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The Long Term Financial Plan (LTFP) is the key financial planning document of Council which is
governed by a series of financial strategies and accompanying performance indicators that Council
considers and adopts. It establishes the financial framework upon which sound financial decisions
are made.

Rate capping was introduced in 2016-17. At the present time, the rate cap is based solely on CPI,
and there are no longer term projections from the State Government as to what the rate cap may

be in future years. This makes Couffficuitt]l 6s fi nanci

For the purpose of this yearés LTFP, Counci l
has assumed the rate cap will be 2.5% for the years 2019-20 and 2020-21, and 2.0% thereafter
based on projections for CPI from the Department of Treasury and Finance. If the State
Government changes the structure of the rate cap, or CPI is different to what is projected,

S a

Council 6s future financial outcomes may be signif

Council has a legislative requirement to comply with the principles of sound financial management
as detailed in section 136 of the Local Government Act 1989, these are:

1 Prudently manage financial risks having regard to economic circumstances. These risks
include:-
0 The level of Council debt;
The management, maintenance and renewal of infrastructure assets;
The management of current and future liabilities;
Sustainable revenue streams;
Changes in the structure of rates and charges base;
The commercial or entrepreneurial activities of Council.

O O0OO0OO0Oo

1 Pursue spending and rating policies that are consistent and with a reasonable degree of
stability in the level of the rates burden.

1 Ensure that decisions made and actions taken have regard to their financial effects on
future generations.

9 Ensure full, accurate and timely disclosure of financial information relating to the Council.

A key component of sound financial management is the preparation of longer term financial
strategies, plans and budgets. Council has prepared forward budgets for the ten years from 2018-
19 to 2027-28 which includes a detailed ten year capital expenditure program.

The Long Term Financial Plan, including the financial strategies, do not have to be re-created each

year. They are reviewed annually and modifiedas Counci | 6s p While this cam il
be achieved with rate capping, it means assumptions will have to be made about the rate cap on a

year by year basis, and therefore assumptions will need to be made regarding revenue,

expenditure, and other funding strategies.

c hai



Yarra
Ranges
Council

Long Term Financial Plan 2018-19 to 2027-28

The 2018-19 to 2027-28 LTFP is intended to achieve the following objectives in the ten year time

frame:

1
1

=a =

=a =

Maintain core services, while retaining the capacity to respond to emerging service
demands. This is challenging for Yarra Ranges in the rate capping regime;

Maintain a strong cash position, ensuring Council remains financially sustainable in the long
term. Again, this will pose some challenges in the future years of the LTFP under rate
capping;

Achieve operating statement surpluses after adjustments for one-off (non-recurring) events;
Reduce debt percentage levels and debt dollar levels, in consideration with the
infrastructure strategy;

Maintain long term financial sustainability indicators within the target bands of the Local
Government Performance Reporting Framework, and the low-medium risk levels as defined

by the Victorian Audi t sustain@bdity iadicatdrsd s Of f i ce ( VAC
Maintain existing assets and replacement at a rate consistent with their consumption and

condition;

Addressing the funding gap for asset renewalas per Council 6s capital
strategy;

Address unexpected expenditure such as defined benefits superannuation unfunded

liabilities;

Actively manage staff numbers; and

Maintain a rate and fees structure which addresses the various objectives with
consideration to the level of rate burden.
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Meeting the rate cap has a significant i mpact on

the financial sustainability indicators. While Council is still financially sustainable, the middle to
later years of the plan reflect vulnerability in cash flow and liquidity, and unrestricted cash. These
will need to be carefully monitored over future years.

Council will continue to deliver an effective range of capital projects, and remains dedicated to
addressing its renewal gap. To balance the needs of the capital program, the renewal gap strategy
has been lengthened from 10 years to 15 years.

Council remains committed to its vision of creating a better future for Yarra Ranges, supported by a
high performing organisation providing great service to its communities.

There are a number of notable characteristics of Yarra Ranges that heavily influence the current
and future financial position. These factors include:

1 The geographic size of Yarra Ranges compared with other metropolitan municipalities, and
the consequential increase in unit cost for the delivery of many services and renewal of
assets.

1 The different demands and expectations of the urban and rural areas of the municipality
place additional pressure on funding to meet issues such as protecting the environment and
recognising the identity of diverse townships.

1 The relatively static population of the municipality compared with many other interface
Councils where high growth and development is being experienced.

1 A growing expectation from the community and other levels of Government that Council will
provide an increasing range of services at an increasing standard or quality.

Ageing infrastructure that requires significant maintenance and re-investment.

An ongoing emphasis by Council on providing environmental leadership to the Yarra Ranges
municipality by reducing or offsetting emissions and promoting environmental education
programs.

1 Increasing legislative obligations imposed by the State Government and the continued
erosion of the real value of specific purpose grants that do not keep pace with providing
services.

1 Capping of many user fees and charges by the State Government leaves Councils unable to
recover the true cost of delivering services.

An ageing population, placing increasing demand on direct care service provision.

Increasing costs of service delivery 1 particularly costs of fuel and utilities and renewal of
assets.

1 Rate capping introduced since 2016-17 may have an i mp ac t on Yarra
continue to deliver services at the same level and meet the infrastructure needs of our
community.

These factors set the scene for Yarra Ranges operating within an inherently restricted financial
context and with increasing demand for services and capital expenditure in a number of areas.

Range
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Council has been successful in keeping its rate increase in line with the rate cap announced by the
State Government under the Fair Go Rates System (FGRS) each year for the past two years and
for 2018-19, through driving cost efficiencies and reduction in expenditure.

An ongoing problem for Yarra Ranges is that our urban residents have a direct comparison of
rating levels with the adjoining municipalities of Knox and Maroondah where rates for similar
properties are | ower . Yarra Rangengeat theo whan/rura
interface presents a distinct contrast to our urban neighbours. This is highlighted by our unique
combination of conspiring factors including fire and emergency management, complex land use
planning, vegetation management, vast open space/bushland reserve management
responsibilities, extensive and dispersed rural infrastructure base and low levels of growth in
rateable properties limiting funding.

Rates per head of population is an increasingly more useful measure of local government rates as
the services provided by Yarra Ranges are predominantly human-based services, and Council is
not experiencing significant growth in its rateable assessments.

The rate capping framework pegs rates to CPI currently. The rising cost of delivering a large
number of council services is not reflected in the Consumer Price Index (which calculates price
movements for a series of common household goods and services such as food, petrol and utility
costs) due to the majority of Council spending being driven by labour, materials and construction
costs. The Local Government Cost Index calculated by the MAV in the past (using a combination
of construction, materials and wages indi cas
consistently shown that costs continue to rise faster than CPIl. Council hasto meet higher
expenses just to maintain its current position. This is what makes rate capping challenging when it
is pegged to CPI.

It should be noted that the Essential Services Commission has made a recommendation to factor
in the Wage Price Index (WPI) in the calculation of the rate cap and gradually lower the weighting
placed on the Wage Price Index (WPI) to completely phase out the WPI weighting and transition
the rate cap formula toward CPI by 2020-21.

Funding capital works programs and overcoming declining grants from other levels of government
is also now more difficult. Addingto Counci |l 6s cost pressures,
continue to link indexation of many grants to CPl as a maximum, despite this being a largely
irrelevant benchmarking tool for real cost movements.

The fiscal challenge for Council will be to continue to fund service delivery, capital expenditure and
renewal of assets, in addition to defined benefits superannuation funding shortfalls in the future
without relying on modest rate increases. Borrowings are still required to complete the capital
works program, and may be needed at a higher level in the future.

In distributing rates across the municipality, Council distinguishes between the different purposes
for which properties are used i commercial/industrial properties are rated at 150% of the
residential value, whereas farming properties are at 70% of the residential value. Since Yarra
Ranges has a higher than average proportion of farm assessments, and a lower than average

he
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proportion of residential assessments, residential properties have received a relatively higher share
of the rate burden than the outer metro council average. The higher than average cost per unit of
service delivery due to the various physical attributes of the municipality also exacerbates this.
However, to shift the share of rates from residential properties to farming properties would have a
minimal impact on residential properties but, a significant impact on the smaller proportion of
farming properties.

The Victorian Government has a reporting framework to ensure that all Councils are measuring

and reporting on their performance in a consistent way. The framework became mandatory from 1

July 2014. The framework is made up of 66 quantitative measures and 24 qualitative checklist

measures which build a comprehensive picture of Councilper f or mance. f@casesn ci | O ¢
on the Financial Performance Indicators (of which there are 11 quantitative measures) and the
Sustainability Indicators (of which there are 4 quantitative measures). The measures reflect an
acceptable target band, rather than low, medium, or high risk. In the graphs depicted below,

officers have reflected a green column if the indicator is within the target band, and an amber and

the red column if it is outside of the target band.

The Financial Performance Indicators provide relevant information about the effectiveness of our
financial management.

The Sustainability Indicators provide relevant information about whether we have the capacity to
meet the agreed service and infrastructure needs of our community and absorb foreseeable
changes and unexpected financial shocks into the future.

The performance reporting framework indicators as a whole do not provide an overall financial
sustainability result, however Council performance is, in the main, within the target levels. With
Council 6s raacbueting far V408% eo f C oreverue, thé change to meet the rate
cap of 2.25% has triggered a review of our LTFP strategies and objectives.

A

Council has also previously forecast its financial sustainability on the Victorian Auditor-Ge ner al 6 s
Office (VAGO) indicators, and will continue to do so, as they provide another level of financial
sustainability assurance.

The Financial Performance indicators from the framework are outlined below, with the ten year
outlook modelled in graph form, including a commentary on each measure.
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Financ

lal performance

3.1 Operating position

Definition Measures whether a council is able to generate an adjusted underlying surplus.

Objective Generate an adjusted underlying surplus

Indicator Adjusted underlying result

Rationale Indicator of the broad objective that an adjusted underlying surplus should be
generated in the ordinary course of business. A surplus or increasing surplus
suggests an improvement in the operating position.

Measure 1 Adjusted underlying surplus (or deficit )

(OPI)

Definition Defined as the underlying surplus (or deficit) as a percentage of adjusted
underlying revenue

Computation Adjusted underlying surplus (or deficit) /
Adjusted underlying revenue

Target Target band:
9 Operating result: > 0%

Adjusted underlying result
12%

10%

8% |

6%

4%

2%

0%

17-18 F 18-19B 19-20B 20-21B 21-22B 22-23B 23-24B 24-25B 25-26 B 26-27 B 27-28 B

Adjusted

underlying surplus (or deficit)

Analysis

C o u n aunderi§ilsg result increases in 2018-19 mainly as a result of the early
receipt of the 2017-18 Victorian Grants Commission funding in 2016-17 and Council
opting to capitalise the labour cost of the staff involved in the capital works delivery
from 2018-19 onwards. It then trends with a positive increase as a result of labour
cost capitalisation and the savings and efficiencies that have been implemented by
Council
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3.2 Liquidity

Definition Measures whether a council is able to generate sufficient cash to pay bills on time.
Objective Generate sufficient cash to pay bills on time

Indicator Working capital

Rationale Indicator of the broad objective that sufficient working capital is available to pay

bills as and when they fall due. High or increasing level of working capital suggests
an improvement in liquidity .

Measure 2 (LI)

Current assets compared to current liabilities

Definition Defined as current assets as a percentage of current liabilities
Computation Current assets/
Current liabilities
Target/s Target bands:
9 working capital: 1 - 4
Working capital
25
21
2.0 18
1.5
15
1.2 o2 12 1.2
: | 1 1.1
1.0
1.0 | 0.9 0.9
0.5 ‘
\ ‘ ]
0.0 : ‘
17-18 F 18-19B 19-20B 20-21B 21-22B 22-23B 23-24B 24-25B 25-26 B 26-27B 27-28B

Analysis

Council 6s working c¢am@mndtdps to 1.2 im r2@R26-21 chrodwtn
continues to go down further in the later years. The decrease
strategy from 3.9% to meeting the rate cap of 2.25% in 2018-19, 2.5% for the
next two years and 2% thereafter while maintaining spending levels of capital
works and providing same level of services are the main reasons for the downward
trend. This will need addressing in the short to medium term.
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Indicator

Unrestricted cash

Rationale

Indicator of the broad objective that sufficient cash which is free of restrictions is
available to pay bills as and when they fall due. High or increasing level of
unrestricted cash suggests an improvement in liquidity.

Measure 3 (L3)

Unrestricted cash compared to current liabilities

Definition Defined as unrestricted cash as a percentage of current liabilities
Computation Unrestricted cash/
Current liabilities
Target/s Target bands:
1 unrestricted cash: 10% - 300%
Unrestricted cash
120%
100%
80%
60%
40% 33:6%
28.6% 258y 27.4%
20%
0%
-20%
-40%
17-18 F 18-19B 19-20B 20-21 B 21-22B 22-23 B 23-24B 24-25B 25-26 B 26-27 B 27-28 B

Unrestricted cash compared to current liabilities

Analysis

This indicator flags that Council will need to keep a watch on its unrestricted cash
reserves, the main restricted cash item being trust funds, public open space reserve
and capital works carry forwards. From 2021-22, the result dips due to the depletion
of cash reserves as a result of lower rates generated and capital works delivery.
Unrestricted cash reserves are depleting to 27.4% in 2027-28 and Council will need
to address that to improve liquidity.
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3.3 Obligations

Definition

Measures whether the level of debt and other long term obligations is appropriate to

the size and nature .of the Council 6s ac
Objective Appropriate level of long term obligations
Indicator Loans and borrowings
Rationale Indicator of the broad objective that the level of interest bearing loans and

borrowings should be appropriate to th
or decreasing level of loans and borrowings suggests animprovement in the capacity
to meet long term obligations .

Measure 4 (02)

Loans and borrowings compared to rates

Definition Defined as interest bearing loans and borrowings as a percentage of rate revenue
Computation Interest bearing loans and borrowings /
Rate revenue
Target/s Target bands:
i indebtedness: 0% - 70%
Interest bearing loans and borrowings to rate revenue
45%

40%

35%

30%

25% |-

20%

15%

10%

5%

0%

17-18 F 18-19B 19-20B 20-21B 21-22B 22-23B 23-24 B 24-25B 25-26 B 26-27B 27-28B

EEEN

Loans and borrowings compared to rates

Analysis

Borrowings continue to form an i mp tomeea
its capital works funding needs, and are well within the target band for this measure.




Long Term Financial Plan 2018-19 to 2027-28

Measure 5 (O3)

Loans and borrowings repayments compared to rates

Definition Defined as interest and principal repayments on interest bearing loans and
borrowings as a percentage of rate revenue.

Computation Interest and principal repayments on interest bearing loans and borrowings /
Rate revenue

Target/s Target bands:
1 debt commitments: 0% - 5%

Interest and principal repayments to rate revenue
10%

8%

6%

4%

2%

0%

17-18 F 18-19B 19-20B 20-21B 21-22B 22-23B 23-24 B 24-25B 25-26 B 26-27 B 27-28B

Loans and borrowings repayments compared to rates

Analysis

The LGPRF has a very conservative target range of 5%or less for this ratio. This is
difficult in a rate capping environmen
reduced. Previous guidance from the Department of Treasury and Finance suggests
less than 5% for interest payments only, whereas the LGV target includes principal as
well as interest.

10



Long Term Financial Plan 2018-19 to 2027-28

Indicator Indebtedness
Rationale Indicator of the broad objective that the level of long term liabilities should be
appropriate to the size and nature of
level of long term liabilities suggests an improvement in the capacity to meet
long term obligations.
Measure 6 (O4) Non-currentliabilities compared to own source revenue
Definition Defined as non-current liabilities as a percentage of own source revenue
Computation Non-current liabilities /
Own source revenue
Target/s Target bands:
1 long term obligations: 2% - 40%
Indebtedness
40%
35%
30%
25%
20% 171% B T 2 B : 18.1%
15% 0 14.0%
10%
5%
0%
17-18 F 18-19B 19-20B 20-21B 21-22B 22-23B 23-24B 24-25B 25-26 B 26-27B 27-28B

Non -current liabilities compared to own source revenue

Analysis

Similar to the total loans and borrowings to rate revenue graph detailed earlier,

Council is well within the target range of 40% for this indicator.

11
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Indicator

Asset renewal

Rationale

Indicator of the broad objective that assets should be renewed as planned. High
or increasing level of planned asset renewal being met suggests an improvement
in the capacity to meet long term obligations .

Measure 7 (0O1)

Asset renewal compared to depreciation

Definition Defined as asset renewal expenses as a percentageof depreciation
Computation Asset renewal expenses /
Asset depreciation
Target/s Target bands:
1 assetrenewal: 40% - 130%
Asset renewal
175%
150%
125%
100%
75%
50%
25%
0%

Asset renewal compared to depreciation

Analysis

Council 6s renewal rati o cont i nue sourtreoewal ¢
gap. Council aims to closeits renewal gapin15years. Counci | 6s r ene
constantly being refined and updated. The renewal funding strategy has been
revisited, to stretch the renewal funding out by five years, in order to deliver high
priority infrastructure projects currently required in the ten year window of the LTFP.

12
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3.4 Stability

Definition Measures whether a council is able to generate revenue from a range of sources
Objective Generate revenue from a range of sources

Indicator Rates concentration

Rationale Indicator of the broad objective that revenue should be generated from a range of

sources. High or increasing range of revenue sources suggests an improvement in
stability.

Measure 8 (S1)

Rates compared to  adjusted underlying revenue

Definition Defined as rate revenue as a percentage of adjusted underlying revenue
Computation Rate revenue/
Adjusted underlying revenue
Target/s Target bands:
i rates concentration: 30% - 80%
Rates concentration
100%
75% |
50%
25%
0%
17-18 F 18-19B 19-20B 20-21 B 21-22B 22-23B 23-24 B 24-25B 25-26 B 26-27 B 27-28 B

Rates compared to adjusted underlying revenue

Analysis

Whiles t i | | within the target band for th
ever-increasing. Other sources of revenue are being sought (eg surplus asset
rationalisation) and cost and efficiencies savings are being implemented, however to
maintain services and deliver a robust capital program and renew our assets, the
reliance on rate revenue continues to increase. This is very challenging in a rate
capping environment.

13
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Indicator

Rates effort

Rationale

Indicator of the broad objective that the rating level should be set based on the
communityob6s capacity to pay. Low or dec¢
improvement in the rating burden .

Measure 9 (S2)

Rates compared to property values

Definition Defined as rate revenue as a percentage of the capital improved value of rateable
properties in the municipality

Computation Rate revenue/
Capital improved value of rateable properties in the municipality

Target/s Target bands:

1 rates effort: 0. 15% - 0.75%

0.5%

0.4%

0.3% |

0.2%

0.1%

0.0%

Rates effort

Rates compared to property values

Analysis

Council remains in the target band for this ratio, however, it increases consistently
over 10 years. This is because rates increase for the future years have been capped
at 2.25% in 2018-19, 2.5% for the next two years and 2% thereafter. A conservative
1% annual increase in CIV of properties has been assumed over the ten year plan.
This indicator will be monitored for the outer y e a resulss.

14
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3.5 Efficiency

Definition Measures whether a council is using resources efficiently
Objective Use resources efficiently
Indicator Expenditure level
Rationale Indicator of the broad objective that resources should be used efficiently in the
delivery of services. Low or decreasing level of expenditure suggests an improvement
in organisational efficiency.
Measure 10 Expenses per property assessment
(E2)
Definition Defined as total expenses per property assessment
Computation Total expenses/
Number of property assessments
Targets Target bands:
1 expenditure level: $2,000 - $5,000
Expenditure efficiency
$3,500
$3,000
$2,500 i
$2,000 l
$1,500 l
$1,000 l
$500 I
$0

Expenses per property assessment

Analysis

Council is within the target band; however, the LGPRF indicates that a decreasing
trend indicates operational efficiency. Unless Council decreases its services, it is
unlikely this measure will decrease. Being a service delivery organisation, Council
will always have significant operating expenses because labour is our main expense.
Council is making a concerted effort to hold expenditure as low as reasonably
possible and make savings where it can.

15
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Indicator Revenue level

Rationale Indicator of the broad objective that resources should be used efficiently in the
delivery of services. Low or decreasing level of rates suggests an improvement in
organisational efficiency.

Measure 11 Average residential rate per residential property assessment

(E1)

Definition Defined as residential rate revenue per residential property assessment

Computation Residential rate revenue /
Number of residential property assessments

Targets Target bands:
1 rates level: $700 - $2,000

Rates level
$2,500

$2,000

$1,000

$500

$0

17-18 F 18-19B 19-20B 20-21 B 21-22 B 22-23B 23-24B 24-25B 25-26 B 26-27B 27-28 B

Average residential rate per residential property assessment

Analysis

Council is within the target band, however, LGPRF indicate that a decreasing trend
indicates an improvement in the rating burden. Regardless of property assessments,
Council still has the same services to provide and the same infrastructure to deliver in
addition to addressing the renewal gap.

16
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Indicator Workforce turnover

Rationale Indicator of the broad objective that resources should be used efficiently in the
delivery of services. Low or decreasing level of workforce turnover suggests an
improvement in organisational efficiency.

Measure 12

(E3)

Definition Defined as the number of permanent staff resignations and terminations as a
percentage of the average number of permanent staff

Computation Number of permanent staff resignations and terminations /
Average number of permanent staff for the financial year

Targets Target bands:
1 staff turnover: 5% - 20%

Note Council will not be projecting the resignations and terminations compared to average

staff due to the unknown nature of these denominators.

17
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Sustainable capacity

Capacity

Definition Measures whether the council is able to meet the agreed service needs of the
community

Objective Meet the agreed service needs of the community

Indicator Own source revenue

Rationale Indicator of the broad objective that revenue should be generated from a range of

sources in order to fund the delivery of Council services to the community. High or
increasing level of own source revenue suggests an improvement in capacity.

Measure 1 (C4)

Own source revenue per head of municipal population

Definition Defined as own source revenue per head of municipal population
Computation Own source revenue /
Municipal population
Targets $700 - $2,000
Own source revenue per head of municipal population
$1,400
$1,200
$1,000 -
$800
$600
$400
$200
$0
17-18 F 18-19B 19-20B 20-21 B 21-22B 22-23 B 23-24B 24-25B 25-26 B 26-27 B 27-28 B

Own source revenue per head of municipal

population

Analysis

Council 6s own source revenue is trendi:r
the majority of this revenue is rate revenue , which is subject to uncertainty due to
the rate capping framework.

18
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Indicator Recurrent grants

Rationale Indicator of the broad objective that revenue should be generated from a range of
sources in order to fund the delivery of Council services to the community. High or
increasing level of recurrent grant revenue suggests an improvement in capacity.

Measure 2 (C5) Recurrent grants per head of municipal population

Definition Defined as recurrent grants per head of municipal population

Computation Recurrent grants /
Municipal population

Targets $100 - $2,000

Recurrent grants per head of municipal population

$250

$200

$150

$100

$50

$0

17-18 F 18-19B 19-20B 20-21B 21-22B 22-23B 23-24B 24-25B 25-26 B 26-27B 27-28 B

Recurrent grants per head of municipal population

Analysis The trend wupwards in | ater years is
recurrent grants slowly incrementing.
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Yarra
Ranges
Council

Long Term Financial Plan 2018-19 to 2027-28

Indicator

Population

Rationale

Indicator of the broad objective that population is a key driverofa Counci | 6s
fund the delivery of services to the community. High or increasing level of population
(size, density) suggests an improvement in capacity.

Measure 3 (C1)

Expenses per head of municipal population

Definition Defined as total expenses per head of municipal population
Computation Total expenses/
Municipal population
Targets $800 - $4,000
Total expenses per head of municipal population
$1,500
$1,250
$1,000 ||
$750
$500
$250
$0

Expenses per head of municipal population

Analysis

Again, Council ds expenses wil/l cont i gan
head of municipal population6compared to the @&xpenses per property assessmend
This measure is much more reflective

expenditure.
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Ranges

Counci Long Term Financial Plan 2018-19 to 2027-28

Measure 4
Definition Defined as the value of infrastructure per head of municipal population
Computation Value of infrastructure / Municipal population
Targets $3,000 to $4,000
Value of Infrastructure per head of municipal population
$7,000
5,907 '
$6,000 $5.532 $5,706 %,
$5,362 ’
$5,188 ’
$4,919
$5,000 $4,691
$4,410
$4,000
$3,000
$2,000
$1,000
$0
17-18 F 18-19B 19-20B 20-21 B 21-22B 22-23B 23-24B 24-25B 25-26 B 26-27 B 27-28 B

Note As Counci |l 6s r ob emtinuesta ppeifunded, thip is cefiectedrn this
measure with the increasing trend.

Measure 5 (C3)

Definition Defined as municipal population per kilometre of local road

Computation Municipal population /
Kilometres of local roads

Targets 1.00 to 300.00 people

Notes Council will not be projecting the population density per length of road due to the
dard to project dnature of this measure.
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