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FUNDING

LIQUIDITY
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Borrowing capacity review with
forecasting model
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QTC loan products

▪

Surplus Cash analysis with cashflow
monitoring tool
Working Capital Facility
Cash Fund and other QTC deposit
products

RISK & COST MANAGEMENT
▪
▪
▪
▪

Interest rate
FX transactions
FX risk within Procurement
QTC derivative products

What is forecasting?
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What is forecasting?


A prediction about an event in the future



Financial forecast
– an estimate of future financial
outcomes
– essential for financial sustainability

– informs strategic and operational
decision making and priority setting
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Managing the risks of uncertainty
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What is the difference between budgeting and forecasting?
Budget

Forecast

▪ What a business
▪ Short-term: 1- 2years
wants to achieve for a ▪ Long-term: Over 2
particular period,
years. Usually a
usually one year
minimum of 10 years
but can be longer
▪ The majority of
▪ Should be regularly
budgets are static - set updated
for the financial year
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What are the different types of forecasts?
Short-term
Over the next 1 to 2
years
Include cash flow
forecasts – daily,
weekly, monthly
to show peaks and
troughs in the cash
cycle
Day to day
management

Long-term
At least 10 years
Cash balances at 30
June each year

Realises long-term
vision
8

Tips for improving
forecasting accuracy
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Tip: Determine the key assumptions


What are the key drivers of the business?



Example: revenue and utility charges
 population growth
 increase in rateable properties
 capacity for ratepayers to pay



Example: capital expenditure
 what are community expectations?
 consistent with Asset Management Plan
 include all upfront and ongoing costs (ie, wholeof-life costs)
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Tip: Determine the key assumptions



Example: Materials and services costs


Based on historical amounts – allowing for
increases due to inflation and changes to
service levels



Not all costs will increase by the same
amount
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Tip: Include whole-of-life costs



Local government services capitalintensive – significant fixed and ongoing
maintenance and operating costs



Can be up to 5-8 x initial project cost



Ensure consistency with asset
management plans
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Tip: Complete cash flow forecasting


Ensures cash flow support for
operations and capital projects



Shows cash flow gaps – when
external funding sources are required



Achieve the right balance between
cash, working capital and long-term
borrowings



Run ‘what if’ scenarios
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Tools
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Local Government Forecasting Model (LGFM)


Forecast out to 10 years



Dashboards and reports



‘What if’ scenarios

The LGFM is a local government’s best
endeavours representation of its financial
circumstances, forecasts and overall
expectations
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Local Government Forecasting Model (LGFM)
Tips


Capital expenditure timing
– spend typically occurs throughout the year
– consider timing of spend when entering into LGFM
(impacts results and metrics, particularly intra-year
cash balances)



Identify externally restricted cash
– represents ‘third party’ monies that cannot be
used for operating requirements eg, allocation of a
subsidy, developer contributions, unspent loan
monies
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Local Government Forecasting Model (LGFM)
Tips


Complete sensitivities
– Scenario Manager module
– User can change a number of key inputs – in
combination or in isolation
– Examples:
> change growth rates (decrease population
growth from 5% to 3%)
> Add additional items (new project and
borrowings)
> Remove base case items (remove a project from
the capital expenditure program)
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Local Government Forecasting Model (LGFM)
Tips


Use the dashboard summary
– Key financial sustainability
metrics
– All charts can be exported for use
in presentations and reports
– Traffic light reporting



Compare forecast to actuals
– What are the significant variances
and what caused them?
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Local Government Forecasting Model (LGFM)
Tips
Complete and check all information


Check financial statements – are all items
completed?



Has all probable capital expenditure been
included in the forecast?



Historical capital expenditure should be
broken down into New, Replacement and
Upgrades



Check Dashboard summary – do all ratios
have data in all years?



Check error notification tab
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Local Government Forecasting Model (LGFM) – the future?
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Whole-of-life (WoL) costing tool


Helps select projects that deliver best
value



Incorporate WoL capital,
maintenance, operating and other
costs in forecasts



Compare options – evaluate replace
vs refurbish scenarios
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Whole-of-life (WoL) costing tool



Community sporting complex



Initial cost estimate $10m



Includes design, planning and construction
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WoL costing tool – example community sporting complex


Total WoL (nominal) cost $80m (including operational, maintenance, disposal etc)
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QTC Cash Flow Monitoring Tool


Forecast by week, fortnight or
month



Compare current forecasts to
previous versions



Provides a dashboard and charts
for reporting purposes
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QTC Cash Flow Monitoring Tool
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QTC Cash Flow Monitoring Tool
Tips


History helps assess stability and
predictability of future cash flows



Ensure the cash balances as at 30
June match the LGFM
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Summary
▪ Accurate forecasts are essential for
financial sustainability

▪ Tips for improving accuracy of
forecasts – determine key
assumptions, include whole-of-life
costs and complete cash flow
forecasting
▪ QTC provides a number of tools to
help with forecasting – Cash Flow
Monitoring Tool, Local Government
Forecasting Model and the Wholeof-Life Costing Tool
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Disclaimer
QTC has prepared this presentation for use solely for the Local Government Finance Professionals conference on 21 November 2019
The recipient shall not use the presentation for any purpose other than the purpose for which the presentation was expressly provided. The presentation
contains confidential information. None of its contents may be provided or disclosed to any other party without QTC’s express written consent.
The information in this presentation is provided by QTC in good faith in relation to the information available at the time of its preparation and on the basis of
information supplied to QTC by third parties. QTC has not independently verified the information supplied to it and accordingly does not represent that the
information provided to QTC is accurate or complete and it should not be relied upon as such. QTC is under no obligation or duty to notify anyone if there is any
change in any information or any new information or if it forms a different opinion at any time after the date of this presentation.
Neither QTC nor any of its employees or agents accepts any liability for any loss or damage suffered by any person as a result of that person or any other person
placing any reliance on, or acting on the basis of, the contents of this presentation. To the extent permitted by law, QTC expressly excludes any representation or
warranty in relation to the accuracy, currency and completeness of the presentation. To the extent permitted by law, QTC limits its liability to the amount of any
fees paid to QTC for this presentation.
The recipient acknowledges that QTC is not a legal, tax or accounting advisor and that independent expert advice from practitioners in the relevant disciplines
should be obtained on those matters before acting upon the information contained in this presentation.
© Queensland Treasury Corporation 2019
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Assumptions – additional
information
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Revenue items - assumptions
Assumption

Optimal approach

Considerations

Location in LGFM

Revenue and utility
charges

▪

Bottom-up approach based on number of
ratepayers and cost of service delivery
Preferable to forecast each component of
rates and utilities separately (particularly if
have differential rating)

▪
▪
▪

Population growth
Increase in rateable properties
Capacity for ratepayers to pay, particularly if
proposed price increases above CPI

Non-Financial Data
Input

Forecast according to contracts in hand or
envisaged

▪

Is the level of contract work comparable to
historical amounts?
What level of profit margin has been
assumed?

Revenues and
Expenses

Is the grant income from regular sources
comparable to historic amounts, with
allowance for growth only when reasonably
certain?

Revenues and
Expenses

▪

Sales – contract and ▪
recoverable works

▪
Grants, subsidies,
contributions

▪
▪

Income from regular sources (eg FAG) should
be based on historical receipts of advice from
Dept
Grant income from specific one-off events (eg
NDRRA) and capital grants should be omitted
unless approved/committed

▪

Revenues and
Expenses

Capital Expenditure
and Funding
Sources
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Expense items - assumptions
Assumption

Optimal approach

Considerations

Wages and salary
costs

▪

▪

Use a bottom-up approach based on
number of employees and cost of service
delivery

▪
Materials and
services costs

▪

Forecasts should be based on historical
▪
amounts, allowing for increases due to
inflation and proposed changes to Council’s ▪
service levels
▪

Depreciation

▪
▪

Finance costs

▪
▪

Depreciation on existing assets is obtained
from Council’s asset register
Use forecasting model (such as LGFM) that
automatically calculates depreciation
expense for forecast capital expenditure

▪

Forecast borrowings should be based on a
▪
long-term average borrowing rate
Loan term should be based on useful life of
asset where possible, with a maximum term ▪
of 20 years

Location in LGFM
Non-Financial Data
Should reflect Enterprise Bargaining
Agreements/ Industry data sources (eg. Labour Input
Revenues and
Price Index)
Expenses
Growth in employee numbers
What are industry cost drivers? Eg, LGAQ
Council Cost Index, Fuel prices
Have the M & S expenses associated with sales
contracts been forecast separately to Council’s
core maintenance spend?
Not all costs will increase by the same amount

Non-Financial Data
Input

Are the useful lives in deprecation calculations
consistent with Council’s asset management
plans?

Existing Assets

Revenues and
expenses

Capital Expenditure
and Funding Sources

All required information on existing loans,
Existing QTC
including interest rates, scheduled repayments Borrowings
and remaining term is available on QTC Link
Fixed rate loan interest rates available on QTC New Borrowings
Link. Consider adding a buffer (1-1.5%) on
current rates
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Investment - assumptions
Location in LGFM

Assumption

Optimal approach

Considerations

Interest rates – bank
account crediting rate

▪
▪

QTC investment rates
Other financial institution rates

▪

Consider whether the rate is
Miscellaneous inputs
reasonable. If interest rates are
generally moving down, is forecasting
a 4% (for example) return on cash
reasonable?

Restricted cash

▪

represents ‘third party’ monies that
cannot be used for operating
requirements eg, allocation of a subsidy,
developer contributions, unspent loan
monies

▪

It is important to identify any
restricted cash in the LGFM as QTC
will consider this when undertaking
any borrowing assessment.

Miscellaneous inputs
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Other items - assumptions
Assumption

Optimal approach

Considerations

Location in LGFM

Capital
expenditure

•

•

Capital
expenditure and
funding inputs

New and renewal capital expenditure should
be consistent with Council’s Asset
Management Plans

•
•

Projects

•

Projects under consideration should be
included in the long term forecast once they
are considered likely to occur (eg, Council
resolution has been passed, the project
relates to expenditure required under
Council’s asset management plans)

•

•

Capital expenditure spend typically occurs
throughout the year. Consider timing of spend
when entering into LGFM, as will impact results
and metrics, particularly intra-year cash
balances.
What are community expectations – services
and service levels?
As the forecast is likely to be based on nominal
amounts, you may need to adjust project costs
for inflation in the later years of the forecast
Does it include ALL upfront and operational
impacts of the project (ie, whole-of-life costs)?
Can you include the impact of a project under
consideration as a scenario (using functionality
of the LGFM)?

Capital
Expenditure and
funding inputs
Revenues and
Expenses
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Other useful sources of information
Queensland Government Statistician’s Office
www.qgso.qld.gov.au
▪ Current population, population growth forecasts, unemployment rates and other demographic descriptions
▪ Reports are available for each local government area

Queensland Treasury Corporation
www.qtc.com.au
 Economic information
 Borrowing and investing rates
LGAQ Council Cost Index
http://lgaq.asn.au
 An index designed to reflect the cost increases associated with the delivery of local government services
Australian Bureau of Statistics
www.abs.gov.au
 The current level of the consumer price index (CPI)
 Also available is demographic information relating to each local government area
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