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Executive Summary
This Prudential Report has been independently prepared by John Jovicevic, Partner, Dean Newbery &
Partners (Reviewer), for the City of Prospect (Council) in accordance with the prescribed requirements
for certain activities of Section 48 of the Local Government Act 1999 (Act).
Before a council engages in any project:
(i)

(ii)
(iii)

Where the expected expenditure of the council over the ensuring five years is likely to
exceed 20 per cent of the council’s average annual operating expenses over the previous
five financial years (as shown in council’s financial statements); or
Where the expected capital cost of the project over the ensuring five years is likely to
exceed $4 000 000 (indexed); or
Where the council considers that it is necessary or appropriate.

....it must consider a Prudential Report that addresses all of the prescribed matters outlined in
Subsection 2 of Section 48 of the Act.
Council’s estimate of the projected total capital cost is $17.67 million (m) (comprising construction
cost $16.19m, project management fees $1.48m). In addition to the capital cost, temporary relocation
costs of Council staff and services has been estimated of $0.39m.
Given the $17.67m estimated capital cost, Section 48 (ii) of the Act applies to the Community Hub,
Library & Innovation Centre Project (CLIC) (Project).
The purpose of a Prudential Report is for the Reviewer to determine whether the Elected Members
have (or will have) all of the necessary information to enable them to make an informed decision
regarding the project in question. As such, it is not the role of the Reviewer to recommend proceeding
or otherwise with a Project, or to direct Elected Members to any particular option or outcome.
Where the Reviewer considers that there is insufficient material to enable Elected Members to make
a fully informed decision, such matters need to be raised in the Prudential Report.
Accordingly, this Report outlines matters considered to be outstanding for the purposes of Elected
Members making a fully informed decision regarding the Project, including for matters that could
potentially adversely impact on the estimated total capital cost of $17.67m.
Subject to addressing the following outstanding matters, in my opinion Elected Members will have
sufficient information to be in an informed position to proceed or otherwise with the Project:OUTSTANDING MATTERS TO BE ADDRESSED
1. At the time of finalising this Report, Council had not secured alternate accommodation
necessary for the temporary relocation of all Council staff and services required during the
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construction phase of the Project. Council’s Administration is currently in negotiations with
the Town of Walkerville, however no formal arrangements have been concluded.
Based on estimates provided by SGS Economics & Planning (SGS), Council’s Administration
has projected the temporary relocation costs to be $0.39m. Given these arrangements have
not been finalised, there is a risk that this cost is understated.

2. At the time of preparing this Report, Council had not finalised negotiations for the relocation
of its Prospect Depot. To fund part of the expected construction cost for the Project, Council
has considered selling the Prospect Depot and to lease alternate depot space. Options
considered are the Town of Walkerville or Adelaide City Council depot facilities.
In a report presented to Elected Members 28 November 2017, Council was informed that the
Town of Walkerville has yet to agree to sub-lease its depot.
Should Council proceed with selling its Main North Road Depot site, it will need to secure an
alternate facility from which to conduct its depot operations. Before that decision is made,
Council needs to be satisfied that it is in its long term financial and operational best interests
to move its depot operations.

3. At the time of preparing this Report, the Community Land revocation process for Council’s
Main North Road Depot site had not been approved by the Minister for Local Government.

4. Council’s Administration have included unrealised annual operating cost savings of $160,000
to be achieved from the co-location of all Council services in the new CLIC facility. Annual
operating cost savings of $160,000 have been taken up in Council’s Long term Financial Plan
(LTFP) commencing FY2019, indexed annually.
In my view, unrealised future operational savings for the Project should not be factored into
the Elected Members decision making process until they are clearly identified.

5. A detailed assessment into the ongoing daily running costs of the CLIC and the estimated
ongoing maintenance costs has not been completed based on the latest concept designs. The
draft LTFP assumes these costs will be the same as those currently incurred by the Council for
running the existing Prospect Road Civic Centre and Thomas Street Library. There is a risk that
these costs are understated given costs are not based on a ‘like-for-like comparison’.

6. Council’s Administration have also taken up in its FY2019 LTFP projected unrealised annual
operating cost savings of $25,000 as a result of the projected relocation of Council Depot
operations to a leased site.
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In my view, taking up such savings before they are identified should not be factored into the
Elected Members decision making process for the Project.

7. Community consultation was undertaken for the Project within the 2017/18 Annual Business
Plan which disclosed borrowings of $8.7m (for the Project). Based on the latest projected
construction cost, $2.21m in additional borrowings is now required ($10.91m in total).
Council has developed a stand-alone web page on its own online community engagement hub
web site which provides access to all key documents that disclose information for the Project
(access
via:
https://cityofprospect.engagementhub.com.au/community-hub-libraryinnovation-centre). The web site allows the public to view all documents and reports
concerning the Project, as well as provide opportunity to submit feedback.
The Community Reference Group established for this Project has also been consulted on
financial aspects of the Project, as well as afforded the community the opportunity to provide
feedback at Council Workshop and ordinary Council Meetings.
In reviewing the 2017/18 Annual Business Plan document, there was no specific reference to
the projected total cost of the Project. Reference was only made to the projected capital
expenditure in FY2018 - $3.5m. The construction cost of the Project included in the LTFP cash
flow projections presented in the 2017/18 Annual Business Plan was $14m (FY2018: $3.5m,
FY2019: $10.5m).
The construction cost of the Project has now increased to $17.67m, being an increase of
$3.67m since the Annual Business Plan was adopted in June 2017.
To avoid potential adverse comment that the community consultation for the Project is
inadequate, the information currently made publically available should be updated.

8. Importantly, Elected Members must consider a costed, detailed design confirming that the
construction phase of the Project can be delivered within the projected $17.67m budget.
Concept design plans have been prepared by JPE Design Studio (JPE) and cost estimates by
Rider Levett Bucknall (RLB). As the time of preparing this Report, a final concept design had
not approved by Elected Members.
I understand that a final design is planned to be approved at the 19 December 2017 meeting
of Council. Any potential cost variations due to design features should therefore be known at
the time of this meeting.
The latest concept designs prepared by JPE for the facility are significantly reduced when
compared to the concept proposals originally presented to Council in December 2016 by SGS.
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In discussions with the CLIC Project Lead officer, it is our understanding that the original
proposed design by SGS had intentionally ‘over stated’ space allocation desired for individual
stakeholders/users instead of considering a design that would ensure integration of space to
enable ‘multi-use’ areas.

9. Based on discussions with the CLIC Project Lead officer, the concept designs being considered
by the Elected Members and Administration for the new facility do not allow for any additional
space/room for growth in staff numbers, given the proposed layout and space provided.
Given the ever increasing compliance and regulatory driven environments that all businesses
operate within, there is a risk the new facility will not cater for any future growth needs in
staff resources. Additional space could potentially be found with the removal of the
commercial leased areas – but this would result in a reduction in projected revenue from the
Project with the decreased income from letting of commercial space.

10. The concept design brief for JPE does not specify the internal staff accommodation and layout
requirements. To ensure that the special requirements are adequate for all staff and services,
the following should be determined:
-

Staff work stations: permanent or temporary workstations for staff.
Number of permanent staff offices and meeting rooms required.
Office accommodation layout requirements to ensure sufficient space is allocated for
specific teams/groups of employees that need to work in close proximity.
Space required for the storage and distribution of IT infrastructure required for the
expected workforce in the facility (i.e. IT servers, photocopiers/scanners, records
retention and storage, etc.).

Failure to now properly address the above will adversely impact on the available floor space,
staff morale, staff productivity, aesthetics and desired work place efficiency targets.
Importantly, Knight Frank Australia provided the following feedback on the concept design to
be considered by Elected Members concerning the commercial lease space:
“further design work needs to be undertaken on the lift/ entrance foyer as the private tenants
will not want to enter their office space via the library and afterhours security will need to be
provided”.

11. Potential commercial tenants for the new CLIC facility have yet to be secured and an
expression of interest has not been undertaken to identify any potential key tenants. Revenue
projections of $120,000 annually have been forecasted in Council’s LTFP from FY2021.
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Given that no commercial tenant to date has been secured and that there is currently vacant
commercial premises within close proximity of the Project, there is a risk that there will be a
period of vacancy and therefore revenue projections may potentially be overstated in some
years within the LTFP, should a tenant not be secured or the rate of rent not achieved.

12. Council’s LTFP does not include any potential future revenue from the recovery of ‘outgoing’
expenses that would be normally recoverable under a commercial tenancy agreement. No
estimate as to the potential amount of expenses that could be recovered has been estimated
by the Administration as at the time of preparing this Report.

13. Given that Council is considering including a commercial tenancy within the CLIC facility, to
avoid any potential Competitive Neutrality Principle issues, the rate of rent charged to any
commercial tenant must be market based.

14. Council’s ten year LTFP does not factor revenue projections from the increased Rates revenue
from the forecasted sale of Main North Road and Prospect Road properties.

15. The Project Risk Assessment needs to be updated to account for the matters noted above.
Council’s Executive Leadership Team and Project Executive Group (PEG) need to reconsider
the Risk Register and ensure that the proposed mitigating controls and residual risk ratings
are appropriate.
From our experience with other similar projects, a list of further risks to be considered for
inclusion in the risk register are outlined in Section 9 of this Report.

16. Based on the most recent design and Project costs, whole-of-life costs as required in the Act
have not been projected by Council’s Administration (noting that most if not all long term
projects do not project whole-of-life costs, given the very high degree of estimation required).

9|P a g e

City of Prospect
Community Hub, Library & Innovation Centre Project
(CLIC)
Section 48 Prudential Report

KEY PROJECT RISKS
1. In our experience, large scale, complex developments such as this Project more often than not
have significant potential for cost blow-outs. This highlights the importance of Council
ensuring that it has in place high standard contract documentation and contract management
procedures ‘fit for purpose’ for the Project.
2. The built scope of the Project expands and results in increased capital costs to be funded by
Council.
3. Project Management cost estimates have been based on a 9% cost base. Should tenders
received for the construction works have a rate higher than 9% applied for Project
Management costs, this will result in additional construction costs to be funded.
4. Council not realising sale price expectations for its Depot.
5. Council is not able to secure a financially and operationally satisfactory arrangement for its
Depot operations. Expected annual savings from the relocation of the Depot facilities are not
realised and therefore need to be funded.
6. Expected annual savings from the development of the CLIC are not able to be quantified and
therefore will not be realised. Operating costs of the new facility will therefore be higher than
forecasted in the draft LTFP which will need to be funded.
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Short Form Prudential Report
The Project is a major redevelopment of the City of Prospect’s (Council) existing Civic Centre located
at 128 Prospect Road, Prospect and the relocation of Council’s Nailsworth community facility
(incorporating the Council library facility) into the redeveloped Civic Centre. Council’s Prospect Library
facility is currently located at 1 Thomas Street Nailsworth and the site is leased from the South
Australian Department of Education and Child Development (DECD).
The lease held with DECD is due to expire in August 2019. Council has been notified by DECD that an
extension on the lease will not be granted, given their intention to reoccupy the building at the end of
lease.
Existing Council services delivered out of the Thomas St site are the Prospect Library, Prospect Gallery,
Toy Library, Local History Collections and Digital Hub.
Council therefore needed to undertake an investigation to identify potential alternate sites and
options to house its library services and community programs.
A Council workshop was held on 10 February 2015 to provide Elected Members with an overview of
current services and programs as well as commence discussions about possible future opportunities
for the Prospect Library.
Council engaged Libraries Alive! Pty Ltd (LA!) in May 2015 for the purpose of “evaluating current
services and functions of the Library, the Art Gallery and the Digital Hub located in rented premises at
1 Thomas Street, Nailsworth, plus the provision of professional advice in relations to future
development of the library service”.
LA! met with the Elected Members at the 2 June 2015 Council Workshop where a presentation on the
preliminary report was made. LA1! concluded that the “Thomas Street Centre has outlived its
usefulness as a library and community space”.
LA! presented the following summary of the current Thomas Street facility:
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Reference: Page 18, LA! Report to Council 25 August 2015

Following the 2 June 2015 Council Workshop, LA! was instructed to provide an estimate to Elected
Members as to the potential construction and fitout cost for developing an alternate library site.
Key building requirements per the revised scope was that the design needed to encapsulate a ‘servicebased benchmark’ that would better reflect the broad range of services provided from a wholecommunity facility (rather than using population based benchmark designs factors) and that the
collection size is to increase to 47,000 items (40,000 items at the time) to reflect the increase ten-year
population growth forecasted.
LA! provided Elected Members recommendations at the 25 August 2015 Council Meeting where the
final report was submitted and provided the following 5 recommendations:
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Reference: Page 22, LA! Report: “Library Services to the Future – July 2015
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After considering LA!’s report, Council adopted the following resolution at the 25 August 2015 Council
Meeting:

Council subsequently approved an $8m provision to be included in the Long Term Financial Plan (LTFP)
for the Project.
At its meeting 15 December 2015, Council were provided with details of seven suggested sites where
the Project could be undertaken. These sites were identified and discussed at a Council Workshop
(held on 10 November 2015) with a SWOT analysis (Strengths, Weaknesses, Opportunities and
Threats) undertaken for each option, to further refine the options.
Following completion of the SWOT analysis, four potential sites were shortlisted.
-

Prospect Depot/Tram Barn (Main North Road)
Northpark Shopping Centre (Main North Road)
Prospect Oval Precinct (Main North Road/Wilcox Avenue)
Prospect Civic Centre (Prospect Road)

As a result of information presented to Elected Members at the 15 December 2015 Council Meeting,
the following resolution was adopted:
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From January 2016 – March 2016, Council undertook consultation with the community over its
proposed ‘LibraryPLUS’ concept facility. Council received 503 responses from the consultation
conducted.
Community consultation feedback was used to “refine the community aspirations for a new facility”.
Council’s Manager Library Services presented the “Community Consultation Report – LibraryPLUS
Project: 28 April 2016” which was presented to Elected Members at the Council Meeting held 24 May
2016. The report noted the following:
“City of Prospect’s plan for a new ‘LibraryPLUS’ facility at the end of lease of the Thomas
Street Centre attracted overwhelming positive feedback from the community who
participated in the first consultation phase from January to March 2016. The overall
feeling expressed by those engaged is that a LibraryPLUS facility is essential for the City
of Prospect.
The multi-faceted consultation process which included face-to-face discussions, online
surveys (also available in hard copy) with web site information and fact sheets satisfied
the aims of the community engagement strategy developed for this stage of the project.
A total of 503 responses were received to the survey as a result of various methods of
engagement.”
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Following from the community feedback received, Council resolved the following at the 28 June 2016
Council meeting:

Council’s resolution from its 28 June 2016 meeting narrowed the Project development to two sites,
being:
-

Prospect Civic Centre (Prospect Road)
Tram Barn/Depot Site (Cnr Main North Road and Johns Road)

Council engaged SGS Economics and Planning Pty Ltd (SGS) in 2016 to undertake an economic and
social analysis exercise on the various options available to Council to consider in relocating the library
services. SGS were instructed to appraise the potential sites and to undertake a “market analysis,
consideration of site opportunities and constraints, opportunity cost assessment, staff/operational
impact and financing options”.
SGS completed their assessment and provided a report to Council in December 2016 with the stated
intention that they will provide the necessary information to “empower Councillors and management
to make a decision on the best site for the replacement library and the extent of development on the
site”.
The SGS report did not provide any formal recommendations to Elected Members on a preferred site,
rather it focused on providing a quantification as to the expected community benefit and the
estimated financial cost for each option presented.
SGS provided 9 possible options across both sites for Elected Members to consider. A summary of
those options were as follows in Table 1 below per SGS’s report.
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Table 1: Base Case and Options Framework – SGS Report December 2016

Option

Description

1

Community hub at Main North Road (MNR) + relocation of depot (Base Case)

2

Community hub at MNR + mixed use development + retention of depot at MNR

2a

Community hub at MNR + mixed use development + relocation of depot

3

Community hub at MNR + new Civic Centre at MNR + retention of depot at MNR

4

Community hub at MNR + new civic centre at MNR + mixed use development at MNR +
disposal of Prospect Road site + retention of depot and MNR

4a

Community hub at MNR + new Civic Centre at MNR + mixed use development at MNR
+ disposal of Prospect Rd site + relocation of depot

5

Community hub at Prospect Rd + new Civic Centre at Prospect Rd + retention of depot
+ sale of MNR site

6

Community hub at Prospect Rd + new Civic Centre at Prospect Rd + retention of depot
+ sale of MNR site + mixed use development at Prospect Rd.

6a

Community hub at Prospect Rd + new Civic Centre at Prospect Rd + sale of MNR site +
mixed use development at Prospect Rd + relocation of depot

Council engaged BRM Holdich (BRMH) to commission a report to “analyse and summarise the body of
work undertaken by Prospect with regard to each of the elements above in order to inform a
quantitative assessment to assist Elected Members in determining the preferred site and form of
development”.
The BRMH report was presented to Elected Members at the 24 January 2017 Council Meeting. Based
on the report prepared by BRMH, Council adopted Option 6a presented in Table 1.
Extracts from the report prepared by the Administration for the 24 January 2017 Council Meeting
highlighted the following:
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A Community Reference Group (CRG) was formed at the 20 December 2016 meeting of the Project
Executive Group (PEG). PEG is a specific project group made up of Elected Members, Council
Administration and external contractors involved in the Project. A Terms of Reference was developed
for the CRG which detailed their purpose to be as follows:
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The composition of the CRG is to be made up of various community representatives. Per the Terms of
Reference, the following stakeholders are to be included in the membership of the CRG:

Since its meeting held 24 January 2017, Council have engaged various consultants to provide
information necessary to develop a concept design for the Project for Elected Members to consider.
For the purposes of this Prudential Report, the latest concept design and costings presented to Council
for consideration at the 28 November 2017 meeting have been considered.
A report has been presented to Council at least monthly since January 2017 detailing updates on the
Project at Council Meetings and Workshops where consultant’s findings and recommendations have
been presented.
The total estimated cost of the Project is $17.67m plus additional temporary relocation costs at
$0.39m.
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A capital budget of $14m was adopted in Council’s Long Term Financial Plan (LTFP) which was included
in the Annual Business Plan 2017 – 2018 (2018 ABP). At the 28 November 2017 Council Meeting,
Council’s Administration presented an updated LTFP to incorporate recommended concept design and
required borrowings to fund the construction cost.
Funding for the $17.67m construction cost is outlined in Table 2 below:
Table 2: Project Construction Cost Funding Sources

Council Land/Property Sales

$6.6 million

External Borrowings

$10.91 million

Existing Cash Reserves

$0.16 million

Total

$17.67 Million

A review of the 2018 ABP document noted there was no specific reference to the total cost of the
Project. Reference was only made to the projected spend in FY2018 being $3.5m. The construction
cost of the Project included in the LTFP’s cash flow projections was $14m (FY2018: $3.5m, FY2019:
$10.5m).
The construction cost of the Project has now increased to $17.67m, being an increase of $3.67m since
the 2018 ABP was adopted. Community consultation on the impact of the increased construction cost
and borrowings on the LTFP has not been undertaken.
The updated draft LTFP presented to Elected Members at the 28 November 2017 Council Meeting
reported that Council will continue to meet its key financial targets with the inclusion of updated
construction cost and increased borrowings.
Included in the report prepared by the Administration for the 28 November 2017 Council Meeting,
the following comments were provided in reference to the updated LTFP projections:
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Based on revised modelling prepared by the Council’s Administration, it was concluded that the
additional construction costs and borrowings required to fund the Project will not result in the Council
failing to meet it key performance indicator benchmarks.
Council’s Administration has engaged Bentley Chartered Accountants (Bentleys) to undertake an
independent review and assessment of the accuracy of the LTFP model. This review engagement is
scheduled to be completed in February 2018.
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Notwithstanding that the Prudential Review has yet to be finalised, Council has commenced
proceedings to sell 132-134 Prospect Road and Council Depot facilities (218 Main North Road and 82
Johns Road). The proceeds from the sale of these properties is to be used to offset part of the Project
construction costs.
The sale of the Council Depot site will require Council to secure alternate facilities from which to
operate its Depot operations. As at the time of preparing this Report, Council has yet to secure an
alternate site. Various options are being considered by the Administration however site selection,
relocation costs, ongoing operating costs and impact on existing operations have not been
determined.
The draft LTFP assumes annual Depot rent cost of $45,000 will be incurred to ‘lease’ an alternate
facility and that ongoing annual savings of $25,000 in ‘efficiencies and cost savings’ will be realised
from moving from the existing site.
Upon reviewing the draft LTFP, the $25,000 annual savings modelled have not be quantified and
therefore there is a risk that these savings may not be realised by Council.
The concept designs for the project is the redevelopment of the existing City of Prospect Civic Centre
located at 128 Prospect Road, Prospect. The concept design integrates the existing heritage listed
Town Hall into the redeveloped centre.
The Project has been designated the Community Hub, Library and Innovations Centre (CLIC). The CLIC
consolidates all library and community services from the Thomas Street facility and existing services
provided from the Prospect Road site into one multi-function facility.
The CLIC is a proposed three story development with basement and undercroft parking facilities with
the design integrating the existing Town Hall. The CLIC will be a mixed use facility that will house all of
Council’s Administrative functions, library facilities, community meeting spaces and commercial
tenancy options.
Based on the latest concept designs, the ground floor is proposed to house gallery activities, library
collection and associated services with additional community spaces to be provided on the first floor
alongside Council administration space. The top floor is to house more Council administration space
as well as offer commercial lease space.
The CLIC is estimated to have a total area of 2,500sqm over three levels which incorporates 380sqm
of commercial office space.
Council’s draft LTFP assumes that an annual saving of $160,000 will be achieved by co-locating all
Council services (excluding the Depot) to the new CLIC.
Upon reviewing the draft LTFP, the $160,000 annual modelled savings have not be quantified and
therefore there is a risk that these savings may not be realised by Council.
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Council have engaged JPE Design Studio (JPE) to prepare concept designs for Council to consider that
will accommodate all required services and facilities in the proposed CLIC. Council have also engaged
Rider Levett Bucknall (RLB) to prepare cost estimates for the CLIC based on the JPE concept designs.
Council has engaged Jim Allen & Associates (JAA) to provide external assistance to the Administration
in overseeing the management of the Projects design, procurement and contract administration
through the design and construction phase.
The proposed concept design and cost estimated for the CLIC were presented to Elected Members at
their Council Meeting held on 14 November 2017.
RLB have estimated the construction cost to be $16,186,000 (excluding project management costs)
based on the following exclusions from this cost estimate:
-

Professional fees
Relocation and decanting costs
Land and legal costs
Latent conditions and contaminated ground conditions
Future development site and / or plaza to rear of existing Town Hall
Vine Plaza and prospect Road public realm upgrade
GST

RLB have also excluded the following costs form the Town Hall works:
-

Seismic upgrade
Asbestos removal
Re-roofing
Heritage façade restoration works (suggest $100K PC Sum)
Major acoustic upgrade
Additional Amenities

Included within the $16,186,000 construction cost is a $740,000 provision to undertake a general
refurbishment works in the Town Hall.
For the purposes of this Prudential Review, the Project construction cost of $17.67m ($16.19m
construction cost plus $1.48m project management costs) has been applied.
Given the above excluded costs, once detailed concept designs have been developed and detailed
costs have been prepared based on those designs, any additional costs are to be captured in the
information presented to Elected Members.
Should there be design changes this may also result in additional costs being incurred which will need
to be also factored/funded.
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Council must ensure that the design and quality of the facilities will meet today’s service standards
expected by the community , as well as ensure that the design will meet the minimum 30 year life
expectancy of the facility within the $17.67m construction cost estimate set for the Project.
Once Council has endorsed a design for the Project (subject to Council endorsing the Project to
proceed), a Development Application will need to be prepared.
Key Development Application requirements such as traffic impact reviews and public consultation on
the design of the facility may further be required.
Subject to the Development Application being successful, it is expected that an open tender process
for selecting the successful builder will need to be completed by in early 2018 to ensure that
construction of the CLIC can be completed by August 2019 which is the deadline for moving out of the
Thomas Street site.
Council’s CLIC Project Lead Officer has prepared an initial Project Risk Register which was presented
to the PEG meeting on 5 December 2017. Given more work has been completed by external
consultants since the Risk Register was developed, further updates should be made to the register and
presented to Elected Members and the PEG when information is known or further risks identified
during the course of the Project.
A detailed Prudential Report has been prepared that addresses the key requirements of Section 48 of
the Act for Elected Members and the Council Administration’s consideration.
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Prudential Report – Introduction
1.1 Prudential Issues
1.1.1

This report has been prepared in accordance with the requirements of Section 48 of
the Local Government Act 1999 (the Act).

1.1.2

As at the time of preparing this Report, Council was in the process of updating its
Prudential Management Policy to present to Council for adoption.

1.1.3

The Project meets the criteria necessary for Council to have a Prudential Report
prepared, given that the total project cost is projected to exceed $4 million.

1.1.4

John Jovicevic, Partner, Dean Newbery & Partners was engaged by Council to prepare
the Section 48 Prudential Report.

1.1.5

I have relied on the financial and technical information presented by Council’s
Administration and reports provided by external consultants engaged by the Council.

1.1.6

I have not undertaken due diligence work as to the financial or technical standing of
the information presented for the purposes of preparing this Prudential Report.

1.1.7

A draft of this report has been provided to Council’s Administration prior to being
formally issued, to verify all facts and assumptions are accurate per information
supplied for the purposes of preparing the Prudential Report.

1.1.8

It is my understanding that Council’s Director Community & Planning is preparing a
report (Administration’s Report) to be presented to Council. This report should be
read in conjunction with this Prudential Report that outlines work carried out by the
Administration to address information contained in this Prudential Report for Elected
Members consideration.

1.1.9

The Prudential issues required to be addressed in this report per Section 48 of the Act
are:
(a)

the relationship between the project and relevant strategic management
plans;

(b)

the objectives of the Development Plan in the area where the project is to
occur;

(c)

the expected contribution of the project to the economic development of the
local area, the impact that the project may have on businesses carried on in
the proximity and, if appropriate, how the project should be established in a
way that ensures fair competition in the market place;

(d)

the level of consultation with the local community, including contact with
persons who may be affected by the project and the representations that
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have been made by them, and the means by which the community can
influence or contribute to the project or its outcomes;
(e)

if the project is intended to produce revenue, revenue projections and
potential financial risks;

(f)

the recurrent and whole-of-life costs associated with the project including
any costs arising out of proposed financial arrangements;

(g)

the financial viability of the project, and the short and longer term estimated
net effect of the project on the financial position of the council;

(h)

any risks associated with the project, and the steps that can be taken to
manage, reduce or eliminate those risks (including by the provision of
periodic reports to the chief executive officer and to the council);

(i)

the most appropriate mechanisms or arrangements for carrying out the
project.

(j)

if the project involves the sale or disposition of land, the valuation of the
land by a qualified valuer under the Land Valuers Act 1994.
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2 Relationship Between the Project and Relevant Strategic Management
Plans
2.1 Strategic Management Plans
2.1.1

Council is required per Section 122 of the Act to develop and adopt Strategic
Management Plans.

2.1.2

With relevance to this Project, Council’s Strategic Management Plans are required to
address the following matters:
2.1.2.1

Identify the principal activities that the council intends to undertake to
achieve its objectives (Section 122(1)(b)).

2.1.2.2

Council’s Strategic Management Plans are required to address strategic
planning issues within the area of the council, with particular reference to
(and in a manner consistent with) the Planning Strategy and set out the
council’s priorities for the implementation of planning policies (Section
122(2)(a)).

2.2 City of Prospect Long Term Financial Plan 2018 - 2027
2.2.1

The Council’s Administration has adopted the LTFP for the period FY2018 – FY2027 as
part of the 2018 ABP and Budget process.

2.2.2

Council undertook public consultation of the FY2018 Budget and LTFP with the
Project included in the document.

2.2.3

Within the 2018 ABP, the following reference is included regarding the Project:

27 | P a g e

City of Prospect
Community Hub, Library & Innovation Centre Project
(CLIC)
Section 48 Prudential Report

2.2.4

The LTFP projects the key financial performance indicators and targets for the period
FY2018 to FY2027 in accordance with the requirement of Section 122 of the Act.

2.2.5

Included in the financial estimates contained within the adopted LTFP is the
development of the CLIC at a total construction cost of $14 million.

2.2.6

Specific reference to the amount projected to be spent on the Project within the ABP
was not referenced beyond FY2018 which noted that $3.5m would be spent.
Additional capital works were included in LTFP capital expense projections however
no further mention of the financial contribution required by Council was made.

2.2.7

The 2018 ABP references the CLIC web site so users can be directed where to find
additional information should they wish about the project.

2.2.8

Given the change in scope and construction cost for the CLIC since the 2018 ABP and
LTFP were adopted, an updated draft LTFP incorporating the latest financial
information on the Project has been completed by the Council Administration. The
updated draft LTFP was presented to Elected Members at their 14 November 2017
Council Meeting.

2.2.9

The estimated construction cost of $17.67m has now been included in the draft LTFP.
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2.2.10

Increased borrowings of $2.25m required to fund construction costs have also now
been reflected in the draft LTFP.

2.2.11

The Project is in line with the strategic objectives detailed in Council’s draft LTFP.

2.2.12

Feedback received from community consultation on the revised scope of the
Project as included in the draft LTFP will need to be considered by Elected Members
when considering whether to proceed with the Project.

2.2.13

It was noted that Council’s Infrastructure & Asset Management Plan (IAMP) could not
be found on the Council’s web site. Upon investigating this matter with the Council’s
Administration, it was reported that the IAMP was retracted during the 2018 ABP
adoption process and it is being updated as at the time of preparing this Report. As
advised by Council’s Administration, the IAMP is expected to be presented to Council
in early 2018 for readoption. Council should ensure that this matter is addressed as a
matter of high priority to ensure compliance with the requirements under the Act.

2.3 Strategic Plan to 2020 (Strategic Plan)
2.3.1

In line with reports prepared for the Council relating to the Project, Council’s
Administration have summarised the following links between the Project and
Council’s Strategic Plan:
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Reference: Item 15.2 – Project Update – Community Hub, Library & Innovation Centre (CLIC) report – 28
November 2017 Council Meeting Agenda
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2.3.2

The Project is in line with the strategic objectives detailed with the Strategic Plan.
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3 Objectives of the Development Plan in the Area where the Project is to
Occur
3.1 Development Approval
3.1.1

The development site is located at 128 Prospect Road, and situated within the Council
zone. The proposed site is the current Council Civic Centre.

3.1.2

Council’s CLIC Project Lead officer has advised that the Council’s Administration has
assessed that a Development Application for the site would be categorised as a
Category 2 Development which will require public notification.

3.1.3

Council has engaged JPE and JAA to assist with preparing the Development
Application. Council’s Administration will undertake the initial assessment and
prepare the necessary reports to be submitted to Council’s Development Assessment
Panel (DAP).

3.1.4

Should there be any variations to the scope of the Project or additional projects to be
carried out in the Project’s precinct, would be subject to separate potential
Development Assessments and deliberation by Council.

3.1.5

Council’s Administration have advised that further work may be required to
undertake a traffic impact review for the Project which will be included as part of the
Development Application process.

3.1.6

As at the time of preparing this Prudential Report, a Development Application has not
been completed for the Project. A Development Application will need to be prepared,
submitted and approved prior to the construction phase of the Project can
commence.

3.1.7

As part of the risk assessment completed by the Council’s Administration for this
Project, there is an assessed ‘Unlikely’ risk rating (Risk Number 20) recorded against
the risk that the ‘There is a risk that the design of the new facility does not meet
planning policy, resulting in delays in achieving development approval (or negative
community sentiment if approved)’.

3.1.8

Should Risk 20 actually be realised, the Council’s Administration have rated the
consequence of the risk as being ‘Catastrophic’ to the Project and therefore,
appropriate mitigating controls must be operating at all times to ensure this risk is
appropriately managed.

3.1.9

Given Council have engaged external consultants to assist with the design
development and Development Application process, the Council’s assessed risk for
this aspect of the Project is deemed appropriate.
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3.2 Development Approval – Consenting Authority
3.2.1

Council has obtained a ruling on 27 February 2017 from the Minister for Planning
advising that the City of Prospect Development Assessment Panel is the relevant
authority for the development application.
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4 The Expected Contribution of the Project to the Economic Development of
the Local Area, the Impact that the Project may have on Businesses Carried
on in Proximity and if Appropriate, how the Project should be established in
a way that Ensures Fair Competition in the Market Place
4.1 Contribution of the Project to Economic Development
4.1.1

The main objective of the Project is to delivery of community services, library facilities
and provide accommodation for Council’s administrative services.

4.1.2

The total Project construction cost is estimated by Council’s Administration to cost
$17.67m (excluding temporary relocation costs).

4.1.3

Capital works is to be predominantly undertaken by external contractors, engaged
and contract managed by Council’s Administration.

4.1.4

The Project is expected to generate economic and employment multiplier benefits to
the broader economy during the construction phase of the Project.

4.1.5

Based on the Project’s capital expenditure estimate, together with estimates of
potential employment benefits with other similar sized projects, it is estimated that
between 150 – 200 jobs will be created/sustained during the construction phase.

4.1.6

As at the time of preparing this Prudential Report, the Administration were
undertaking an assessment of staff resource needs across all the operations of the
facility to address future staffing level requirements. This will be highly dependent on
the final design and services that will offered from the facility (e.g. operating hours or
community facilities and programs).

4.1.7

The Project is not expected to provide any further short to medium term employment
opportunities within the Council.

4.1.8

As the final design of the Project has not been completed nor has expression of
interests been sought from the market to lease the available commercial lettable
area, an assessment of the estimated economic impact with the addition/relocation
of additional commercial operators within the precinct has not been considered as
part of this Prudential Report.

4.1.9

Within the design of the Project, consideration will need to be made by Council as
to the extent of commercial lettable area it is expecting to provide and what the
level of demand will be for this opportunity by private businesses in the precinct.

4.1.10

Advice sought from Knight Frank Australia (KFA) in November 2017 noted that the
availability of 380sqm of new office space in Prospect would “be well received and
that the space would be leased to quality local professional businesses”.
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4.1.11

KFA also importantly noted that “further design work needs to be undertaken on the
lift/ entrance foyer as the private tenants will not want to enter their office space via
the library and afterhours security will need to be provided”.

4.1.12

Any commercial lease agreement should be based on commercial market rates and
terms relative to the local area.

4.2 Impact that the Project may have on Business Carried on in Proximity
4.2.1

The projected operating revenue from leasing the commercial space have been
included in the draft LTFP.

4.2.2

The development of the Project will result in the delivery of a modern, accessible
community library and Civic centre that will offer high quality community meeting
spaces, library services and Council Administration facilities.

4.2.3

The commercial space available for lease may have an impact on other privately
operated commercial office property owners operating within the area.

4.2.4

The potential introduction of the commercial office space may result in either existing
businesses operating within the region relocating to the CLIC or the Council
competing with existing vacant sites for new tenants entering the Prospect region.

4.3 How the Project should be Established in a way that Ensures Fair Competition in the Market
Place
4.3.1

Given the issue raised in 4.2.4 above, Council must consider the principles of
competitive neutrality under the Government Business Enterprises (Competition) Act
1996 in deciding whether to operate a commercial office facility which may be in
direct competition with private operators.

4.3.2

As stated in Section 4 of the Statement on the Application of Competition Principles
to Local Government Under Competition Principles Agreement (the Agreement), ‘The
objective of competitive neutrality is to eliminate those competitive advantages,
either by the removal of the advantage or by applying some surrogate which
neutralises the advantage (e.g. a tax equivalent regime, debt guarantees fee)’.

4.3.3

A business activity under the Agreement is defined as follows (extract direct from the
Agreement) :
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4.3.4

The Agreement also the stipulates the following with respect to the categorisation of
‘significant’ business activities (extract direct from the Agreement):

4.3.5

The Project therefore may be constituted as a Category 2 ‘significant business
undertaking’ and accordingly there is an obligation of Council to consider whether
there are any competitive neutrality principles to be factored into the operations of
the Centre.
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4.3.6

The application of competitive neutrality principles is designed at ensuring significant
business undertakings of publicly owned entities (e.g. Councils) compete fairly in the
market with private sector operators.

4.3.7

To ensure competitive neutrality issues are addressed, Council must ensure that any
commercial tenants are charged a commercial market rate and on normal
commercial terms.

4.3.8

Council’s draft LTFP factors in revenue projections based on market rates provided by
KFA.

4.3.9

Council must consider whether competitive neutrality principles will need to be
applied and ensure it has appropriate systems to identify costs associated with the
operations so as to be able to assess whether there is any benefit associated with
the proposed activities as result of public ownership.
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5 The Level of Consultation with the Local Community, Including Contact with
Persons who may be Affected by the Project and the Representations that
have been Made by them, and the Means by which the Community can
Influence or Contribute to the Project or its Outcomes
5.1 Community Consultation – 2018 ABP
5.1.1

The Project was included as part of the 2018 ABP documents and financial projections
included in the LTFP attached the draft FY2018 Council Budget.

5.1.2

Council endorsed the public consultation process at its meeting held on 9 May 2017.
Public consultation concluded on 6 June 2017.

5.1.3

The following community consultation strategy was endorsed by Council:
Reference: Item 3.1: Draft Annual Business Plan and Budget 2017 -2018 Report – 9 May 2017 Council
Meeting Agenda Papers

5.1.4

Council’s 2018 ABP and LTFP incorporated the original estimated $14m capital
(construction) expenditure projected commence in FY2018 and concluded in FY2019.

5.1.5

Council’s Audit Committee reviewed the draft LTFP and 2018 ABP at its 13 June 2017
meeting.

5.1.6

Given the Project has increase in expected cost since the 2018 ABP and LTFP was
consulted with the community, an update to the LTFP has been undertaken and
presented to Council at the 14 November 2017 Council Meeting with the updated
Project cost estimates and required borrowings included.
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5.1.7

Council established the CLIC CRG in December 2016. The CFG comprises of members
who represent a wide group of community stakeholders within the Council region.

5.1.8

On 25 October 2017, the CFG met to consider presentations on the concept design
and costings associated with the Project based on a $16.19m build (excluding project
management and temporary relocation costs).

5.1.9

As a result of the CRG considering the revised Project scope, design and cost, the
Council’s Administration noted in their report presented at the 14 November 2017
Council Meeting that within the CRG, “There was general agreement that the
projected cost is a good balance between aspiration and affordability”.

5.1.10

Council have not at this stage of the Project undertaken specific public consultation
outside of the CRG regarding the revised costs estimates for the Project. Further
consultation with the local community may be required by Council if it deems that
insufficient consultation has been undertaken on the revised Project cost estimate.

5.1.11

Further consultation over Council’s Infrastructure and Asset Management Plan
(IAMP) may also be deemed necessary given the CLIC will be the highest value single
asset being managed by the Council. Given the material impact the IAMP has on the
LTFP, consultation over the IAMP may also be deemed required to ensure that
community service standards will/are being met.

5.1.12

Council has held multiple Workshops and Council Meetings where the public have
access to attend to hear briefings on the Project as well as afforded opportunities to
provide feedback on the Project since the 2018 ABP was adopted.

5.1.13

Per Council’s Community Engagement and Consultation Policy, the project would be
classed as a Level 3 ‘Subject Matter” and deemed a “Major Project”. Accordingly, the
Policy considers the following techniques are required with respect to consultation
on a Level 3 Subject Matter:
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5.1.14

From the above list of activities noted per the Policy, the Council has undertaken the
following consultation on the Project:
5.1.14.1

Developed a standalone web site reference to advertise Project
information and allow ease of access to Project documentation
being considered by Council. Ability to provide feedback
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directly to Council on any views, concerns or queries relating to
the Project should the public wish.
5.1.14.2

Undertaken regular Workshops where the project has been
discussed and provided access to the community to attend to
be informed and provide feedback should they wish.

5.1.14.3

Provided on-line video recordings of Council Meetings
accessible via Council’s web site that enable the public to watch
and listen to Elected Members deliberate on information
presented for the Project.

5.1.14.4

Established a Community Reference Group (CRG) consisting of
14 members of the local community. Meetings are open to the
public and feedback from the meetings are provided to the
Administration and Elected Members.

5.2 Community Consultation – CLIC Web Site
5.2.1

Council developed a standalone web site for the public to be kept informed about the
Project, access key documents and allow access to submit feedback directly to
Council. The web page is connected to the main web site of the Council. The web site
is an ‘engagement hub’ for Council to report directly on the Project. It can be accessed
via the following link: www.cityofprospect.engagementhub.com.au

5.2.2

Feedback received via the web site is provided to all key stakeholders involved in the
Project including the Council Chief Executive Officer, PEG, CRG and Elected Members.

5.2.3

The interactive nature of the web site which is dedicated solely to the Project enables
real time consultation with the community on all Project developments as they occur
as well as provide ease of access to any interested parties to access key documents
and information on the Project.

5.2.4

It was noted that as at the time of preparing this Report, the web site needs to be
updated given key information had not been uploaded since approximately October
2017.

5.3 Community Consultation – LibraryPLUS Project
5.3.1

At the 24 May 2016 Council Meeting, Council’s Manager Library Services presented a
report that outlined the feedback received from community consultation undertaken
on the LibraryPLUS concept project.

5.3.2

The consultation was undertaken between January – March 2016. Council received
503 responses providing feedback on the communities aspirations for a new library
facility.

5.3.3

The outcomes and responses received from this community consultation process was
used to further refine the communities aspirations in a new facility.
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5.3.4

As a result of community consultation process, Council’s Manager Library Services
highlighted the following outcomes from the community consultation process in their
report submitted to Council at the 24 May 2016 Council Meeting.
Reference: Item 15.2: LibraryPLUIS – Consultation Feedback and Library Tour Notes: 24 May 2016
Council Meeting Agenda Papers
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5.3.5

87% of respondents accessed or visited the Council’s library services which
demonstrated the high demand for these services by respondents.

5.3.6

Respondents also expressed a recommendation for opening hours to be extended
which is a matter for the Elected Members to take into account when considering
design options and ongoing running costs of the CLIC.

5.3.7

Elected Members and Council Administration undertook site visits and tours to
various locations to review other facilities to better understand what services are
offered, layout and service delivery options and costs involved with the construction
of various different types of facilities.

5.3.8

A library tour was also undertaken by Elected Members and Council staff to tour four
metropolitan libraries on 2 February 2016. The following facilities were visited:
5.3.8.1 Walkerville Library (Town of Walkerville)
5.3.8.2 St Peters Library (City of Norwood, Payneham & St Peters)
5.3.8.3 City Library (City of Adelaide)
5.3.8.4 Cove Civic Centre – Hallet Cove (City of Marion)

5.3.9

Elected Members and staff also toured the following library facilities in Melbourne,
Victoria on 29 February 2016:
5.3.9.1

Melton Library & Learning Hub (Melton City Council)

5.3.9.2

Braybrook Community Hub (Maribyrnong City Council)

5.3.9.3

Library @ the Dock (City of Melbourne)
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5.3.10

5.3.11

5.3.9.4

Melbourne City Library (City of Melbourne)

5.3.9.5

Kathleen Syme Library & Community Centre (City of
Melbourne)

Elected Members and staff attended a tour of the following sites and Adelaide
metropolitan libraries on 19 April 2016:
5.3.10.1

Civic Centre, Prospect Oval precinct and depot site (City of
Propsect)

5.3.10.2

Strathalbyn Library (Alexandrina Council)

5.3.10.3

Coventry (Stirling) Library (Adelaide Hills Council)

5.3.10.4

Burnside Library (City of Burnside)

5.3.10.5

Campbelltown Library (City of Campbelltown)

As a result of work undertaken for the LibraryPLUS exercise, the feedback received
from community consultation provided the basis for further refining the community
aspirations in a new library facility. The engagement of the Elected Members and
Administration in undertaking reviews of other sites to gain an appreciation of other
alternate facilities already operating provided insight into the potential opportunities
and challenges that Council could face in developing a new site.
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6 If the Project is Intended to Produce Revenue, Revenue Projections and
Potential Financial Risks
6.1 Revenue Projections from the Project
6.1.1

The development of the Project will create opportunities to generate revenues from
the following activities:
6.1.1.1

Commercial Lease Fees

6.1.1.2

Sale of 132 – 134 Prospect Road, Prospect

6.1.1.3

Sale of 218 Main North Road & 82 Johns Road, Prospect

6.1.2

Other revenues in the form of Hall Hire and booking fees for available community
spaces within the CLIC and Town Hall have not been considered given the assumption
that these are not ‘new’ forms of revenue to be generated.

6.1.3

Per Council’s draft LTFP, it is estimated that the commercial lease fee will be $120,000
per annum commencing from FY2021.

6.1.4

The commercial lease fee is based on an estimated $315sqm lease fee which is in line
with estimated provided by KFA in November 2017 as to a market rate rent for the
precinct.

6.1.5

In reviewing the draft LTFP, it was identified that revenues from the potential
recovery of ‘outgoing’ expenses relating to the commercial tenancy have not been
factored into the draft LTFP. As at the time of preparing this Report, the
Administration have not undertaken an assessment to determine what costs would
potentially be recoverable nor the financial value.

6.1.6

A review of the draft LTFP also identified that no increase in Rates income has been
projected as a result of the sale of properties noted in 6.1.1.2 and 6.1.1.3. An
assessment of potential Rates income to be charged has not been done by the
Administration as at the time of preparing this Report.

6.1.7

Commercial lease revenue assumptions in the draft LTFP assume 100% occupancy
of the facility at the commencement of FY2021.

6.1.8

Settlement of both property sales is also assumed to occur in FY2019 and
accordingly, any delay in settlement may result in additional short-term funding
requirements to meet any Project costs.

6.1.9

As at the time of preparing this Report, Council had not been granted permission
by the Minister for Local Government to revoke the Community Land designation
recorded on a title at the Main North Road site. Prior to being able to settle on this
property, should Council wish to proceed with the sale, it will need to have this
designation revoked.
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6.1.10

Ongoing monitoring of the key assumptions and estimates included in the draft LTFP
projects should be regularly undertaken through future updates to any Project
financial modelling and in future updates of the Council’s LTFP and Budget process.

6.2 Potential Financial Risks
6.2.1

In December 2017, Council’s Administration finalised a review of identified financial
risks for the Project. Given the early planning stages of the project, the risk
assessment completed focus was primarily on the design and construction of the
Project.

6.2.2

Council’s risk assessment has recorded a risk rating of “High” regarding the potential
risk that Project cost projections are not accurate and the negative impact this has on
the draft LTFP. An extract from the Risk Register documents the following risk:

6.2.3

This demonstrates the importance of ensuring that Council has sound established
practices prior to going out to tender for detailed design development,
procurement and contract management practices to minimise the risk of cost
variations and blow outs.

6.2.4

Risks relating to outstanding matters noted in this Prudential Report need to be
considered and factored into future updates to Council’s Risk Register. In particular,
risks relating to financial aspects of the Project should be further considered:
6.2.4.1 Relocation and operations of Depot operations from an alternate
site.
6.2.4.2 Accuracy in costs relating to the temporary relocation of all Council
staff and operations during construction phase.
6.2.4.3 Unquantified savings included in the draft LTFP relating to colocation of Civic Centre and relocation of Depot operations not
being realised
6.2.4.4 Project management costs are higher than the 9% cost of capital
rate estimated. Project management costs are calculated based on
a ‘rate on the total capital cost’. Should either the rate applied (9%)
or the total construction cost ($16.19 million) change, this will
affect the total estimated Project Management Costs charged to
the Project.
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6.2.5

The potential inherent High financial risks associated with the Project can be
summarised as follows:
6.2.5.1 Higher capital expenditure incurred during construction phase that
results in higher level of funding (e.g. either by external borrowings,
utilising existing cash reserves or a combination of both). This will
lead to high borrowings costs or lower rates of return on cash
reserves invested as well as higher future depreciation charges to be
funded through the annual budgetary process.
6.2.5.2 Interest rates are higher than projected resulting in higher
borrowing costs.
6.2.5.3 Revenue projections are below forecast.
6.2.5.4 Operating costs exceed projected budget.
6.2.5.5 Design issues with the facility lead to the need make further
modifications (i.e. obsolescence of facility earlier than expected).
6.2.5.6 Omission of costs not identified in cost estimates of the LTFP that
require to be funded.

6.2.6

Council has effective internal controls over the management of its Budget and strategic
management plans and accordingly, appropriate mitigation controls in place to monitor
financial risks associated with the Project.

6.2.7

As noted in 6.1.10, ongoing monitoring and review of all estimates and assumptions applied
for the Project must be regularly monitored and any adverse matters addressed in a timely
manner through the ongoing Budget review and update to Council’s LTFP processes.
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7 The Recurrent and Whole-of-Life Costs Associated with the Project Including
and Costs Arising Out of Proposed Financial Arrangements
7.1 Financial Overview
7.1.1

Council will own and maintain all assets constructed as part of the Project.

7.1.2

To fund the Project, the Administration reported at the 14 November 2017 Council
Meeting a forecasted one-off increase in Rates of 0.9% to 3.65% plus Growth (up from
2.75%). This represents a 0.9% increase in Rates above the LTFP target range of 2.75%
plus Growth.

7.1.3

From FY2020 onwards, Council’s Administration reported that they have forecasted
Rates income increases to return back to resume at annual 2.75% plus Growth
increases.

7.1.4

The one-off forecasted increase in Rates in FY2019 will result in a ‘base line’ increase
in Rates income that will flow into Year 2 -10 of the LTFP in perpetuity and become a
permanent Rates increase.

7.1.5

A review of the key assumptions included in the draft LTFP model revealed the
following assumptions have been applied as per Table 3 below.
Table 3: Draft LTFP Key Assumptions – Forecasted Growth and CPI Data

Financial
Year

Forecasted
Rate of Growth
(%)

Forecasted CPI
(%)

($)

Projected
Increase in
Rates Income
(%)

Projected Rates
Income

2018

3.75

0.9

19,993m

-

2019

4.65

1.3

20,923m

4.65

2020

3.75

1.6

21,708m

3.75

2021

3.75

1.9

22,522m

3.75

2022

3.75

2.3

23,367m

3.75

2023

3.75

2.5

24,243m

3.75

2024

3.75

2.6

25,152m

3.75

2025

3.75

2.8

26,095m

3.75

2026

3.75

2.9

27,074m

3.75

2027

3.75

3.0

28,089m

3.75
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7.1.6

Council’s Administration have engaged Bentley Chartered Accountants to undertake
a review of all the draft LTFP model to test that all key assumption sand estimates
have been correctly reflected in the draft LTFP. This work is expected to be completed
by February 2018 with all findings are to be reported to Council’s Audit Committee
and Elected Members.

7.1.7

RLB have estimated the total construction cost of the Project to be $16.19m. That
estimate does not include project management costs which are estimated to be 9%
of the construction cost.

7.1.8

For the purposes of this Prudential Report, a total capital construction cost of
$17.67m has been factored, which is consistent with the total estimated construction
cost per the draft LTFP.

7.1.9

Given Council’s lease on the Thomas Street Library is due to expire in August 2019,
the anticipated deadline to have the construction of the CLIC completed is to coincide
with the lease expiring.

7.1.10

Council’s Administration will need to ensure that the final design of the CLIC and
any ancillary capital works required to construct the facility fits within the allocated
Project budget of $17.67m.

7.1.11

RLB have included a $395,000 (or 2.5%) allowance in the construction cost for
potential future movement in construction costs assuming completion in “Mid 2019”.

7.1.12

RLB have included a $900,000 allowance for “Loose Furniture and Fittings” and for
“Active ICT / AV / Telephony” costs within the construction cost.

7.1.13

The Administration has yet to undertake an assessment of what works are required
for fit-out the CLIC and equipment required to house the Administration, library and
other services. These costs will need to be identified before the detailed design has
been completed to enable a cost estimate to be prepared and included in the LTFP.
The draft LTFP currently does not allow for any additional CLIC fit-out costs.

7.1.14

Cost estimates provided by RLB have been as of 9 November 2017 and presented to
Council in Attachment 20 within the 14 November 2017 Council Agenda papers.

7.1.15

In noting the cost estimates and assumptions provided by RLB, Council’s
Administration will need to consider the method of procurement for the different
elements of the Project (e.g. one contract awarded for the entire construction or
separate contracts for different elements).

7.1.16

Depending on the method of procurement, this could also have impacts on the
financial risks and outcomes of the Project compared to the assumptions applied by
RLB in their construction cost estimate.

7.1.17

Council has engaged JAA to “lead the design and documentation of building (in
consultation with Council), and subsequently manage the building’s construction
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through completion and delivery, including all components of the tendering process
and contract administration”.
7.1.18

In discussions with Council’s Manager Financial Services, JAA’s costs are factored in
the Project Management costs estimated for the Project.

7.1.19

Costs associated with the engagement of JAA and JPE have not been factored into
the RLB estimates and accordingly, Council’s Administration must ensure that
sufficient budget allocation has been included in relevant financial years for JPE’s
ongoing services.

7.1.20

Council also has not made any financial provisions for potential site contamination
issues that may arise. Should any contaminations be identified on the site, this may
result in further costs to the Project to be funded.

7.2 Funding Capital Construction Costs
7.2.1

Per the draft LTFP, the funding for the capital cost of the Project is expected primarily
to be met through the utilisation of external borrowings and sale of existing Council
properties.

7.2.2

A summary of the capital construction cost funding included in the draft LTFP is
summarised in Table 4.
Table 4: Summary Sources Funding – Capital Construction Costs

Source of Funding

Estimated Financial Contribution
($)

Sale of Council Properties

$6.60m

External Loan Borrowings

10.907m

Existing Cash Reserves

$0.163m

Total Capital Construction Cost

$17.67m

7.2.3

Council’s draft LTFP includes additional borrowings of $10.907m to be drawn down
to fund the capital construction cost.

7.2.4

Council will also need to successfully dispose the Main North Road and Prospect Road
properties for a minimum net $6.6m (combined).

7.2.5

Any increase in the Project’s costs could see increased requirement for future
borrowings or potential rate increases and accordingly, potentially adversely
impacting future funding requirements of Council.
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7.3 Cost of Financial Arrangements – External Borrowings
7.3.1

The following key estimates and assumptions regarding external borrowings have
been included in the draft LTFP:
7.3.1.1 Funds to be sourced from the Local Government Finance Authority of South
Australia (LGFA).
7.3.1.2 Fixed interest rate of 4.4%.
7.3.1.3 Repayment of loan over a 15 year period.
7.3.1.4 Loan instalments paid on six monthly repayment frequency.

7.3.2

Over a 15 year fixed loan period, the total interest payable on the required
borrowings amounts to approximately $3.378m.

7.3.3

There is a risk that future Council Rate increases may be required to be greater than
the forecasted amount per Council’s LTFP, should interest rates on borrowings be
greater than the projected 4.4% as at the time of drawing down on the required
funds.

7.3.4

Council’s draft LTFP also forecasts additional $1.9m in external borrowings in FY2021
(Year 4) which is not tied to any specific Project. Borrowings appear to be required to
partly fund capital renewal costs for that year. An assumption in the draft LTFP is that
interest rates will remain at 4.4% in FY2021.

7.3.5

Should interest rates increase (which there is a real chance they will not remain at
the rate estimated), this may result in additional interest costs that will need to be
funded.

7.3.6

A risk has been identified in 7.1 where should the construction cost of the Project
exceed the estimated costs or additional costs incurred for variations to the Project
scope, there may be a requirement to increase the level of borrowings required,
which would potentially require higher than expected rate increases.

7.3.7

To mitigate and monitor risks identified, regular updates (recommended to be
undertaken annually) of Council’s LTFP should be undertaken by Council’s finance
staff, to factor any movements in market conditions or changes in the timing of the
expected scope of works.

7.3.8

Regular updates to Council’s LTFP will ensure that Council is made aware of any
changes in the key assumptions and estimates relating to the funding requirements
for the Project.

7.4 Whole-of-Life Costs Associated with the Project
7.4.1

The recurrent operating cost (including depreciation of the new facility, plant and
equipment) have been included in Council’s LTFP for the 10 year period – not being
the required ‘whole of life period’ for the Project.
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7.4.2

Updated whole-of-life costs based on the revised capital cost for the entire Project
have not been prepared by the Administration as at the time of preparing this
Prudential Report. Key building materials, plant, equipment and IT infrastructure will
need to be replaced or upgraded in a future period outside the 10 year period of the
current LTFP.

7.4.3

The future funding and replacement of the equipment and structures is a matter that
should be noted by Council for this Project and factored into future updates of the
Council’s IAMP.

7.4.4

Given the projected long life span of the assets being constructed, the required
services and amenities at the site in potentially 30 years’ time may well be
significantly different than that of today.

7.4.5

Appropriate planning in the concept design phase of the Project (currently being
undertaken by the Administration) to factor in design options that allow for
potential modifications and/or expansion of the services is recommended to
maximise the utility of the site and Council’s investment in the Project (e.g. design
that compliments the ability to reconfigure the internal space used, make
modifications to the internal fitout of the facility, modify traffic flow in and around
the CLIC, etc.).

7.4.6

The Project’s capital costs and on-going operating costs for the first ten years of the
Project have been included in Council’s LTFP.

7.4.7

Council’s Administration have estimated that an annual operating savings of
$160,000 per annum will be made as a result of the CLIC development. As previously
noted within this Report, specific cost savings have not been identified in the draft
LTFP and therefore remain unquantified and as such unrealised.

7.4.8

Council’s Administration have estimated that an annual operating savings of $25,000
per annum will be made as a result of relocating depot operations. As previously
noted within this Report, specific cost savings have not been identified in the draft
LTFP and therefore remain unquantified and as such unrealised.

7.4.9

Building running costs for power, water, maintenance, security, etc. have all
assumed to remain the same as currently being incurred at the current Prospect
Civic Centre. The Administration have not undertaken an assessment as to what
potential additional running costs would be for the facility given the concept design
has only been presented in November 2017.

7.4.10

As noted in 5.6.3, community consultation undertaken on the LibraryPLUS concept
identified a desire by respondents for the opening hours to be extended and
accordingly, should opening hours be extended beyond what is currently be offered,
this may result in additional running costs for the CLIC in the form of labour costs and
building running/maintenance costs. These costs have not been factored into the
draft LTFP.
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7.4.11

Further work is required to investigate and estimate ongoing daily running costs of
the CLIC which will be highly dependent on factors such as the final design and
expected operating hours which remain unknown as at the time of preparing this
Report.

7.4.12

Annual depreciation charges equal to 3.1% on cost of construction have been
factored into the draft LTFP.

7.4.13

No additional allowance for annual maintenance costs has been factored into the
annual operating costs.

7.4.14

Council must consider that in undertaking the Project, there may be an expectation
that one day the facilities will need to be replaced at the end of life and Council will
need to fund the replacement of the facilities should it wish to remain in the same
location.

7.4.15

Key assumption in the above estimated whole-of-life costs is that depreciation
charged at a rate of 3.1% or approximate 32 year life basis for all assets. Practically,
some components of the Project will have a life less than 30 years (e.g. AV equipment,
some internal fitout materials, etc.) and therefore this will need to be replaced and
will add to the above estimated ‘whole-of-life cost’.

7.4.16

I have assumed for the purposes of this Prudential Report that all assets are
recognised on a Depreciated Replacement Cost (DRC) basis for Australian Accounting
Standard treatment purposes and depreciated on a straight-line method basis.

7.4.17

As advised by Council’s Finance Department, Building assets are to be recognised as
‘Level 3’ assets for valuation purposes under Australian Accounting Standard (AASB)
13 Fair Value Measurement.

7.4.18

Given the Project is not intended to make a profit and Council will annually be
required to fund the operating costs associated with running the CLIC, ongoing
monitoring over the CLIC’s running costs is required to mitigate the risk of Council
incurring greater costs than projected that are currently not funded in the draft
LTFP.
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8 The Financial Viability of the Project, and the Short and Long Term
Estimated Net Effect of the Project on the Financial Position of Council
8.1 Financial Viability of the Project
8.1.1

Given that the Project is a ‘not-for-profit’ undertaking, this requirement is not
applicable for the Project.

8.1.2

As highlighted in Section 7 above, given the whole-of-life consideration of the Project,
the life of the majority of assets is estimated to be at least 30 years. There will be
ongoing costs to Council that will eventually need to be funded beyond the 10 year
(prescribed) life of the LTFP.

8.1.3

Future updates to the LTFP should reflect the ongoing costs of the Project, so future
funding requirements (both capital and operating) are known and addressed by the
Council.

8.1.4

Section 7 above details the annual costs that the Council is estimated it will be
required to fund given projected revenues from the Centre’s operations will not be
sufficient to meet all annual operating costs (including for depreciation).

8.2 Short and Long Term Estimated Net Effect of the Project on the Financial Positions of the Council
8.2.1

Council has established a range of financial indicator targets that measure its financial
performance. In the draft LTFP, the range of targets have been summarised in Table
5 below.
Table 5: Summary LTFP Financial Indicator Targets
Proposed Financial Indicators

Council Target

(Draft LTFP)
Operating Surplus Ratio

(1)% - 15%

Net Financial Liabilities Ratio

10% - 90%

Asset Sustainability Ratio

8.2.2

100% – 120%

With the inclusion of the Project in the draft LTFP, Council is projected to record the
following result for each LTFP Key Financial Indicator as shown in Table 6.
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Table 6: Draft LTFP Forecasted Key Financial Indicators
Asset
Sustainability
Ratio

Operating Surplus
Ratio

Net Financial
Liabilities Ratio

(%)

(%)

2018

1.2

56

232

2019

0.4

84

369

2020

(2.4)

82

91

2021

(0.4)

81

89

2022

0.0

75

94

2023

2.0

66

89

2024

3.3

56

83

2025

5.0

46

100

2026

5.2

35

111

2027

5.5

24

112

Financial
Year

(%)

8.2.3

With the inclusion of the Project in the draft LTFP, the Net Financial Liabilities Ratio is
estimated to peak at 84% in Year 5 (FY2019) which is still below the ceiling threshold
level of 90%.

8.2.4

Given Council are very close to the Net Financial Liabilities ceiling range in FY2019 –
FY2021, this leaves limited capacity for Council to undertake any other projects
(operating or capital) that are not already factored in the LTFP projections.

8.2.5

After construction of the CLIC is completed in FY2019, the draft LTFP forecasts
insufficient level of spending to meet Asset Sustainability Ratio targets. Sustained
periods of under spend on asset renewals may result in a back-log of capital works
projects in the future that will need to be addressed in order to maintain existing
service standards.

8.2.6

Cells highlighted in red per Table 6 indicate years where the Council is not expected
to meet its targeted Key Financial Indicator targets.

8.2.7

It should be noted that the Council has included 100% of the Project cost as a
‘renewal/replacement’ project however given a significant portion of capital works
is expected to be recorded as ‘new/upgrade’, this will result in the Asset
Sustainability Ratio significantly changing from the forecasted amounts. This is a
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key reason why the Asset Sustainability Ratio is reported as being 232% (FY2018)
and 369% (FY2019).
8.2.8

Per 7.4 above, the draft LTFP has factored ongoing operating costs associated with
the Project in the 10 year forecast based on internal estimates calculated by the
Council’s Administration.

8.2.9

No review into the completeness or accuracy of these cost estimates have been
undertaken as part of this Prudential Review as it has been assumed Council has
undertaken the necessary investigations into the ongoing operating costs of running
given running community facilities and Civic Centres are an existing core activity of
the Council.

8.2.10

The ongoing annual operating and maintenance cost of the new facility have been
based on the existing Civic Centre’s costs and not the CLIC specifically.

8.2.11

In my view, there is a real risk that the running costs of the CLIC may in fact be
higher than the existing Civic Centre, given it will be a larger facility that will house
more staff and services into the one site.

8.2.12

Given Council has forecasted savings of $160,000 annually that have not been
quantified to date, this may result in an adverse impact on the operating result of
Council should running costs be higher and anticipated savings not realised.

8.2.13

Should funding for any additional costs or variations to the estimated capital
construction cost be required, Council has limited financial capacity if it intends to
maintain existing targeted key financial performance indicator ranges.

8.2.14

Should Council resolve that additional borrowings are required, it is recommend
that appropriate updates to the LTFP and Council Budget be first put in place - prior
to a decision being made, to ensure that the impact on the long-term financial
performance and position of Council is known and any changes to key assumptions
and estimates are made to factor any adverse impacts on existing projections.
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9 Any Risks Associated with the Project, and the Steps that can be Taken to
Manage, Reduce or Eliminate those Risks
9.1 Risk Management
9.1.1

Council’s CLIC Project Lead officer completed a risk assessment on the Project in
November 2017.

9.1.2

Table 7 and Table 8 below summarises the completed risk assessment for the Project.
Table 7: Summary of ‘Likelihood’ of Project Risks being Realised
Risk Rating

Likelihood

Almost Certain

1

Possible

14

Rare

1

Unlikely

20

Not Rated

2

Table 8: Summary of ‘Consequence’ of each Risk if Realised
Risk Rating

Likelihood

Catastrophic

1

Major

4

Moderate

12

Minor

17

Not Rated

4

9.1.3

Table 8 above highlights that there remain at least 5 risks that the Administration rate
as being of Major or worse consequence should they be realised.

9.1.4

From previous experience being involved with other similar projects, recommend
consideration be given to reviewing and including in the Project Risk Register the
additional listed specific risks recorded in Table 9.
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Table 9: Other Potential Risks to Consider for Project Risk Register
Risk Category/Area

Risk Description

Financial

Interest rates on borrowings are projected to be lower than actual
rates included in LTFP.

Financial

Cost of materials significantly increases due to changes in market
conditions or other outside factors.

Financial

The daily running costs and ongoing maintenance costs of the CLIC are
understated.

Financial /
Procurement / Legal

Large variance in tender responses.

Procurement / Legal

Tender specifications are inaccurate and not fit for purpose.

Procurement / Legal

Council procurement framework is not adhered to.

Procurement / Legal

Contractor becomes insolvent during project delivery phase.

Procurement / Legal

Contractor involved in industrial relations disputes during construction
phase.

Procurement / Legal

WHS requirements and standards not met by contractor

Contract / Legal

Disputes with contractors not correctly identified or appropriately
managed.

Contract / Legal

Quality of work undertaken by contractor does not meet contract
requirements.

Environmental

Noise, air and visual pollution during construction and impact on local
businesses.

Environmental

Adverse weather – risk that council temporary accommodation will not
be available or default on commercial tenants available date to move
into facility. Impact on the project?

Project Management

Defects not identified by project management team at agreed
stages/milestones.

Project Management

Delays not appropriately managed and/or communicated.

Design

Design variations not appropriately reviewed and approved.
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Design

The design and layout of the facility will not meet the long-term needs
of the Council and become obsolete.

Design

Design does not meet Development Application and legislation
requirements.

Service Continuity

Temporary relocation site for existing staff found to be inadequate.
Loss of staff, productivity, morale, etc.

9.2 Risk Mitigation Measures
9.2.1

Before proceeding with the Project, matters raised in 9.1 should be further
investigated and addressed by Council.

9.2.2

As at the time of preparing this report, a review of the Risk Register has been not
been undertaken by the Elected Members. Recommend that a review of the Project
Risk Register be an ongoing standing item when reports are presented on the Project
to Elected members so that ongoing review of project risks and mitigating controls
are undertaken.
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10 The Most Appropriate Mechanism or Arrangements for Carrying Out the
Project
10.1

Project Phases
10.1.1 The Project will be delivered by the Council over three different phases:

10.2

10.3

10.4

10.1.1.1

Design Development & Documentation Phase

10.1.1.2

Construction Phase.

10.1.1.3

On-going operations and maintenance Phase.

Construction Phase
10.2.1

Council’s Administration will be responsible for the supervision and delivery of the
Project.

10.2.2

It is expected that multiple contractors will be engaged to undertake the different
construction, fitout and upgrade stages of the Project.

10.2.3

Council’s Administration will be bound by Council’s adopted Tendering and
Procurement Policies and Procedures which will determine the most suitable
mechanism for engaging contractors to undertake works on behalf of Council.

On-Going Maintenance Phase
10.3.1

Council’s Administration will be responsible for the on-going operating and
maintenance phase of the Project. Provisions in Council’s budget and draft LTFP have
been made however these costs are based on existing service standards and facilities
operated by Council. Given the CLIC facility will be different in design and operation
to any other current facility operated by Council, ongoing maintenance costs may
need to be revised in future updates to the Council Budget and LTFP.

10.3.2

As noted in 7.4, given that the estimated economic working life of the assets under
both project options is at least 30 years, whole-of-life costing have not been
undertaken for the Project – this should be noted by Council in its decision making
for the Project and future LTFP’s should be updated accordingly.

Procurement Implications
10.4.1

Direction and guidance relevant to the engagement of contractors for the Project are
outlined in Council’s Procurement Policy (CR17/24046). This policy contains the
specific criteria relating to competitive tendering, measures to ensure cost-effective
delivery of goods and services, appropriate contract engagement mechanism and use
of local goods and services.

10.4.2

The procurement governance principles outlined in the policy, guide Council in
engaging contractors for goods and services that state the following:
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10.4.3 Council will need to give consideration to the requirements and principles of the Procurement
Policy at all times.
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11 If the project involves the sale or disposition of land, the valuation of the
land by a qualified valuer under the Land Valuers Act 1994
11.1

Disposal of Council Properties
11.1.1

The Project involves the disposal of the following Council owned properties:
11.1.1.1

132 – 134 Prospect Road, Prospect

11.1.1.2

218 Main North Road and 82 Johns St Prospect

11.1.2

Council has engaged CBRE (external property consultants) to assist with the
marketing and sales services required to undertake the sale of both properties.

11.1.3

As part of the services provided to Council, CBRE are providing market advice and
valuation information to Elected Members and the Administration to assist with their
decision making.

11.1.4

Council is relying on the independent advice and services of CBRE to ensure that
Council obtains the best possible financial outcome from the sale of both properties.
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12 Conclusion
12.1

This Prudential Report has been prepared for Council to comply with the requirements of
Section 48 of the Local Government Act 1999.

12.2

This Prudential Report should be read in conjunction with Council’s Director Community &
Planning’s report (Administration’s Report) which is being prepared as at the time of
preparing this Prudential Report.

12.3

The Administration’s report is expected to be presented to Council that outlines findings
relating to the recent community consultation process completed on the Project, as well as
key concept design options and costings from investigations undertaken.

12.4

The information contained in this report has been based on the information presented by
Council’s Administration, during the course of preparing this report. A copy of this Prudential
Report has been reviewed by the Administration to verify the accuracy of all facts and
assumptions, as well as to ensure no information has been omitted for Council’s
consideration.

12.5

As at the time of preparing this Prudential Report, the draft LTFP has been updated and
presented to Elected Members at their 14 November 2017 Council Meeting which includes
the most up-to-date cost estimates for the Project based on concept designs considered by
Council.

12.6

The Prudential Report has highlighted a number of areas where it is considered further
information is required or further clarified before the Project can progress. In particular, the
Executive Summary provides a list of outstanding matters that the Reviewer wishes to
highlight to Elected Members for their consideration.

12.7

A Development Application for the construction of the facility is yet to be prepared and
approved by Council’s DAP. Further community consultation and notification will need to be
undertaken as part of any development application process undertaken by Council.

12.8

The most recent capital costs and estimates of on-going operating costs for the first ten years
have been included in an update to Council’s Long Term Financial Plan (LTFP) prepared by
Council’s Finance Department.

12.9

Whole-of-life costs have not been prepared by the Administration for the entire life of the
Project, given the majority of assets constructed will have an economic life beyond the life of
the LTFP.

12.10

Future updates of Council’s LTFP and IAMP are recommended to be undertaken to ensure
that changes to key cost estimates and variables are always reflected and any changes in
funding requirements for capital construction or ongoing management of the CLIC are known
by Council.

12.11

Council’s Administration has undertaken a risk assessment for the Project. A list of
recommended risks to be specifically considered for inclusion in the Project Risk Register have
been provided.
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12.12

Control activities identified in the risk assessment should be implemented to ensure
appropriate mitigation and monitoring of all identified risks as well as further consideration
given to risks noted in Section 9.

12.13

The Risk Register should become a standing item in all future reports presented to Elected
Members for the purpose of monitoring existing risks and potentially identifying any yet to be
recorded risks so they can be appropriately monitored and mitigated.

12.14

In conclusion, Council should now consider the outstanding information to be provided by the
Administration prior to making a decision on the Project.
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