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Outline Of Meeting Protocol & Procedure:

• The Chairperson will call the Meeting to order and ask the Committee/Staff to present
apologies or late correspondence.

• The Chairperson will commence the Order of Business as shown in the Index to the
Agenda.

• At the beginning of each item the Chairperson will ask whether a member(s) of the
public wish to address the Committee.

• If person(s) wish to address the Committee, they are allowed four (4) minutes in which
to do so.  Please direct comments to the issues at hand.

• If there are persons representing both sides of a matter (eg applicant/objector), the
person(s) against the recommendation speak first.

• At the conclusion of the allotted four (4) minutes, the speaker resumes his/her seat and
takes no further part in the debate unless specifically called to do so by the Chairperson.

• If there is more than one (1) person wishing to address the Committee from the same
side of the debate, the Chairperson will request that where possible a spokesperson be
nominated to represent the parties.

• The Chairperson has the discretion whether to continue to accept speakers from the
floor.

• After considering any submissions the Committee will debate the matter (if necessary),
and arrive at a recommendation (R items which proceed to Full Council) or a resolution
(D items for which the Committee has delegated authority).

Recommendation only to the Full Council (“R” Items):

Note:This Committee to function on the basis of referral with considerations to encompass
functions and responsibilities from any other Committee.

Principal Considerations:

• Municipal Strategy
• Objectives Setting
• Policies and Codes Development
• Corporate Management
• Corporate Planning
• Woollahra Planning
• Community Services

Committee Membership:

• All Councillors

Quorum:

• The quorum for a committee meeting is 8 Councillors.
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WOOLLAHRA MUNICIPAL COUNCIL

Notice of Meeting

 14 April 2005

To: The Mayor, Councillor Geoff Rundle, ex-officio
Councillors Anthony Boskovitz

John Comino
Claudia Cullen
Christopher Dawson
Marcus Ehrlich
Tanya Excell
Wilhelmina Gardner
Keri Huxley
Julian Martin
Andrew Petrie
Isabelle Shapiro
David Shoebridge
Fiona Sinclair King
John Walker

Dear Councillors

Strategic & Corporate Committee Meeting – 18 April 2005

In accordance with the provisions of the Local Government Act 1993, I request your
attendance at a Meeting of the Council’s Strategic and Corporate Committee to be held
in the Council Chambers, 536 New South Head Road, Double Bay, on Monday 18
April 2005 at 8.00pm.

Gary James
General Manager



Woollahra Municipal Council
Strategic & Corporate Committee 18 April 2005
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Meeting Agenda

Item Subject Pages

1
2
3

Leave of Absence and Apologies
Late Correspondence
Declarations of Interest

Items to be Submitted to the Council for Decision
with Recommendations from this Committee

R1 Draft 2005/2006 Budget - Capacity to Repay Loans 1
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Item No: R1 Recommendation to Council

Subject: Draft 2005/2006 Budget - Capacity To Repay Loans

Author: Don Johnston, Manager Finance
File No: 331G 2005/2006
Reason for Report: To respond to the request for a further report on council's capacity to repay

loans

Recommendation:

A. That the information on the impact of borrowing be noted.

B. That Council determine if it wishes to borrow to fund projects in the 2005/2006 Budget and, if it
does, as a minimum borrow $1.32m to fund the projects to which it has some form of
commitment.

C. That, in the event of determining it wishes to borrow in B, Council identify any further projects
it wishes to fund by loans in the 2005/2006 Budget in addition to the $1.32m.

Background:

The Strategic & Corporate Committee further considered the draft 2005/2006 budget at its meeting
on 5 April 2005.  The following recommendation was adopted by Council on 11 April 2005:

A. That the council agree to further consider the use of loan funds as a means of
accelerating a future program of capital projects: these projects not being part of the
Infrastructure Renewal or Environmental Works strategies.

B. Having regard to funding constraints that a further report be prepared identifying
capital works that may be suitable for funding by loan borrowings and/or changed
section 94 funding including alternative strategies for funding these works if any loan
borrowings do not proceed.

C. That the Draft Management Plan be prepared on the basis of funding $2.85 million of
major public works through borrowings

D. That a list of unfunded items for all Wards be identified.

E. That a report be submitted on the capacity of Council to afford loan repayments in light
of the capital projects identified in Recommendation D.

Discussion:

In considering the draft 2005/2006 budget to date, the constraints on Council’s capacity to fund the
full range of services it provides and capital projects it wishes to complete have been made clear.
At the last Strategic & Corporate Committee meeting this funding deficiency was identified as
$2.87m.  To bridge this gap in funding the draft 2005/2006 budget is now to be prepared on the
basis of borrowing $2.85m as per Council’s resolution.
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Council has a relatively finite revenue base with very limited capacity to increase it.  In recent
years, to improve its funding capacity, we have set ourselves a target of not increasing expenditure
over the previous year with a view to directing any general increase in rates toward capital projects.
For 2005/2006 this funding capacity stands at about $4.2m.

In past reports Council’s funding capacity has been illustrated with the following graph.  It has now
been updated with the current position of the draft 2005/2006 budget.

Income
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The slight increase in expenditure relates mainly to the phasing out of the employer superannuation
holiday, increasing expenditure by almost $400,000.  There were also minor increases in the
salaries & wages budget of $195,000 (less than 1%) notwithstanding a 4% award increase, recurrent
contracts and general contracts.  The increases in contracts relate to the introduction of the toilet
cleaning contract, increases in contract based infrastructure maintenance and restoration and car
park operations, offset by forecast increased revenue.

Within this capacity we need to continue our commitment to the replacement of ‘operating capital’
to support the delivery our services.  A further commitment has been made in conjunction with
making application for the introduction of an Infrastructure Levy to continuing Council’s current
level of funding infrastructure renewal.  Combined, these items reduce the funding capacity to just
over $1m.

In the context of the 2005/2006 Budget the $1m is available to fund the remaining capital
expenditure areas of Public Infrastructure Upgrade (including Streetscapes & Harbourside projects),
Property and Public Open Space.  The draft budget provides for a $563,000 program of Public Open
Space works fully funded by section 94 and a further $508,600 in Property projects.  This leaves in
the order of $500,000 to fund any public infrastructure upgrade projects.

Capacity of Council to Afford Loan Repayments

To provide an indication of the cost of varying levels of debt over different timeframes the
following table sets out the annual repayments of principal and interest.  The rates assume a draw
down on 1 March 2006 with principal fully repaid over the respective terms of the loans with half
yearly repayments.

Principal 2,850,000 5,000,000 10,000,000
Term Rate

5 6.37% 674,538 1,183,400 2,366,800
10 6.43% 390,786 685,589 1,371,178
15 6.46% 299,522 525,477 1,050,954
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Assuming no change to current services and/or service levels Council’s hypothetical capacity to
fund loan repayments is $1m.  Based on these indicative rates, borrowing $10m over 15 years
would exhaust this hypothetical capacity.  If Council was to borrow this amount it would not have
any discretionary funds to deliver projects outside the $10m program unless they were funded by
grants or section 94.  If additional sources of revenue became available in the future then some level
of discretionary capital funding would be restored.

While the $10m borrowed over 15 years provides a hypothetical answer to the question of
borrowing capacity it does not take into account any changes in service and/or service level
priorities, future alternate revenue sources and section 94.  Borrowing $10m will not deliver the
projects identified to date and would take away any discretion in regard to future capital projects for
the life of the loan.  There is also an issue as to whether we would have the capacity to deliver a
program of this size with a limited lead time.  Going down this path at this time is not
recommended.

Ultimately, however, Council’s capacity to service debt and deliver capital projects is dependent on
the respective priorities and timeframes set by Council.  Providing a definitive answer to the
question is also made difficult by the possibility of using section 94 funds to repay loans.  In the
context of a potentially broadened section 94 legislative framework, this could provide some
opportunities in the future but will only be confirmed when the legislation is finalised.

Borrowing $2.85m over, say, ten years would cost $391,000 (based on the indicative rates above)
and be well within our capacity to repay debt which is currently in the order of $500,000.

The timing of this consideration is awkward.  We have the unknowns of the continuation of the
Environmental Levy, introduction of the Infrastructure Levy and revised section 94 legislation.  The
outcome of each of these has a significant role to play in determining the funding of projects into
the future.  A decision to committing to a significant loans program in the absence of knowing these
outcomes would not be prudent.

Preparing the Management Plan on the basis of borrowing $2.85m

The draft capital budget submitted to the last Strategic & Corporate Committee was prepared on the
basis of delivering a reasonable capital works program, including a number of streetscape and
harbourside projects.  The reports to date have indicated that this level of work cannot be funded
from general revenue.  The $2.85m is a preliminary figure based on the projects identified at the
time.

It is possible to reduce the proposed works to only deliver those projects that Council has some
form of commitment to and delay the remaining projects until funding became available at some
time in the future.  These projects are:

Project
2005/2006

Budget
Fiveways 820,000
Oxford Street, Paddington 300,000
Double Bay Shopping Centre 200,000

1,320,000

If Council was to only borrow this amount, again over ten years, the repayments would reduce from
$391,000 to $181,000 per annum.
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If Council was of the view that it wanted to do more work it is free to determine the priority and
amount of works to be done up to $2.85m.  At this higher level repayments would increase by
$210,000 per annum to $391,000.  This level of repayment is within our current repayment capacity
and would result in a debt servicing ratio of less than 1%.

Even at the higher level, this is a small loan program.  The acceleration of the program will provide
the opportunity to make some significant improvements in shopping centres and add to their long
term viability.

In deferring works there is no guarantee that additional funds will become available in the future.  If
they do, particularly in the next twelve months, we can reassess the position on borrowing or further
accelerate the works.

Unfunded Items for all Wards

Part of the resolution was that a list of unfunded projects for all wards be identified.  On this basis
the streetscape and harbourside projects have been revised in terms of projects proposed for
2005/2006 and the list of works overall.  A revised schedule of streetscape and harbourside projects
is attached as ANNEXURE 1.

If the Committee wishes to further accelerate the streetscape and harbourside projects up to the
preliminary figure of $2.85m it has the flexibility of identifying further projects from Annexure 1 to
include in the 2005/2006 works program.  Following the inclusion of unfunded items from all
wards in the overall works schedule, the following projects have been suggested for inclusion in the
2005/2006 Budget.

Project
2005/2006

Budget
Watsons Bay Baths 930,000
Bellevue Hill Shopping Centre (north side) 350,000
Queen Street Shopping Centre 100,000
Queen Street Car Park 150,000

1,530,000

This is only a list of suggested projects.  Alternative projects across other shopping centres include:

Project
2005/2006

Budget
Watsons Bay (remainder of stage 1) 620,000
Rose Bay (NSH Rd) Public Domain Improvements 75,000
Vaucluse Shopping Centre (OSH Rd) 80,000
Bellevue Hill Shopping Centre (south side) 250,000
Plumer Road Shopping Centre 200,000
Edgecliff Rd / Grosvenor Street 110,000
Edgecliff Shopping Centre 175,000

The decision to include any or some of these projects in a $2.85m loan program rests with Council.

Projects from Annexure 1 that are not funded in the 2005/2006 Budget, along with those from the
Open Space and Properties areas will be the subject of a future report in response to parts A and B
of the resolution.
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Borrowing has been considered as a last resort means of funding these projects.  In deciding to
borrow Council needs to balance not doing the projects against the benefits of doing the projects
and incurring the associated borrowing costs in the form of interest repaid.

Impact on the 2005/2006 Budget

The impact on the 2005/2006 Budget, and future budgets, will be determined by the decisions taken
in regard to borrowing.  In simple terms these decisions are:

1. Does Council wish to borrow?

A decision not to borrow will result in the deferral of projects that Council has some
form of commitment to proceeding with, unless alternative funding is identified.

2. If Council does borrow, how much does it borrow?

While Council has a quite significant current capacity to repay debt a decision to enter
into a substantial loan program will restrain future funding capacity.  There are also
some key issues related to funding yet to be determined.  These are the special
variation application for the continuation of the Environmental Levy and introduction
of an Infrastructure Levy and the revision of section 94 contribution legislation.  In
light of these a small loan program in the order of $2.85m is considered prudent for
2005/2006.

Borrowing a reduced amount of $1.32m will result in 2005/2006 repayments of
$61,000 with ongoing annual repayments of $181,000 for a ten year loan.

Borrowing $2.85 will result in 2005/2006 repayments of $131,000 with ongoing
repayments of $391,000 for a ten year loan.

Borrowing $3m will result in 2005/2006 repayments of $138,000 with ongoing
repayments of $412,000.

The timing of the borrowing will determine the amount to be repaid in 2005/2006.  The repayments
above have been based on a preliminary review of our cashflow suggests that 1 March 2006 will be
the appropriate time to draw a loan down.  Given the life of the projects proposed to be funded by
loans and a desire to decrease total interest repaid, a 10 year term is recommended.  All repayment
figures are based on the indicative rates above.  These levels of repayment can be met from the
operating budget without impacting on services.  At this level the debt servicing ratio would be less
than 1%.

Additional funds have been identified in the operating budget totalling $179,100, mainly due to a
revised forecast of income from work zones, to meet debt servicing commitments in 2005/2006.

Draft Management Plan and other Legislative Requirements for Loans:

At the Strategic & Corporate Committee there was some discussion of the disclosure requirements
in our draft Management Plan in regard to proposed borrowings.  The requirements are set down in
Section 404(1) of the Local Government Act (the Act) which states in part:

A draft management plan must include the following statements with respect to the council’s
revenue policy for the next year, subject to the regulations:……
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a statement of the amounts of any proposed borrowings (other than internal
borrowing), the sources from which they are proposed to be borrowed and the means by
which they are proposed to be secured.

Sections 621 to 624 of the Act provide the legislative framework for loans.

621 When and for what may a council borrow?
A council may borrow at any time for any purpose allowed under this Act.

622 What form may a council borrowing take?
A council may borrow by way of overdraft or loan or by any other means approved by
the Minister.

623 Security for borrowings
(1) A council may give security for any borrowing in such manner as may be

prescribed by the regulations.
(2) All such securities rank on an equal footing, despite any other Act.

624 Are there any restrictions on a council borrowing?
The Minister may, from time to time, impose limitations or restrictions on borrowings
by a particular council or councils generally despite the other provisions of this Part.

Clause 23 of the Local Government (Financial Management) Regulation specifies the security over
a loan is to be a charge on the Council’s income.

23 Loans to council to be charge on the council’s income

The repayment of money borrowed by a council (whether by way of overdraft or otherwise),
and the payment of any interest on that money, is a charge on the income of the council.

The Capital Budgets associated with the relevant Principal Activity will disclose the details of the
individual projects proposed to be funded by way of loans.  Given the significance of a change to
our current practice of not borrowing, it might also be appropriate to restate the projects intended to
be funded from borrowings in conjunction with the statement in the Management Plan arising from
s.404(1).

Conclusion:

For the 2005/2006 budget Council’s capital funding capacity currently stands at about $4.2m.  From
this amount Council needs to fund its operating capital replacement and has committed to
continuing its current level of infrastructure renewal funding in conjunction with a proposed
Infrastructure Levy.  These funding requirements are $1.8m and $1.4m respectively which leaves
just over $1m available to fund other capital projects or service debt.  Based on this figure, Council
has a hypothetical capacity to borrow $10,000,000 over 15 years.

This level of debt will not deliver the projects identified in Annexure 1 and would severely restrain
any discretionary capital funds for the life of the loan.  It is not recommended that we go down this
path.  Instead, in responding to part B of Council’s resolution, a future report will identify
Streetscape & Harbourside, Open Space and Property capital projects with funding strategies.  Of
particular relevance in this regard is the current revision of section 94 legislation.  It may present
some opportunities in this regard which we will not be in a position to report on until the legislation
is finalised.
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The draft capital budget submitted to the last Strategic & Corporate Committee was prepared on the
basis of delivering a reasonable capital works program, including a number of streetscape and
harbourside projects.  There was not sufficient funding available from revenue to fund these
projects.  While there is an opportunity to defer these works there is no guarantee of future funding
becoming available.  A small loan program of up to $2.85 will provide an opportunity to accelerate
a program of streetscape and harbourside projects.  A loan of this size is within our current capacity
to repay and will result in a debt servicing ratio of less than 1%.  The decision to borrow requires a
value judgement to be made assessing the benefits of the works delivered and savings of cost
escalations through not deferring works against the interest costs associated with the borrowings.

Looking forward, it will be difficult to continue our current budget strategy by trying to absorb
wages increases, increases in materials costs and the second phase of withdrawing the employer
superannuation contribution holiday.  We are still confident, however, that we will be able to
release sufficient funds to service the level of debt envisaged in this report.

Don Johnston
Manager Finance

Gary James
General Manager

Geoff Clarke
Director Corporate Services

Annexures:

1. Streetscape & Harbourside Projects
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