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City of Busselton

DEBT STRUCTURE REVIEW
Scope of Works
This report has been commissioned by the City to review and report on the Council’s current
borrowings strategy, and if necessary any alternative borrowing strategies to be considered.
This is to include, but not be limited to:
Any applicable industry best practice strategies in relation to borrowings,
Any benchmarks that the Council could aspire to achieve in relation to borrowings,
Whether the value of borrowings, and more particularly principal and interest repayments,
should be tied to any specific indicators (e.g. debt service coverage ratio, percentage of
projected annual rates revenue etc.),
The additional borrowing capacity available via additional rate increases in selected years,
and
The accumulation of reserve funds and whether these funds, or existing reserve funds,
could potentially be utilised to fund capital projects (e.g. long service leave reserve etc.)

Process
A preliminary meeting was held with the Chief Executive Officer and the Manager, Finance &
Information Technology, to further discuss the intent and context of the review.
Meetings may be required (possibly on site) with relevant Finance staff to review those components
of the draft long term financial plan (LTFP) considered integral to the compilation of the review and
subsequent report.
At the culmination of the review, a presentation to the Council’s Finance Committee, and possibly
the full Council (preferably as part of a LTFP workshop) may also be requested.
Current Borrowing Philosophy
In 2011 the Council determined that its debt-free status was no longer a priority and amended its
Loans Policy (Reference No. – 048).
“As part of its strategic planning processes, the Council will consider how significant projects are
to be funded. Possible funding sources may include the utilisation of savings (i.e. reserves), specific
rating methodologies, or loan facilities.
The use of loan facilities may be an appropriate, or even a preferred option, in respect of specific
capital projects. However, in order to ensure that financial prudence is demonstrated when
deliberating the utilisation of loan facilities in preference to other funding options, consideration of
the guidelines as detailed in this policy must form part of any associated decision making process.”
“The following guidelines are to be considered as part of any proposal to utilise loan facilities:
 Loans are not to be utilised to fund operating expenditure.
 Loans are not to be utilised to fund capital expenditure of a recurrent nature (e.g. road
resurfacing and associated works, programmed building refurbishment programs, plant
replacement).
 A demonstrable economic benefit must be evident to support the use of loan facilities, as
opposed to saving for the asset acquisition, construction or renewal.
 Priority for loan funding will be given to projects that will generate revenue to offset associated
loan repayments.
 The term of any loan facility is not to exceed the economic life of the asset.
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The repayment method for any loan facility will be via principal and interest repayments. Interest
only payments or capitalisation will only be considered where a financial benefit can be
demonstrated; and the nature of the asset being funded is consistent with this methodology.
All loan facilities will be denominated in Australian Dollars.
In considering the utilisation of loan facilities, the capacity to repay must be assessed, with
regard given to associated financial (debt) ratios. The resultant debt service ratio is not to
exceed 10%, and concomitantly, the gross debt to revenue ratio is not to exceed 60%. The
calculation of these ratios is to include exposure to self-supporting loan facilities.”
City of Busselton Loans Policy (No. 048) 14 September 2011

Positive conditions include –
 No operating outlays,
 Term not to exceed economic life,
 Inclusion of performance indicator restriction.
Clarification or restriction to be reviewed –
 Utilised for capital expenditure of a recurrent nature – there could be future Federal or State
programs where matching funding could be provided for infrastructure upgrades/renewal.
In this circumstance the policy would exclude the benefits accruing to the City. In addition
the City may find some building refurbishment outlays are material and by their long term
nature worthy of debt financing.
 Demonstration of economic benefit – consideration could be given to a business case that
could also support a social or community benefit.
 Repayment method – consideration could be given to other debt structures including
interest only loans and the use of sinking funds.
 Performance indicators – consideration could be given to a number of indicators that
provide the parameters for borrowings.

Current Debt Structure
The City has $6.9 million in long term debt (30 June 2014) with additional loan raising of $24.83
million in the 2014/15 budget and projected $19.0 million in the long term financial plan.
Table 1 Current Debt Structure
Debt Transactions
New loans
Advances to Community
Repayments
Principal repayments
Interest Expense
Debt service repayments
Principal from SSL
Interest expense on SSL
Liability
Long Term Borrowings
Community loans
Net of Community loans

2009/2010

2010/2011

2011/2012

2012/2013

2013/2014

$

$

$

$

$

3,725,000
(100,000)
(542,444)
(153,904)
(696,348)
178,667
(63,447)
5,559,163
898,392
4,660,771

169,000
0

100,000
(25,000)

533,206
0

(721,192)
(326,265)
(1,047,457)
166,846
(58,264)

(810,584)
(289,461)
(1,100,045)
222,096
(55,601)

(950,006)
(248,768)
(1,198,774)
331,470
(48,650)

5,006,972
900,546
4,106,426

4,296,388
778,450
3,517,938

3,879,588
446,980
3,432,608

3,750,000
0
(752,231)
(238,817)
(991,048)
87,924
(24,600)
6,877,357
359,056
6,518,301
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Table 2 Debt Performance Indicators
2009/2010

2010/2011

2011/2012

2012/2013

2013/2014

Local Government (Financial Management) Regulations 1996 Regulation 50
Debt Service Coverage Ratio(FR
Debt Service Coverage (underly

na
15.3

11.2
11.2

11.0
11.0

8.9
9.8

12.8
12.8

13.6%
1.7%

11.5%
2.4%

9.0%
2.3%

6.0%
2.2%

11.0%
1.8%

15.29

11.24

9.78

12.80

Other Financial indicators ‐ industry quartile rankings
Gross debt to Revenue (Old F50
Debt Service Ratio (Old FR 50)
Debt Service Coverage
(underlying) Ratio

Key Performance Indicators meets target
Top quartile
QUARTILE RANKING

11.03

does not meet target
second
third

na
forth quartile

Industry Statistics
As yet not all financial reports for 2013/14 are available. The following is compiled from the 2012/13
financial reports for all local governments in the State.
The 138 local governments in this State comprise of 30 metropolitan and 108 country local
government districts. The metropolitan districts cover less than 1% of the land mass, however
includes 74% of the State’s population. The 138 local governments vary widely in population, size,
shape and financial resources.
In 2012/13 local government state-wide had $7.7 billion in operating revenues and operating
expenditures of $6.8 billion, including interest expenses of $34.8 million. They engaged over
16,000 full time equivalent employees and controlled assets of nearly $24.8 billion. These local
governments had borrowings of $644.9 million and accumulated reserves of $1.7 billion. In
essence, the industry is more of a saver than a borrower.

Performance indicators
The only statutory performance indicator is the debt service coverage ratio. This is defined as a
local government’s ability to service debt and is the measurement of a local government’s ability to
produce enough cash to cover its debt payments.
Calculation
Annual Operating Surplus BEFORE Interest and Depreciation
Principal and Interest
Purpose: This ratio is the measurement of a local government’s ability to repay its debt including
lease payments. The higher the ratio is, the easier it is for a local government to obtain a loan.
annual operating surplus before interest and depreciation means operating revenue minus net
operating expense;
Standards

Basic standard is achieved if the ratio is greater than or equal to 2
Advanced standard is achieved if the ratio is greater than 5

This ratio is strongly influenced by the determination of the annual operating surplus which is
subject to the impact “one-off” transactions such as o Recognition of assets, such as golf courses and other community assets,
o equity interests in joint ventures and regional Councils,
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o
o
o

abnormal sales of assets,
impairment of assets, and
non-normal operating transactions, such as underground power.

In addition it does not take into account the impact of interest only loans and the treatment of refinanced loans.
Table 3 Debt Service Coverage Ratio (2010/11 to 2012/13)
The ratios below are extracted from the annual financial reports of local governments for 2012/13.
The City exceeds the base (2.0), advanced (5.0) standard and the median (8.5) industry level for
the three-year period finishing 30 June 2013. This would see the City in the top half of the industry
for this comparative indicator.
2012/13

Information not available
No long term debt
Number of KPI's
Largest
Smallest
Average
Median
STANDARDS
Basic
Advanced
Compliance
Does NOT meet Base
Meets Base/Basic
Meets Advanced
Debt Free

City of Busselton

2011/12

2010/11

12
126
650.3
‐153.2
15.7
8.5

3
13
122
157.1
‐73.5
15.8
10.0

8
12
120
3,092.2
‐2.0
39.8
7.6

2.0
5.0

2.0
5.0

2.0
5.0

16
23
87
12

7
24
91
13

15
23
82
12

8.9

11.0

‐

11.2

It is interesting to note that in the financial review was undertaken for the Local Government
Advisory Board as part of the metropolitan structural reform process in 2014, the advanced
threshold was changed from 5 to 10.

Risk Factors
Attaining the basic standard for this performance ratio is dependent on the ability of the City to
maintain a positive operating performance. The ratio is strongly linked to the operating performance
and therefore fluctuates irrespective of the level of debt service costs. This will require a disciplined
approach in annual budgets to maintain a positive operating position.
Currently, interest rates are at an extremely low level and will remain low while the economy
retreats from the mining boom and remains in a fairly dormant stage. The high growth economies
which dominate our trading position are not predicted to emerge until 2018/19 at the earliest. High
growth in the Australian economy will see an upward pressure on interest rates.
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Industry Best Practice
The best possible financial structure would be for a local government to provide the appropriate
services and facilities within its existing revenue streams and without any reliance on debt. Some
12 of the 138 local governments are currently debt free. It is of interest to note that 11 of those local
governments without debt have a very small population base. On the other hand the local
government with the largest population base in the State is also debt free.
Local governments with a larger populations and growth regions which have a greater expectation
on services and facilities are utilising debt to provide the necessary infrastructure within the
community.
Long-term borrowing should be considered as a financial resource that can be utilised to provide
infrastructure as an alternative to substantial tax increases. The balance between taxing the
existing rate base and delivering infrastructure is the essence of a good debt policy.
This balance needs to be between over-relying on debt (commonly referred to as a debt spiral) and
delivering community infrastructure with a large taxing regime. Low interest rates and a very
competitive construction sector will see a number of local governments, with leverage capacity,
utilising debt in the coming years.
The City's debt policy has many strong features which will provide some of that balance between
debt reliance and meeting the funding requirements for major intergenerational outlays.
Raising long-term debt must respect impact that it has on future generations and the financial
sustainability of the local government. The ability to raise debt should not replace the due diligence
analysis to justify major capital works. That is to say that just because a local government has the
capacity to raise debt it should not override the decision making process to provide infrastructure
on a needs basis; not of wants basis.
The Local Government Act 1995 provides that the security a local government uses in raising debt
is the revenue streams produced from general rates and untied grants. This is referred to as the
general funds of a local government. No security is provided over assets, the land and other
resources held by the local government. In essence the security to the lender is on future revenues
of the Council.
The only statutory performance indicator is the debt service coverage ratio. This is defined as a
local government’s ability to service debt and is the measurement of a local government’s ability to
produce enough cash to cover its debt payments. This will become the industry benchmark for long
term borrowing.

Comparative position within the industry
Debt Levels
The City's debt level was $6.9 million in 2013/14 and will rise to $30.4 million by 30 June 2015.
Further borrowings in the long-term financial plan will see the debt peak at $40.1 million in 2018/19.
The level of loan raisings in 2014/15 ($24.8 million) will see the City with one of the largest debt
profiles in the State.
The table below shows the total long-term debt ($644.9 million) for all local governments in
2012/13. In addition the City’s debt level for 2013/14 and 2014/15 are also shown.
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Table 4 Industry Comparison - Long Term Debt 2012/13
2012/13

Local Governments ALL
Number of LG's
138 Number in report
Smallest
Median
60,778,188
0
929,772
‐
60,778,188
0
758,249
‐

12/03/2015 12:49

138

Largest

70.0

Long term debt (2013)
Long term debt (2012)

Long term debt

0

Thousands

Year

Linear ( Long term debt )

60.0

0

50.0

0

40.0

30.0

0

2014/15

20.0

Median

2012/13

2013/14
0

10.0

0

No LT debt
0.0

0

‐10.0

Performance Ratios
Table 5 Industry Comparison - Debt Service Coverage Ratio (FR50)
2012/13

Debt Service Coverage Ratio(FR50) (2013)
Debt Service Coverage Ratio(FR50) (2012)

Local Governments ALL
Number of LG's
138 Number in report
Largest
Smallest
Median No debt
650.3
‐153.2
8.5
12
157.1
‐73.5
10.0
13

12/03/2015 14:28

135
0

Thousands

Year

90.0

Debt Service Coverage Ratio(FR50)

Linear ( Debt Service Coverage Ratio(FR50) )

0

70.0

0

50.0

0

30.0

Base = 2.0

0

Advanced = 5.0
Median

10.0

2018/19

2014/15

0

2012/13

‐10.0

0
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Currently, local governments are required to publish a range of financial performance indicators in
their annual financial reports. The Department of Local Government and Communities has
established benchmarks as indicators of the financial performance of each local government.
The only performance ratio pertaining to borrowings is the debt service coverage ratio. The graph
above shows the published debt service coverage ratio for all local governments in the 2012/13
financial year. In addition the City’s forecast ratios for 2014/15 and 2018/19 are also included.
The City performs well in relation to other local governments in the 2012/13 financial year. Loan
raisings included in the 2014/15 budget and the long-term financial plan will see the ratio diminish
from 8.9 to 4.0 by 2018/19. The City exceeds the base level of 2.0 with substantial capacity to raise
additional funds before the base level is met.
Irrespective of the flaws (see page 3) in calculating this ratio, as it is a defined statutory ratio, the
City will need to include this as part of its debt benchmark indicators. Financial projections included
in the long-term financial plan tend to exclude the one-off transactions (see page 3) and tend to
produce a result which is consistent with a recalculated debt service coverage ratio (underlying).
The following graph is based on this recalculated debt service coverage ratio (underlying) which
excluding these one-off transactions.
Table 6 Industry Comparison - Debt Service Coverage (underlying) Ratio 2012/13
2012/13

Debt Service Coverage (underlying) Ratio (2013)
Debt Service Coverage (underlying) Ratio (2012)

Local Governments ALL
Number of LG's
138 Number in report
Largest
Smallest
Median No debt
129.9
‐1.6
7.8
12
156.5
0.5
9.7
13

12/03/2015 13:33

138
0

No LT debt

Thousands

Year
100.0

90.0

Debt Service Coverage (underlying) Ratio

Linear ( Debt Service Coverage (underlying) Ratio )
0

80.0

70.0
0

60.0

50.0

0

40.0

0
30.0

2018/19

2014/15

Median

2012/13

2013/14

20.0

Base = 2.0

Advanced = 5.0

0

10.0

0.0

0

The median 2012/13 was a factor of 8.5 with the City showing 12.8 which is well above the base
threshold of 2.0 and more than doubles the advanced levels of 5.0. Borrowings in 2014/15 and in
the long-term financial plan will see this ratio fall below the advanced level and reach its lowest
point of 4.0 in 2018/19. However, projections see this ratio exceed the base level over the next 10
years.

7

City of Busselton

Table 7 – Industry Comparison - Long Term Debt to General Funds 2012/13
The graph below shows the long term debt (red) and the level of general funds (blue) for each local
government in the State.
2012/13

Local Governments ALL
Number of LG's
138 Number in report
Smallest
Median
60,778,188
0
929,772
‐
116,188,903
0 4,050,119
‐

12/03/2015 13:51

138

Largest

Long term debt
General funds

General funds

Long term debt

Linear ( General funds )

0

Thousands

Year
140.0

Linear ( Long term debt )

120.0

0

100.0

0

80.0

60.0

40.0

0

2018/19
0

2014/15
20.0

0

0.0

‐20.0

2012/13

0

In 2012/13 the percentage of the City’s long term debt to general funds was 19.4% which compares
favourably with industry average of 33.9% and a median of 29.6%. Borrowings in 20014/15 will see
the City’s percentage rise to 80% and peak at 86% in 2018/19.

Summary – industry comparison
Up to and including the financial year 2013/14 the City’s long-term debt position compares
extremely favourably with industry benchmarks. The capacity to raise funds from this strong base
has been utilised in 2014/15.
The City has taken the opportunity with interest rates at their lowest for many decades and
construction cost very competitive to undertake substantial infrastructure developments and
leverage those capital outlays.
As a consequence, the City will see its position within the industry diminish, however the resultant
indicators are still above industry benchmarks established by the Department of Local Government
and Communities.
Having taken the opportunity to utilise its borrowing capacity the City now needs to manage its debt
and ensure that the operations continue to provide the financial base to meet those debt service
commitments.
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Long Term Financial Plan
In addition to the $24.8 million proposed be raised in 2014/15 financial year the long-term financial
plan provides for a further $19 million to be raised between 2016/17 and 2018/19. The plan includes
rate increases between 5.25% and 4% over the 10 year period. These rate rises are on the back
of an annual increase of 3% plus additional provisions to meet the debt service needs and 1% per
year to meet additional outlays arising from asset management plans.
These revenues provide the basis for an operating surplus ratio of around 5% over the same 10
year period. This operating result forms the basis for maintaining the debt service coverage ratio
at between 4% and 6%.
Financial risk in the long-term plan is the level of rate revenue (at a rate higher than CPI) and
maintaining operating outlays to ensure a sound operating result is forthcoming.
The impact of the long-term financial plan will see the City's debt level peak at $41.1 million in
2018/19.
Table 8 –Long Term Debt – LTFP and borrowing provisions 2020/21 onwards

Millions

The graphs below shows the impact of the existing debt raisings plus the long-term financial plan
up to 2029/30. In addition provision has been made to raise $2 million per annum from 2020/21 on
the following basis –
 Maintain Debt Service Coverage Ratio between 4.0 and 5.0,
 Provision of $2.0 million pa from 2020/21 (10 year term and interest rates 6.5% - 7.75%)
45.0
40.0
35.0
30.0
25.0
20.0
15.0
10.0
5.0
0.0

Municipal Debt

Self Supporting Loans Debt

Debt without forecasts

Debt Outstanding

The borrowing term for the majority of the City's debt has been over the long-term of 15 to 20 years.
This provides a long tail in the debt servicing costs which in turn can impact by limiting future
borrowings. The borrowing program to 2018/19 is substantial and subject to lending terms and
conditions that could restrict the future capacity of the City to raise more funds. In addition any
restriction on the operating results over that same period will also restrict the City’s capacity.

Capacity to raised Debt
If the debt service coverage ratio based level of 2.0 is considered to place at risk a local
government's ability to raise debt then by determining the level of debt that can be serviced from
the current operating position compared to the factor of 2.0 a peak level of debt can be calculated.
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In addition similar calculations can be made for the advanced level (five) and the newly used upper
level advanced level of 10.
Table 9 –Long Term Debt – Debt Service Costs determining capacity
The graph below forecasts the debt service coverage ratio through to 2029/30 based on the
projected loan borrowings to 2014/15 and raising $19 million in the long-term financial plan.

The dotted line (red) shows the level of debt service cost is a factor of 2.0 was applied against the
forecast operating results. Also the dotted line (orange) and the blue line represents the debt
service costs to meet the benchmarks of 5.0 and 10.0. Under the current proposals the gap to
reach a factor of 2.0 in 2019/20 is $33.1 million. However, by 2019/20 the indicator is forecast to
be 4.0 and therefore below the existing advanced levels.
Table 10 – Debt Service Costs including $2.0 million pa from 2020/21.

By utilising the existing forecasts and ensuring the debt service coverage ratio does not fall below
a factor of 4.0 the capacity to raise debt has been included in the above graph. A conservative view
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has been used to calculate that the City can raise $2 million ($20 million over ten years) in new
debt for each year from 2020/21 onwards.
The ability to raise debt should not replace the due diligence analysis to justify major capital works.
That is to say that just because a local government has the capacity to raise debt it should not
override the decision making process to provide infrastructure on a needs basis; not of wants basis.

Risk Factors
A number of risk factors exist in projecting future debt levels and the impact on operating results.
These include financial markets and the ability of a local government to maintain strong operating
results to service debt. It can be expected that the current low interest-rate that future interest rates
are likely to rise as the Australian economy emerges from its dormant state.
Forecasts have been undertaken that show the impact of falling revenues or escalating costs in
the City’s operating results. It is of note that a 10% reduction in the net operating results will take
the debt service coverage ratio to about 3.5. A 50% reduction in the net operating result would be
required to cause the ratio to fall to about 2.0.
Table 11 – Debt Service Coverage Ratio - sensitivity to operating results
The graph below shows the forecast debt service coverage ratio (dotted line) compared to the
impact that a 10%, 30% or a 50% reduction in the net operating position would have on the ratio.
7.0
6.0
5.0
4.0
3.0
2.0
1.0
‐
2014/15 2015/16 2016/17 2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28 2028/29 2029/30
Debt Service Coverage ratio

Debt Service Coverage ratio @ 10.0%

Debt Service Coverage ratio @ 30.0%

Debt Service Coverage ratio @ 50.0%

Use of alternative funds
Local governments in this State tend to accumulate substantial cash backed reserves as a
financing mechanism to meet future outlays, either for asset renewal or for new projects.
In 2012/13 the total State borrowing from local government was $644.9 million. This compares with
accumulated reserves of $1.7 billion. The City of Busselton had borrowings of $3.9 million and
reserves totalling $28.4 million in the same financial year. By 2014/15 it is forecast that the City’s
debt will be $30.4 million compared to cash backed reserves of $40.3 million. It should be noted
that the $18 million to be borrowed for the administrative centre has been placed in a reserve so
that funds can be distributed in 2015/16 and 2016/17.
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Table 12 – Long Term Debt comparted to Reserve account
The graphs below shows the forecast debt levels compared to the cashback reserves forecast in
the long-term financial plan. The plan shows that in funding future outlays for the City there will be
a reduction in the level of reserve funds held in the initial five years. In due course by 2024/25 the
level of reserves will be greater than the outstanding debt of the City.

Many of the reserves are held for the replacement of plant and equipment, maintenance of
community facilities (waterways), waste management and other contingent liabilities of the City.
It is possible to pay down debt by redefining the use of cash backed reserves. However, I do not
consider this a prudent use of the reserves currently held by the City. The contingent liabilities for
which these funds are held will in due course need to be met. This in turn will have a substantial
impact on the revenue base as these “savings” are no longer available.
Using reserves to “fund” capital outlays created difficulties in that are not the purpose for which the
reserve was created and any “loans” would not allow the reserve to be considered cash backed.

Benchmarks – performance indicators
The only performance indicator that will be readily available to be compared to industry benchmarks
is the debt service coverage ratio. This ratio, as previously discussed, is a statutory indicator which
is required to be published by all local governments in the annual financial reports. Therefore, it
provides a ready industry indicator and threshold that can assist in determine borrowing policy.
Prior to 2013 two useful indicators were published by local governments as part of the annual
financial reports. These include the debt service ratio and gross debt to revenue ratio.
Debt service ratio – Percentage of available operating revenue applied to debt service costs and
calculated by the annual Debt Service Costs DIVIDED by available operating revenue. [Old
Finance Regulation 50.]

Gross debt to revenue ratio – Gross Debt (borrowings + overdraft) as a percentage of total
revenue (Operating Revenue LESS specific purpose grants). [Old Finance Regulation 50.]
These two indicators can also prove a useful guide in setting borrowing policy. The City has
previously used these as part of its current policy guidelines. Combined with the current debt

12

City of Busselton

service coverage ratio they will provide useful performance indicators. The graphs below plots
these three indicators –
Debt service coverage ratio (blue) – the dotted blue line shows the base or floor as a factor of
4.0 which would provide a useful guideline and also provide some form of safety net to offset the
potential risk of reduced operating performance and volatile future financing costs. The industry
base level is 2.0.
Debt service ratio – (green) – this is the level of debt service cost as a percentage of operating
revenue. The previous threshold was below was 10% and below and serves as a useful guide in
analysing projected servicing costs for long-term debt. You can nude
Gross debt to revenue (red) – this expresses the total debt as a percentage of operating revenues
and the previous threshold was 60% and below.
The level of borrowing should be predicated on the basis that the following three indicators align
so that the debt service coverage ratio is 4.0 or above, the debt service ratio is 10% or below and
the gross debt to revenue is 60% or below. This should determine the future capacity of the City to
raise long-term debt.
7.0

70.0%

6.0

60.0%

5.0

50.0%

4.0

40.0%

3.0

30.0%

2.0

20.0%

1.0

10.0%

‐

0.0%

Debt Service Coverage ratio

Gross debt to Revenue

Debt Service Ratio

As shown in the graph above, the forecast indicators include borrowings in the long-term financial
plan and new debt $2 million per annum ($20 million over 10 years) from 2020/21 onwards. The
critical point will be following the raising of the $19 million included in the long-term financial plan.
Increasing revenues and a modest annual debt raising of $2 million will see a positive improvement
in all indicators.

Summary
The City has repositioned its debt policy from a debt free organisation to a user of debt to fund
infrastructure in a developing community. The City is faced with substantial capital outlays arising
from a rapidly growing community. The use of debt is a prudent application of financial resources
available to the Council.
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Since 2011 the City has availed itself of the financial capacity (debt) inherent in its strong financial
position. The City has raised some $29.4 million from 2010/11 to 2014/15 in long term debt.
The City is availing itself of these financial resources at a time when interest rates are low and
capital construction costs are very competitive. Financially this is a sound strategy.
In planning for the future the City has identified a further $19 million to be raised by debt in the next
five years. The combination of previous raisings and projected raisings will see the City approach
the limits of the benchmark indicators by 2019/20.
The City needs to manage its operations so that the existing sound operating results is continued
into the long-term as forecast in the long-term financial plan. This will provide a strong base to meet
the debt servicing commitments in the future. This also represents a financial risk that needs to be
managed in considering debt servicing and future debt raisings.
The position needs to be monitored to ensure that future generations are not saddled with debt
they cannot afford. All future raisings must be subject to due diligence test that ensures both the
financing costs and projects outcomes are economically justified.
The ability to raise debt should not replace the analysis to justify major capital works. That is to say
that just because the City has the capacity to raise debt it should not override the decision making
process to provide infrastructure on a needs basis; not of wants basis.
The existing loan policy of the Council is sound and consistent with the program to date. The policy
wording should be updated to reflect current benchmarks, borrowing mix, and utilisation.

Debt Policy
The existing Loans Policy (Reference No. – 048) provides a base to implement the Councils
intentions relating to long-term debt. The following recommendations are made to modify this policy
to reflect current practices and processes.

Page 1
“POLICY CONTENT
The following guidelines are to be considered as part of any proposal to utilise loan facilities:”

Dot point 2
“Loans are not to be utilised to fund capital expenditure of a recurrent nature (e.g. road resurfacing
and associated works, programmed building refurbishment programs, plant replacement). “
Some clarity needs to be provided around the definition of road resurfacing and programmed
building refurbishment programs. There may be some future Federal or State programs that will
allow local governments to access funds to breach gaps in Asset Management Plans. These
programs are generally provided on a dollar for dollar basis and could be leveraged. The existing
policy could exclude the City from accessing these programs.

Dot point 4
“Priority for loan funding will be given to projects that will generate revenue to offset associated
loan repayments.”
This point could be expanded to show continuing revenue streams other than rates. Those revenue
streams could include specified area rates, service charges and fees and charges. There may be
instances in the future where the City wishes to pursue the undergrounding of power and leverages
the initial costs. The debt service costs are in turn funded from a service charge.
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Preference given to leverage proposals accompanied by these alternative revenue streams have
the benefit of not passing the cost through to the general rating base.

Dot point 6
“The repayment method for any loan facility will be via principal and interest repayments. Interest
only payments or capitalisation will only be considered where a financial benefit can be
demonstrated; and the nature of the asset being funded is consistent with this methodology.”
There may be circumstances in the future that projects such as property subdivision that would be
best financed through an interest only loan. This would lessen the impact on the rate base during
the construction phase and the full debt could be acquitted from the disposal of the land under
development. This dot point needs to be amended to exclude the word “any” from the first line.

Dot point 8
“In considering the utilisation of loan facilities, the capacity to repay must be assessed, with regard
given to associated financial (debt) ratios. The resultant debt service ratio is not to exceed 10%,
and concomitantly, the gross debt to revenue ratio is not to exceed 60%. The calculation of these
ratios is to include exposure to self-supporting loan facilities.”
The debt service coverage ratio needs to be added to this condition. I would suggest that a lower
limit of 4.0 (as compared to a base level of 2.0) be set as the threshold of this indicator.

R J Back
16 March 2015
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Attachment A – existing policy - loans
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