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Introduction

Welcome to the City of Melville’s Long Term Financial Plan. This plan covers the ten
year period from 2013/14 to 2022/23.

The City of Melville recognises the need to plan for the current and future needs of its
citizens in a socially, culturally, environmentally and financially sustainable manner.

The Local Government (Administration) Regulations 1996 have been amended to
introduce the concept of Integrated Planning and now require each local government to
adopt a Strategic Community Plan and a Corporate Business Plan. Section 5.56(1) and
(2) of the Act requires that each local government is ‘to plan for the future of the district’,
by developing plans in accordance with the regulations.

An Integrated Planning and Reporting Framework and Guidelines have been developed
by the Department of Local Government to outline the minimum planning and reporting
methodology to meet the requirements of the legislation.

The following illustrates the Integrated Planning Framework:
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MEASUREMENT AND REPORTING

The Framework terms the Long Term Financial Plan (LTFP) an informing strategy,
describing it as ‘a ten year rolling plan that informs the Corporate Business Plan to
activate Strategic Community Plan priorities’.



The City has a history of ensuring robust and transparent financial planning processes
are established and this is evident in the adoption of the Council Policy ‘CP-008
Financial Sustainability — Forward Financial Planning and Funding Allocation’.

In essence, the City considers its long term financial performance and position
sustainable when planned long term service and infrastructure levels and standards are
met without undue reliance on:

= avery limited number of revenue streams;

= uncontrollable, temporary or highly variable revenue sources;
= large variations in rates increases; or

* unplanned cuts to services

However, this Plan is the first of its kind for the City and it is intended that it will play an
integral part in future decision making.

It's important to note that, as with all forecasts, this Plan is based on a number of
assumptions. These assumptions are subject to change and refinement, but the
document still provides a sound guidance tool to identify any long term sustainability
issues. The Long Term Financial Plan will be reviewed annually.

Background

The City of Melville, located on the Swan River in Perth, Western Australia, is home to a
diverse and multi-cultural community who enjoy a rich built and natural heritage, a blend
of retail and business precincts, an abundance of opportunities for physical and social
activity, open spaces and a unique natural landscape.

The following table provides a snapshot of the City of Melville:

Distance from Perth 8km

Area 52.72 square km
Foreshore 18km

Parks and Reserves 211

Public Open Space 603 hectares

Population (30 June 2011) 103,767

Residential Dwellings 40,546
Number of Suburbs 18
728
Number of Employees as at .
30 June 2012 (467 full time
equivalent)



As one of Western Australia’s largest local governments, the City provides more than
200 products and services to the community.

Here are just some examples of the City’s products and services:

* owning, managing and maintaining public infrastructure

* maintaining local and district distributor roads, paths, drains

= street and park lighting

= controlling traffic flow and enhancing road safety

* waste management

* building and maintaining public buildings

= construction and maintenance of parks and gardens

» overseeing storm water management

= regulatory activities which affect the quality of the local built and natural
environment, including air, noise, amenity, water

= management of private swimming pool compliance

= providing public swimming pools and conducting water testing and compliance
on all pools open to the public

= [ibrary and museum services

= security patrols

= provision of public toilets and change rooms

= audit of eating places and restaurants

= provision of public art and facilitating public exhibitions in City facilities

= organising and facilitating community events

For more information on the City’s products and services, please visit:

www.melvillecity.com.au/a-z

The City of Melville, like other Local Governments, has a significant portfolio of assets of
approximately $736 million in replacement value ($510 million in depreciated value) that
support the delivery of these products and services. Asset management costs, including
planning, design, construction, maintenance, operating expenditure, renewal and
disposal, are significant and are a material component of the Long Term Financial Plan.



Financial Snapshot

The 2012/13 Annual Budget proposes to fund the City’s operations as follows:

Where the money comes from
($ millions)

$53.42

Rates and Other
General Purpose
Funding

Operating
Income
Write Back Non
Cash
Transfers fron
Reserve
Special Rates
(Underground
Power)
Investment
Income
General
Operating
Surplus
Capital Income
Federal
Assistance
Grants

And this funding has been proposed to be allocated as follows:

Where the money goes
($ millions)

$87.31

Operating
Expenditure
Capital
Expenditure
Transfers to
Reserves
Underground
Power Cash
Calls

The 2012/13 Annual Budget was balanced as a result of the application of a 5.2% rate in
the dollar increase, yielding a rate revenue increase of 5.764%. Above Consumer Price
Index (CPI) cost increases in expenses, including utilities and salaries, contributed to the
need for this level of increase and an additional 0.5% for the development of Public
Open Space.



Current Planning Framework

The City of Melville has adopted a Corporate Planning and Strategy Framework to
ensure there is both an integrated and holistic approach to strategic planning.

All decisions made through the corporate planning and strategic planning processes are
to ensure that:

= strategic planning occurs;

= there is improved coordination and integration with other Plans (including the
Long Term Financial Plan);

= there is clear communication and engagement with the community on the Plans;

» jinitiatives are developed and evaluated through a project management process;

= there is a forum and method for Elected Members to lead more effectively by
focusing on key strategic issues;

= there is progress towards strategies and goals through a performance
management system; and

= performance data is used to improve planning.

The following diagram depicts our framework:
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The Long Term Financial Plan is integral to the strategic planning process and will drive
future Annual Budgets.



Financial Model Development

The purpose of the Long Term Financial Plan is to outline how financially sustainable the
City is over the long term and to also allow for early identification of financial issues. The
Plan is underpinned by a detailed Long Term Financial Model. The Model commences
with a base year (the 2012/13 Adopted Annual Budget) and projects data over ten years
based on financial assumptions. The financial assumptions used are a combination of
long range averages from relevant indices published by the Australian Bureau of
Statistics (ABS), historical trends derived from the City’s records and other long term
informing documents (including Asset Management Plans).

The Model is supported by detailed schedules for assumptions, asset management data,
financial reserve transfers etc, allowing the City to forecast and track the financial impact
of various scenarios.

In preparing the long term projections, it has been assumed that in terms of funding for
general operations it is business as usual. Capital funding focuses heavily on
information provided in our Asset Management Plans, to ensure there is adequate
funding for the ongoing renewal of our existing (and significant) asset base. It has
become increasingly clear that the City is facing an ongoing battle to contain costs of
what we already do without introducing additional services/assets. The City has a
framework and process to review current or any new discretionary/non-discretionary
services. Productivity/efficiency improvements, asset/service rationalisation and
alternate revenue streams all need to be considered in order to avoid substantial rate
increases over the longer term.

The dollar amounts shown in the Plan are expressed as nominal values, meaning they
have been adjusted to recognise the estimated impact of inflation.

Key Issues

The City is facing a number of key issues that have the potential to materially impact
long term financial projections:

= the creation of the Murdoch Activity Centre — including downstream impacts
resulting from the construction of the $2 billion Fiona Stanley Hospital by the
State Government and a predicted additional annualised whole of life cost in
excess of $1.1 million if the State hands over the public infrastructure in the
precinct to the City;

= costs and revenues associated with the implementation of the Canning Bridge
Precinct Vision;

» the cost of development and ongoing maintenance of the Lower Heathcote Land
expected to be in excess of $3 million;

» The impacts of an aging population as outlined in the Melville to 2050 report
findings;

= Strategic Provision of Active Reserves 2011-2031;

» Building Assets: fit for use vs economic life and the accumulated value of
deferred asset replacement liability



The relocation of the Melville Discovery Centre and ongoing upgrades of the
City’'s Libraries;

The continuing above CPI increases in the cost of waste disposal;

The Federally funded Roads to Recovery grant is uncertain after 2014;

The costs associated with master planning and then redevelopment of the City’'s
land and buildings within the Booragoon Activity (Melville City) Centre; and

Local Government Reform including the possibility of amalgamations or
boundary changes and the resulting redistributions of the City’s assets.

Asset Management

The City has completed Asset Management Plans for significant asset classes and this
work has identified the life cycle costs of assets and, in particular, the annual renewal
expenditure required to ensure they continue to deliver an appropriate level of service.
Failure to adequately fund asset renewal amongst other things creates risks of asset
failure, personal injury and reputation and creates deferred liabilities. The Asset
Management Plans continue to be refined and serve as valuable informing documents
for the Long Term Financial Plan.

The following graphically depicts the proposed long term capital programme:
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Projected Capital Expenditure Programme
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In accordance with the City's ‘Asset Management’ policy, funding priority is given to the
maintenance and renewal of existing assets as opposed to the creation of new assets.

The following chart demonstrates our commitment to this approach:
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The long term capital programme can also be shown by asset class, the 2013/14 data
provides indicative data:

Capital Spend by Class
2013/14
($ millions)
9.00

8.00
7.00
6.00
5.00
4.00
3.00
2.00
1.00 4
0.00 -~

Roads
Buildings
Paths
Drainage
Fleet
Exfraordinary
Item
Parks
Irrigation
IT
Recreation P &
E
Playgrounds
Other
Parking
Machines
Jetties
Streefscapes
Other F &E

In this year, expenditure on roads, buildings, paths, parks, drainage and fleet assets
receive 76% of the capital funding.

The City is reliant on grants to assist funding its capital programme. Capital grants come
from both State and Federal Government programmes, including State Black Spots,
Main Roads Regional Grants, Federal Black Spots and Roads to Recovery. Funding
levels vary from year to year depending on projects but approximately $2 million is
received annually. The City has factored this funding into the ten year forecasts, with a
nominal increase. Should these funding sources be withdrawn this would require an
increase in rates of approximately 3.8%.
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Operating Revenue Assumptions

Operating Revenue, for the purpose of long term planning, is categorised by the nature
of the revenue and applied with an assumption. The following outlines material revenue
streams and their associated assumptions:

Revenue Category

General Rates

Rates Growth

Underground Power

Waste Fees

Recreation Fees and
Charges

Investment Income

Community Security

Lease Fees

Federal Assistance
Funding

Planning & Building
Application Fees

Assumption

4.7% per annum.
This is indicative only and will be reviewed annually
as part of the Annual Budget Process.

0.5% per annum

Future projects not factored in as there is no
certainty as to when they will occur and income is
offset directly by expenditure.

4.3% to 4.5% per annum.

Waste charges have been set to align with the cost
increases associated with running the service.

3.43% per annum.

Charges have been set to align with the cost
increases associated with running recreational
programmes.

4.25% per annum.

Except for the Land and Property Reserve, where
partial interest will remain within the Municipal fund
interest earned on Reserve Accounts will be
transferred to Reserves to maintain the real value
of the Reserve.

4.25% per annum.
The Security charge has been set to align with the
cost increases associated with running the service.

3.43% per annum.
This is aligned with estimated CPI.

1% per annum.

A nominal increase has been applied. The
General component will continue to be transferred
to the Land and Property Reserve.

6.85% per annum.

This assumption has been aligned with a
Construction Index to reflect estimated changes in
property valuations.

11



Operating Revenue
($ millions)
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Operating Expenditure Assumptions

Operating Expenditure, for the purpose of long term planning, is also categorised by the
nature of the expenditure and applied with an assumption. The following outlines
material expenditure streams and their associated assumptions:

Expenditure Assumption

Category
4% to 4.25% per annum.
The organisation undertakes an ‘Organisational
Salary Review’ on an annual basis. The
methodology for this review involves analysing the
Consumer Price Index for Perth, the overall labour
market, benchmarking against other Local
Government Authorities and State Government,
and assessment of capacity to pay (long term

Employee Costs viability). Therefore, the assumption used is
indicative only and will be adjusted accordingly in
time. Inclusive in this is an allowance for position
reclassifications and market allowances.

No allowance has been made for growth in
positions but an allowance has been made for the
change in occupational superannuation from 9% to
12% by 2019/20 — this % is set by legislation.

Materials and 3.43% per annum.
Contracts This is aligned with estimated CPI.
Waste Disposal 5.68% per annum.

4% to 6.5% per annum.
Utilities The assumption is higher in the earlier years due to
the current known increases in electricity charges.
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Operating Expenditure
($ millions)
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Reserve Assumptions
The City uses the concept of cash backed financial Reserves to:

= Save for a future purpose, contingency or to cash back employee entitlements;

» Fund the replacement of infrastructure or assets that are being consumed by the
current generation of ratepayers so as to not impose an undue financial burden
on future generations of ratepayers who have not had the benefit of that
consumption;

» Help smooth out the uneven nature of non-linear cyclical expenditures of both an
operational and capital nature; and

* To temporarily retain any surpluses or unspent funding that may arise from
various activities to be used to in future years.

The use of Reserves feature in the Long Term Financial Plan, the key assumptions are
as follows:

Reserve Purpose/Assumption
To be used to fund infrastructure asset
management projects including the construction,
maintenance and renewal of the City’s building,
road, path, kerbing, street furniture, park
Infrastructure Asset structures, playground, irrigation and drainage
Management Reserve | infrastructure.

The Reserve acts as a smoothing tool for capital

expenditure, with significant transfers to and from
Reserve.
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Reserve

Land and Property
Reserve

Public Open Space
Reserve

Plant Replacement
Reserve

Information
Technology Reserve

Borrowings

The City of Melville has a preferred position of remaining debt free (except for self
supporting loans) but is not adverse to borrowing. The City recognises that in order to
ensure intergenerational equity in funding the acquisition, renewal or construction of new

Purpose/Assumption
To be used to fund land and property purchases
within the City of Melville.

The Federal Assistance Grant (General) is
currently transferred to this Reserve annually.
Potential purchases are not shown as a transfer
from Reserve.

To be used to fund the purchase, development and
redevelopment of Public Open Space, Parks and
Reserves.

1% of Rate Revenue is currently transferred to this
Reserve annually.

To be used to fund the purchase of replacement
motor vehicles and plant, including waste collection
trucks.

This Reserve acts as a smoothing tool for the Fleet
Replacement Programme as the net cost of
purchases vs sales varies considerably from year
to year.

To be used to fund the acquisition and replacement
of computer software and information technology
hardware.

This Reserve acts as a smoothing tool for the
Information Technology Capital Programme.

assets, it may need to resort to the prudent use of loan borrowings.

borrowings have not been used as a financing mechanism in the Long Term Financial

Plan.

14



Scenario Modelling and Sensitivity Analysis

The Plan has been developed to reflect, to the best of the City’s knowledge, the long
term financial outlook and has not been designed to have either a pessimistic or
optimistic bias. However, the sensitivity to changes in a number of assumptions has
been modelled and the corresponding impact to Rate revenue has been calculated.

Investment income has been projected based on an average interest rate of 4.25%.
Changes to the interest rate will impact the amount of investment income funding
general municipal operations and the amount of funding generated on Reserve accounts
to maintain the real value. If the interest rate were to drop to 3.5%, this would require
the revenue generated through rates to increase by another 0.8% to fund the
approximate shortfall of $500,000.

To an extent, the City is reliant on grant funding from external bodies to maintain
operations. Federal Assistance Grant funding contributes approximately $2.5m and
road funding approximately $2m. Any decrease in funding would result in either
decreased service levels or a corresponding increase in Rate revenue to fund the
shortfall. For example, if the Federal Assistance road grant of $1m was to cease, the
revenue generated through rates would need to increase by another 1.8%. This would
ultimately result in a total rate in the dollar increase of 6.5%.

A similar situation would also exist should the Murdoch Activity Centre create additional
infrastructure maintenance and renewal liabilities for the City without corresponding
funding from the State Government. The predicted additional annualised whole of life
cost in excess of $1.1 million would require an additional 2% in rate revenue.
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Financial Statements

Statement of Comprehensive Income

The purpose of the Statement of Comprehensive Income is to identify the cost of goods
and services provided, and the extent to which costs are recovered from revenues over
the period.

Statement of Cash Flows
Cash flow information demonstrates the ability of an organisation to generate cash and
cash equivalents and the needs to utilise cash.

Rate Setting Statement
The Rate Setting Statement is a summary of all operating and capital sources of funds
and the application of those funds.

Statement of Financial Position
The Statement of Financial Position is the equivalent of a Balance Sheet and provides a
snapshot of the overall financial position.

Equity Statement
The Equity Statement reconciles the opening and closing balances of each class of
equity. It identifies how the operating result has impacted upon equity.

Capital Expenditure Projections
Capital expenditure is shown by class and by the asset management principles of
‘renewal’ and ‘new/upgrade’.
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Statement of Comprehensive Income — by Nature or Type
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Statement of Cash Flows
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Rate Setting Statement — by Nature or Type
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Statement of Financial Position
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Equity Statement
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Capital Expenditure Projections
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Ratios

Current Ratio (higher is better) - a measure of the City’s liquidity and its ability to meet
its short term financial obligations from unrestricted current assets.

13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22 22/23

1.50 1.52 1.38 1.53 1.40 1.66 1.86 2.09 1.96 1.85

* target 1

Operating Surplus Ratio — an indicator of the extent to which revenue raised not only
covers operational expenses, but also provides for capital funding.

13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22 22/23

7% 7% 8% 8% 8% 8% 8% 8% 8% 9%

* target between 0% - 15%

Rates Coverage Ratio (lower is better) — an indicator of the City’s ability to cover its
costs through its own tax revenue efforts.

13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22 22/23

49% 50% 49% 50% 50% 50% 51% 50% 51% 51%

* target greater than or equal to 40%

Debt Service Cover Ratio (lower is better) — an indicator of the City’'s ability to
generate sufficient cash to cover its debt payments.

13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22 22/23

42 47 56 65 74 75 83 81 165 176

* target greater than or equal to 2

Asset Sustainability Ratio — an indicator of the extent to which assets managed by the
City are being renewed or replaced as they reach the end of their useful lives.

13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22 22/23

129% 120% 137% 132% 132% 127% 120% 129% 128% 123%

* target between 90% - 100%

Asset Consumption Ratio — this ratio highlights the aged condition of the City’'s
physical assets.

13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22 22/23

69% 70% 71% 72% 73% 73% 74% 75% 76% 76%

* target between 50% - 75%

Asset Renewal Funding Ratio — indicates whether the local government has the
financial capacity to fund asset renewal at existing revenue and service levels.

13/14 14/15 15/16 16/17 17/18 18/19 19/20 20/21 21/22 22/23

100% 100% 100% 100% 100% 100% 100% 100% 100% 100%

* target between 95% - 105%
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Conclusion

The Long Term Financial Plan will be a key document driving future decision making and
will be an important reference when preparing future Annual Budgets. It is expected that
the 2013/14 Annual Budget will closely align with projections, with any variations to be
identified and analysed during the Budget preparation process.

The Plan, and underpinning financial model, will be reviewed annually at the completion
of the Annual Budget process each year. A formal review will be undertaken in
conjunction with the review of the Strategic Community Plan in 2015.

The assumptions contained within the Plan, and other methodologies followed in its
development, are all subject to refinement and continuous improvement.
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