been
forecasted over the life of this Plan.

In addition to the above level of ‘recurrent’ capital expenditure, this Plan has forecasted additional capital expenditure at
the following levels:

2016 2017 2018 2019 2020 2021 2022 2023 2024

S94 $25.5M $7.4M $6.8M $6.8M $6.8M $6.8M $6.8M $6.8M $6.8M
Infrastructure

Works (as

identified in S94

Plan)

Pedestrian $7.0M
Overbridge

Hornsby (2/3
funding from
the State Gov't)

Capital Projects $20.0M

In 2016/17 a provision to replace Councils information systems has been
allowed for.

a—_
/ The ability for Council to deliver on the above forecasted capital expenditure is
/ dependant upon a range of factors. Forecasted S94 infrastructure works is
heavily dependant upon land acquisitions to meet increased demand for

The MQJOY ov\a.llen@a

improved open space and recreational facilities. Potentially consideration could
< . be given to the Hornsby Quarry Redevelopment. This would be subject to
IS 1'0 InCrense ﬂ'\@ various planning controls, community consultation and the ongoing

r@ne\(\/a,l O‘r' a,SSZ‘rS achievement of an annual operating surplus that can be set aside in a restricted
asset to fund this project.

The capital works program prioritises projects based on asset condition, risk
and community need. Over shorter periods, some areas of the shire may
require more capital works than others to reflect short term needs and
opportunities. For more detailed information in respect to various asset classes
of Council can be sourced from Council's Asset Management Strategy.

A major challenge confronting the NSW Local Government sector is the need to increase the level of funding towards
the maintenance and renewal of infrastructure and community facilities. This has been highlighted in a number of studies
such as the 2006 Local Government Shire’s Association Independent Inquiry into the Financial Sustainability of NSW
Local Government and more recently the 2013 report released by NSW Treasury Corporation in regard to Financial
Sustainability of all NSW Councils.
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For Council, the Special Rate Variation approved for 2011/12, 2012/13
and 2013/14 provided approximately $4 million per annum on an a
ongoing basis to be allocated towards asset renewal works. This was

supported by Council's Asset Management Plan Strategy and the need L/\an({) Commvnmﬂ bV“d\n@S
to reduce the level of infrastructure backlog works. An independent W@r@ cons-rn}m—ed m HQO'S

assessment of Council’s Infrastructure Backlog was undertaken by A
Morrison and Low in August 2013. This assessment reported that and now nZZd Ye-newing
Councils overall asset backlog is under control and represents

approximately 0.5% of value of council’s assets portfolio and is well

within acceptable limits and well below the TCorp benchmark of 2%.

In respect to Council owned community facilities much of the portfolio was constructed in the 1960’s and 1970’s now
requiring significant budget allocation towards asset renewal and maintenance works. Many of the facilities operated by
Council no longer meet community expectations due to their layout and age. A current trend across the local government
sector is to construct multi-purpose facilities that more appropriately address community expectations and reduce
ongoing maintenance and renewal costs. It would be prudent for Council to consider the future demand and purpose of
these facilities against rising maintenance costs with the aim of upgrading and/or constructing new facilities through
asset rationalisation of some of these facilities. Of course such an action is dependent upon substantial investigation,
consultation and deliberation by Council and the community.
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DEVELOPMENT
CONTRIBUTIONS




The Section 94 Development Contributions Plan 2012 — 2021 (S94 Plan) is prepared by Council to satisfy the
requirements of the Environmental and Planning Assessment Act and Regulation. This enables Council or an accredited
certifier to levy contributions from development for the provision of community infrastructure that is required to meet the
demands of that development.

The S94 Plan is to ensure that adequate community infrastructure is provided to meet the demands generated by new
development and that the existing community is not burdened by the provision community infrastructure as a result of
future development. The forecast development within the Hornsby Local Government Area as identified in this Plan will
generate additional demand for use of local roads by vehicles, bicycle and pedestrian traffic, local open space and
recreation facilities and these demands will require additional embellishment of existing facilities or the creation of new
facilities to cater for increased pressure on existing facilities.

The works schedule available as part of the Section 94 Plan provides the detail in respect to the infrastructure planned to
be undertaken. The works schedule is not fully funded by the amount of income received from S94 fees. Therefore
Council will need to set aside surplus funds from operational results to fund this S94 gap. An alternative strategy would
be to review existing assets as to utilisation levels and determine if they are in surplus to current and future needs for
the purpose of using asset sale proceeds to fund the S94 gap.

Council has for more than 10 years adopted a policy of improving the capacity of existing infrastructure to accommodate
the increased demand generated by a new incoming population. An example of this approach has been the provision of
open space. Today, many of Council’s existing sportsgrounds have now reached/exceeded their capacity and there is little
opportunity to accommaodate an increase in users. There are currently small parks owned by Council that due to their
location and size are under utilised that could be sold for residential purposes. In fact a prudent approach would be to sell
these parcels of land and the use proceeds to augment / provide open space in the nominated growth areas. Of course
such an action is dependent upon substantial investigation, consultation and deliberation by Council and the community.
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ONMMENTARY
ON FINANCIAL
RESULTS

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

The Balance Sheet result over the 10 year period maintains equity, liabilities and non current assets within acceptable
levels. The level of cash and cash equivalents rises substantially over the period of the Plan. This is a direct result of
annual operating surpluses due in part to Council’s efforts to reduce costs and the level of S94 income received due to
development activity.

The Cash Flow Statement is within acceptable levels and sees a rise in cash levels reported at the end of each financial
year due to the points raised above in respect to annual operating surpluses and the level of S94 income forecasted to
be received.

The financial indicators listed above predominately satisfy the TCorp indicators over the period of the LTFR The exception
to this is the Asset Maintenance Ratio and Building and Infrastructure Renewals Ratio. While falling short of the TCorp
benchmark these ratios are within manageable levels in the short term but will need to be reviewed within future
editions of the LTFP This will involve an updating of Council’s Asset Management Strategy in respect to asset conditions,
service levels and expenditure requirements based on current data available.

Review of Forecasted Financial Results

The key financial information presented above in the form of financial statements and indicators are results based on a
range of forecasted financial assumptions. These assumptions can change due to variations in economic conditions and
the direction of Council. It is therefore intended that the financial assumptions be reviewed annually and compared to the
actual results on an annual basis. This will be achieved via the reporting in Council's Annual Report by comparing the
actual results on key financial statements and indicators to the forecasted figures for that year. Any issues identified
through this process will be considered in the updating of the LTFP for the following year.



SENSITIVITY
ANALYSIS

Council’s LTFP has been developed based on a range of assumptions used to project future financial position. As it is not
always possible to accurately predict future movements in all of the assumptions used to develop the LTFPR it is
considered beneficial to conduct sensitivity analysis on the impact on those assumptions which have the most significant
impact on the predicted financial forecast.

While moderate increases have been applied to revenue and expenses there are several items that require testing due
to their dominant nature on Council's annual budget. These items are:

B Rate income due to it currently consisting of 69% of total income. From 2015/16 and onwards the rate peg be reduced
from 3% to 2.5%. This represents a tolerance variance of 16.67% to the historical 17 year average of rate pegging.

® Grants and Contributions provided for Capital Purposes which has assumed a significant increase in S94 income due
to forecasted development. That the forecasted S94 income be reduced to levels prior to the implementation of the
current Section 94 Development Contributions Plan 2012 — 2021.

B Employee costs are a significant component of the annual budget and that these costs are highly sensitive to changes
in rates of pay through award negotiations. That the estimate provided for award increases from 2018 to 2024 be
amended from 3.5% to 4.5%. This change in percentage represents a tolerance variance of 28.57% to the assumption
used under ‘normal operations’.

B |nterest from Investments increases significantly over the period of the Plan due to the rise in the portfolio balance
and the rate of interest. That the portfolio balance be adjusted to reflect a reduction in S94 income and related
expenditure. The interest rate for investments to be applied over the life of the Plan at the 14/15 estimate of 3.25%.

The revised assumptions are very much a worse case scenario and assess the financial impact if they were to impact at
the same time.
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CONMMENTARY
ON SENSITIVITY
FINANCIAL
RESULTS

As stated above the sensitivity analysis performed is a worse case scenario on significant assumptions contained under
the ‘normal operations’ scenario that may vary from their estimate. Below are the key points in respect to results derived
from amending these assumptions:

® The Net Operating Result before Grants and Contributions provided for Capital Purposes deteriorates over the Plan
becoming a deficit in 2020/21 and beyond. While this result still complies with the acceptable benchmark for this
financial statement it would however in the long term require corrective action in the form of increased revenue and/or
reduced expenditure.

® Most benchmarks are still at reasonable levels with some however deteriorating towards the end of the Plan.
m Capital expenditure is reduced significantly as a direct result of less S94 income being received and is reflected in a

decline in relevant benchmarks.

The likelihood that all of the above factors considered in the worse case scenario were to impact in the one year and
continue over the life of this Plan would be low. Council considers these factors on an annual basis with immediate
action taken to correct an adverse variance to the forecasted LTFP
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FUTURE
DIRECTIONS
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The 2014-2024 LTFP represents Council’s progress towards financial sustainability. The foundation has been laid over the
last several years by a range of initiatives that have substantially reduced Council expenses and increased income. The
Council has been prudent with these savings applying these funds towards reducing debt and setting aside surplus funds
in a restricted asset account to be able to fund future significant capital works and meeting the S94 gap towards
infrastructure works.

Under ‘'normal operations’ the financial results are at acceptable levels compared to benchmarks. The results do not seek
any additional special rate variations over the Plan, and in 2015/16 will see the removal of the Hornsby Quarry Rate. The
level of S94 income forecasted provides opportunities to expand Council’s level of capital expenditure towards a range of
open space, traffic, road and facility improvements.

To deliver and improve on these forecasted results will require the continuation and consideration of the following:

® Prudent financial management by Council
B Ongoing annual operational surplus

m Continuance of financial improvement initiatives (periodic reviews of business activities and organisational staffing
levels)

® Ongoing annual review of financial assumptions and impact on future financial results
® Updating of asset management plans as key inputs into future asset maintenance and renewal expenditures
B Asset reviews of community facilities and small parks

m Updated capital expenditure plans (including S94)
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HOW TO
CONTACT US

HORNSBY SHIRE COUNCIL
ABN 20 706 996 972

CONTACT DETAILS

In person The Administration Centre
296 Pacific Highway,
Hornsby NSW 2077

Emall hsc@hornsby.nsw.gov.au
Telephone 9847 6666

Fax 9847 6999

Write PO Box 37 Hornsby NSW 1630
Online hornsby.nsw.gov.au

Customer service desks are open from 8.30am-5pm business days

HORNSBY SHIRE COUNCIL LONG TERM FINANCIAL PLAN 2014/15 - 2023/24
SECTION
KEY FINANCIAL REPORTS - APPLYING SENSITIVITY ANALYSIS P39







