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1.

EXECUTIVE SUMMARY

The City of Bayswater Long-Term Financial Plan (LTFP) is a rolling ten year planning
document for setting priorities based on resourcing capacity. The LTFP is an integral part
of the Integrated Planning and Reporting Framework and is updated annually in line with
changes in the social, economic, environmental and governance climate and then informs
the Corporate Business Plan and Annual Budget which in turn activates the Strategic
Community Plan.
The LTFP contains a set of long-range financial projections and statements based on
assumptions around the forecast timing of significant expenditure for capital and
operational requirements and the expected funding sources. The LTFP is intended to be a
guide only and final approval of specific projects or proposals is subject to the annual
budget process.
Key to ensuring the City's financial sustainability is:





Effective cash flow
Maintaining a debt free position
Diversification of revenue streams
Maintaining affordable rate levels to address current and future infrastructure
funding through reserve funding
 Ongoing internal reviews to focus on service improvements and efficiency gains
The Long-Term Financial Plan 2017-18 to 2026-27 is aligned to the Workforce Plan,
Strategic Community Plan and the Corporate Business Plan, which collectively make up
the Integrated Planning and Reporting Framework 2017-27.

2.

INTRODUCTION

Long-term financial planning is one element of the Integrated Planning and Reporting
Framework which has been imposed on the sector. It is primarily intended to inform the
setting of short, medium and long-term priorities using a set of assumptions about
resourcing capacity, including future revenue. The LTFP is a ten-year rolling projection
that is informed by the asset management plans and the Workforce Plan and, in turn,
informs the Corporate Business Plan, which activates the priorities set out in the Strategic
Community Plan through the annual budget process.
Whilst the introduction of the IPRF has been imposed through legislation, the Council has
the ability to add to this framework to provide a more robust and effective long term
planning outcome aligned to the aspirations of the community.
The LTFP provides early identification of financial issues and their longer-term impacts,
shows the linkages between specific plans and strategies, and enhances the transparency
and accountability of Council to the community.
It is important to recognise that the LTFP is more than simply a planning tool. It is based
on a set of assumptions that may need to be tested from time to time using the information
known at the time to ensure the ongoing sustainability of the organisation and the
community.
It is not intended to be a binding commitment to raise any of the funds identified; undertake
any of the expenditure identified, or provide authorisation for any of the projects
considered, but is intended to provide a robust framework to assist in decision making.
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2.1

Long-Term Financial Plan (LTFP) Objectives

The City's LTFP for the period 2017-18 to 2026-27 is intended to provide guidance for:


Maintaining an acceptable range and level of services, while providing capacity to grow
and add new services;



maintaining strong cash reserves;



informing discussions on the viability and financial implications of major future
proposals and projects;



articulating the requirements for pursuing grant funding for strategic capital funds from
the State and Federal Governments;



setting out scenarios for equitable and financially-realistic rate setting;



providing transparency to the community on the long-range sustainability of the City's
finances;



identifying the significant opportunities and challenges being considered by Council;



achieving a balanced budget over the long term; and



meeting the reporting requirements of the Department of Local Government, Sport and
Cultural Industries.

2.2

Regular Review of the LTFP

The LTFP is subject to regular review and updating during the preparation of the annual
budget. This will ensure its ongoing relevancy and effectiveness as a tool for managing
the City's financial affairs.

2.3

City Profile

The City of Bayswater is strategically located approximately eight kilometres from Perth's
CBD and represents a vibrant, multicultural community of around 70,000 residents and
over 2,000 businesses.
As a local government, the City prides itself on the quality of customer service that we
provide, our willingness to innovate and our ability to deliver cost-effective programs and
initiatives that contribute to the quality of life of all who live, work and play within our city.
The City of Bayswater places great emphasis on the quality of the built and natural
environments. The quality of our streetscapes, myriad green vistas and over 160 parks
and reserves contribute to supporting the City's Garden City ethos. We have stewardship
of over ten kilometres of Swan River foreshore, which represents a great leisure and
recreational resource for our community and visitors alike. The City’s foreshore includes
the pristine Riverside Gardens – home to regionally significant events such as the Autumn
River Festival and Avon Descent finish line – and the revitalised Eric Singleton Bird
Sanctuary nature reserve.
Our strategic location and great transport links to Perth’s CBD, Perth International Airport
and beyond, make the City a great location in which local businesses can thrive and grow.
That location and its excellent transport networks have attracted significant developments,
including the Galleria Shopping Centre in Morley. Galleria is one of the State’s largest
retail destinations serving a main trade population in excess of 250,000 potential shoppers
supported by other exciting retail and tourism developments. Galleria's confidence in its
future is evidenced by attaining approval to expand its floor area from 73,365m2 to
179,415m2, (and 260,000m2 beyond 2031).
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Facts and figures
Population (ABS 2011 Census)

62,646

Families (ABS 2011 Census)

16,663

Born in Australia

55.8%

Born overseas

38.5%

Electors/Citizens

49,477

Residential premises

28,360

Commercial premises

1,657

Total area

34.6km

Parks and reserves

181

Swan River foreshore

10.2

Roads (Feb 2017)

390.7km

Footpaths (Feb 2017)

3.

2

321km

KEY PLANNING ASSUMPTIONS

The LTFP is based on a series of assumptions, and any changes made to these
assumptions will influence the results. The base point for the modeling is the 2016-17
Budget.
The assumptions include:


a balanced budget in each year of the Plan;




annual operating surpluses in each year;
services being maintained at current levels;



no significant changes to the subsidisation of existing services from Municipal Funds,
where applicable;




materials and contracts increasing by CPI, other than utility charges which are
anticipated to be above CPI;
rate increases being as low as possible each year;



natural growth in properties being 1% per year;



the community population increasing by 0.75% per year;



commercial lease income increasing by CPI each year;



the City's debt-free policy being maintained; and



resumption of indexing for the Financial Assistance Grants..

3.1

Revenue Forecasts

The revenue forecasts are based on the following sources:


Rates and other revenue;



Government Grants and Subsidies;



Fees and Charges; and



Interest on Municipal Funds and Reserves.
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3.1.1 Rates Levies
The major component of the City's income is provided through levying of rates. The
challenge for all local governments is in maintaining a fair balance between the impost on
properties throughout the community (the capacity to pay) and the costs of maintaining an
acceptable level of services, maintenance of assets and infrastructure and funding of new
projects (the capacity to fund). The amount that is required to be raised is determined
after considering the expenditure requirements and other funding sources.
Section 6.32 of the Local Government Act 1995 requires local governments to impose a
general rate, either uniformly or differentially, as well as imposing a minimum payment
amount. Currently the City imposes a uniform rate in the dollar across all rateable land
within the district.
Rates revenue has been calculated using the 2016-17 Budget as the base year with a
4.9% increase for 2017-18 to fund several new projects and programs, and 3.5%
thereafter. As land located within the district is predominantly residential improved with no
large scale green-field subdivisions, natural growth in properties is forecast at 0.75% per
year.

3.1.2 Government Grants and Subsidies
The LTFP includes all normally expected Federal and State Government grants such as
Roads Grants, Financial Assistance Grants and public open space (POS) funding. It also
provides for future grant funding where indicated in proposed specific capital works.
Indexation of the Financial Assistance Grants has been factored in, as confirmed in the
latest Commonwealth Government's budget advice.
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3.1.3 Fees and Charges
Sanitation Charges
Under the provisions of the Waste Avoidance and Resource Recovery Act 2007, the City
levies a sanitation charge per waste receptacle which must be based on the cost recovery
principle. An increase of CPI plus 3% per year has been forecast. The guiding principle is
that sanitation charges are based on cost recovery and the subject charges may need to
be varied due to increases in the landfill levy or a move to more sustainable waste
treatment practices in the future.
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Other Fees and Charges
This includes all other fees, charges, infringements and penalties other than sanitation
charges. An increase per year of CPI has been forecast.

3.1.4 Interest on Municipal Funds and Reserves
The Local Government Act 1995, Trustees Act 1962, Local Government (Financial
Management) Regulations 1996 and the Australian Accounting Standards provide the
framework for the City's Investment Policy.
This ensures:


a high level of security is maintained through diversification and recognised risk
assessment criteria;




access to funds for routine operational requirements; and
investments achieve a predetermined market average rate of return.

A conservative approach is taken in forecasting investment interest rates and the forecast
is for a return ranging from 2.60% to 2.85%.

3.2

Operational Expenditure Forecasts

3.2.1 Program and Services Expenditure
This includes all operating expenses. Such expenses include labour, materials and
contracts, energy charges, insurance expenses, loss on disposals and other operating
expenses.
6
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The program and services expenditure (community, environment, regulatory and
organisation support) forecast is based on:


existing service levels being maintained;



no significant changes to the level of subsidisation that existing services receive
from municipal funds;




all costs, including material and contracts, to increase by 3% per year; and
recent announcements by the State Government that energy prices will be set at
around 7% and may go higher in future years to close the gap between retail prices
and the actual costs of production.

Program and services expenditure can be categorised into the following types based on
the nature of Council business:
Statutory - Expenditure relates to service provision that is imposed by legislative
requirements.
Discretionary - Expenditure relates to service provision that is optional and is not imposed
by legislative requirements.
Asset Maintenance - Expenditure relates to maintaining Council's existing assets and
infrastructure.
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Depreciation
This is included for balancing and information purposes but as it is a non-cash item there is
no impact on the net cash calculations.

KEY PERFORMANCE INDICATORS AND FINANCIAL RATIOS
Financial ratios are designed to indicate an organisation's financial management
performance and form a good starting point from which the City can readily ascertain its
financial health and financial sustainability.
Whilst ratios are a useful guide, there is no one indicator or financial year that can be used
to judge the financial sustainability of the City. Each ratio should not be considered in
isolation.

Operating Surplus Ratio
Description
The operating surplus ratio is the indicator of the extent to which revenues raised cover
operational expenses and the extent to which surpluses are generated to fund capital
projects.
Objective
To highlight the revenue requirements for maintaining a positive operating surplus.
Ratio Target
Between 0% and 15%.
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Rationale
A positive ratio indicates the percentage of total rates to help fund proposed capital
expenditure.
A negative ratio indicates the percentage increase in total rates that would be required to
achieve a breakeven result.
Factors Influencing the Indicator
The most significant factor influencing this ratio is the current economic climate and the
community's ability to pay increased rates.

Own Source Revenue Coverage Ratio
Description
Own source operating revenue divided by operating expenses.

Objective
To measure the City's ability to cover its costs through its own revenue efforts.

Ratio target
Advanced standard if ratio is greater than 90%.
Basic standard if between 40% and 60%.
Rationale
This ratio measures the degree of reliance on external funding sources (e.g. grants and
contributions). It measures fiscal flexibility and robustness. Financial flexibility increases
as the level of own source revenue increases.

Factors Influencing the Indicator
Local governments with a higher proportion of revenue from rates can also effectively
operate at higher debt service ratios as they are more able to generate revenue via rates
increases to cope with the debt burden.
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Asset Sustainability Ratio
Description
Capital expenditure on renewal and replacement of assets as a percentage of
depreciation.
Objective
To manage the extent to which assets are being replaced in comparison to the rate at
which they are wearing out.
Ratio target
Between 90% and 100%.
Rationale
It is good practice for capital expenditure for existing assets to be renewed or replaced to a
level at least equal to average depreciation over time to ensure the value of existing
physical assets is maintained. Failing to maintain assets in a timely way may, in the long
term, undermine the City's financial sustainability due to the accumulating costs of
deferment. The Asset Management Plans for critical assets play a crucial part in ensuring
that Council and the community are aware of the status of these assets and the work
required to maintain them.
Factors Influencing the Indicator
The City's current operating surplus/deficit position and its ability to have the necessary
resources to maintain its assets.
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Asset Consumption Ratio
Description
The written-down value of the City's depreciable assets as a percentage of the current
replacement cost of depreciable assets.
Objective
To highlight the aged condition of physical assets.
Ratio target
Between 50% and 75%.
Rationale
If the City had a low asset consumption ratio it would indicate that, on average, its overall
asset stock was relatively aged and had not been maintained.
A high ratio would signal that its overall asset stock was in relatively good condition and
that it was being maintained.
Particular attention must be paid to the replacement and renewal modelling in the Asset
Management Plans to ensure that the City maintains its assets at the required service
levels.

Asset Renewal Funding Ratio
Description
Net present value of planned capital expenditure (from the LTFP) over ten years as a
percentage of the net present value of the required capital expenditure (from the Asset
Management Plans) over the same period. Net present value is the value of the dollar
today compared with the value of the same dollar in the future.
Objective
To measure the extent to which assets are being renewed compared to depreciation. This
indicates whether the local government has the financial capacity to fund asset renewal as
required, and can continue to provide existing levels of service in future.
Ratio target
Advanced if between 95% and 105%.
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SENSITIVITY ANALYSIS AND FINANCIAL MODELLING
The LTFP considered a number of scenarios that were based on assumptions about
potential movements in revenues and expenditures, ongoing external funding sources,
interest rates and the expected level of services. Some of these assumptions will have
relatively minor effect on the validity of the scenario modelling if they are incorrect. Others
can have a major effect, and it is therefore important that the assumptions are based on all
information available at the time.
The base line scenario is 'business as usual' and the intention of the scenario modelling is
to determine the upper range of revenue conditions and capacity requirements within
which the City can be reasonably predicted to be able to be financially sustainable over the
long term. The modelling considers whether rate increases are sustainable, and whether
there are likely to be increases above CPI, particularly for wages and salaries, and utilities.
The 'business as usual' base line was based on modest local population growth, no
significant changes in service levels and a modest rate increase to provide sufficient
funding for new project priorities, as well as meeting the asset preservation requirements
suggested in the City's Asset Management Plans and providing some surplus for
transferring into reserves in future yearss. This 'business as usual' scenario prioritises the
asset preservation requirements, but has limited capacity for discretionary projects.
The following alternative scenarios were considered:



various rate increases to identify the capacity to fund e discretionary projects and
transfer surpluses to reserves;
introducing a small service fee to fund the security watch service, similar to other local
governments such as the City of Melville and the City of Canning;



introducing differential or special area rating in future years;



reducing service delivery and non-essential programs.

The financial ratios informed each of the scenarios to find the best balance between the
community's capacity to pay for services and programs, and the City's capacity to preserve
assets, accumulate reserves for future requirements and fund new community projects.
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RISK ASSESSMENT
The major risks associated with long-term financial planning relate to:
New Capital Works Program
Delays in approvals for major capital works projects may occur if the viability of the project
relies on land acquisition which may be affected by movements in land prices and funding
of the projects.
A number of new building refurbishment and redevelopment projects are included each
year in the LTFP. All of these are proposed to be constructed on land owned by the City.
The developments will not require external approvals and are being funded through grants
or municipal funds. The risk associated with construction of major capital projects is
therefore considered low.
Government Grants and Subsidies
Much of the City's operating and capital works expenditure funding is sourced from
government.
Services and capital works such as the home and community care program, road renewal,
upgrading recreational facilities and equipment, and development and renewal of our
sustainable environment are provided to the community through the assistance of
government grants.
The LTFP details the grant funding required to provide such services and capital works
programs and is based on the assumption the grant funding will continue for the life of the
plan.
In the short term, the risk of failure to obtain government grant funding to deliver these
services and programs is considered low.
Financial Risks
The City’s activities expose it to a variety of financial risks including credit risk, liquidity risk
and interest rate risk. Financial risk management focuses on the unpredictability of
financial markets and seeks to minimise potential adverse effects on the financial
performance of the City.
Cash and Investments
The objective is to maximise its return on cash and investments whilst maintaining an
adequate level of liquidity and preserving capital. Cash and investments are subject to
interest rate risk, which is the risk at which movements in interest rates could affect
returns. To manage the investment and interest risks, the City has a robust investment
policy and regularly reviews the performance of the portfolio.
Receivables
Major receivables comprise annual rates, service charges and user charges and fees. The
major risk associated with these receivables is credit risk, which is the risk that the debts
may not be repaid. The City manages this risk by monitoring outstanding debt and
employing debt recovery policies.
Accounts Payables and Borrowings
Payables and borrowings are both subject to liquidity risk, which is the risk that the City will
have insufficient funds to meet payment obligations as and when they fall due. The City
manages this risk by monitoring its cash flow requirements and liquidity levels and
maintaining an adequate cash safeguard.
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LONG-TERM FINANCIAL PLAN
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7.1

Rate Setting Statement
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7.2

Cash Reserves
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8. CONCLUSION
The LTFP estimates financial data for the next 10-year time frame of 2017-18 to 2026-27.
Within the LTFP the major objectives have been to:








provide a platform to deliver the desired infrastructure and services as expressed in the
Strategic Community and Corporate Business Plans 2018-27;
provide a transparent account of the City's financial situation to the community;
provide a framework to balance Council’s future financial position;
analyse the cumulative financial effects of Council’s strategic key directions;
identify the financial opportunities and challenges confronting Council;
provide a basis for sound and strategic decision-making; and
meet the requirements of the Department of Local Government and Community’s (DLGC)
Integrated Planning framework.

The LTFP has indicated that:







the income source from the projected annual rate increase is essential in maintaining fiscal
stability;
the City's Key Performance Ratios remain stable, especially with respect to the Operating
Balance Ratio, Debt Service Ratio, however the Asset Renewal Ratio still remains moderately
low and while it is below the desired ratio of 1.0 it is still within the acceptable range.
progression of future major capital works outside those already included in the LTFP are
predicated on the basis they will have an income stream to repay any borrowings required to
finance both the capital component of the project and also any additional date-to-day running
cost implications; and
consideration of project proposals or additional services requires an understanding of life cycle
cost implications to maintain a position of sound sustainability.

The Scenarios modelled within the LTFP are an important part of Council’s overall future financial
plans and with sound financial management, the City will continue to operate towards a sound and
financially sustainable future.
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