Manly 2015 – Oval Car Park and Whistler St Development
Summary of Key Concerns and Impact on 10 Year Plan
Oval Car Park

The key concerns surrounding the viability of the Oval Car Park relate to Council’s expectations for revenue, usage and construction cost – all of which affect the return ratepayer’s will bear on the project.  

In its FAQ on the Manly 2015 website, Council states that the expected return on the project is an IRR of 12.9%. (What is IRR pls explain) This return is simply false and misleading.  Whilst it is correctly KPMG’s base case return, it is based on the assumption that there is no free parking.  In its presentation to residents, KPMG noted “the impact of the Council’s 2 hour concessional car parking policy has been modelled, and assuming a concession equivalent to 50% of total income, the estimated return on investment to Manly Council is marginally less than the Council’s cost of funds”.  KPMG also discloses that the Council cost of funds is 5.0%.  In other words, the IRR falls by more than 8.0% if 50% of vehicles park for less than 2 hours, which means …..??
KPMG’s assumption of a 50% concession is not supported by actual car park usage.  On 5 August 2013 an Audit of Usage of Council’s Existing Car Parks was tabled to Council.  The report disclosed that the average concessional usage of the three major car parks was between 70–80% - not 50% as modelled by KPMG.  If the concessional usage assumption were increased to 75% (consistent with existing usage), the Oval Car Park IRR would fall to be significantly negative, in my view.

The Oval Car Park will have capacity for 800 vehicles compared to 342 in Whistler St.  To justify the development, Council is assuming that in the first year of operation revenue from the Oval Car Park will be $3.3m.  This compares with current annual revenue of only $1.1m from Whistler St and total annual car parking revenue from all car parks of only $3.4m.  

To get to its $3.3m, Council assumes car park utilisation will nearly double to 600 fee paying vehicles per day (from 325/fee paying vehicles per day at Whistler St), and the average parking fee paid will increase from $9.90/day at Whistler St to $15/day at the Oval Car Park.  Both these assumptions appear extremely optimistic considering that Manly car parks are under utilised Monday to Friday and Council has not yet identified where the extra demand for car parking is coming from. Council’s assumptions also assume no ramp-up period, even though the Whistler St site will be a construction zone for 2 years after the new car park is opened and the private sector will probably require 3-5 years to respond to the laneway rejuvenation.  It is also unclear how Council’s assumptions relate to the KPMG analysis.

The construction cost of the Car Park has been assumed to be $31.5m and is based on a quantity surveyors report by Cardno Engineering commissioned by Council in 2010 (Report is dated Feb 2011).  My discussions with property industry experts have revealed that standard industry practise would be to load a quantity surveyors report by at least 25% at this stage of due diligence, which would put the cost closer to $40m.  In any event, the report is now out dated and applying standard industry cost escalation of 3-4%pa would increase the construction cost to $37.5m by the time the project is commenced in 2015.  This also raises the question whether Council has properly accounted for all costs associated with the project in its assessment (eg., professional fees, procurement, contingencies, and developer profit margins).

Whistler St Development

The KPMG report recommends that selling the site on a “highest and best use” DA offers the most favourable outcome for ratepayers in terms of reduced exposure to funds deployed and improved cash returns.  Council has not followed the KPMG recommendation (possibly as the outcome of a best use DA would be unacceptable to the community).  In the 10 Year Plan it appears that Council will develop and sell the Whistler St site on its own balance sheet.  A review of the KPMG analysis indicates that this outcome will offer a marginal increase in return for a significantly higher risk when compared with an outright sale of the land with its existing DA.

Impact on Council’s 10 Year Financial Plan

Council’s 10 Year Financial Plan is based on a set of overly optimistic assumptions.  Apart from the concerns above, Council is also forecasting a reduction in capital spending on asset maintenance throughout the 10 year period.  The amount of the reduction roughly equates to the loan repayments on the debt associated with 2015 and the Swim Centre and implies that Council will “run-down” its assets repay debt. This is clearly not sustainable and fails to highlight to Councillors and the community the potential negative impacts of taking on such a high risk project as Manly 2015 should revenue forecasts not be met and construction costs escalate, in my view.

I have remodelled Council’s 10 Year Financial Plan on the basis of the following assumptions:

1. Oval Car Park costs $10m more than budgeted.

2. 75% concession usage. (ie free parking)
3. Daily usage does not pick up till completion of the 2015 build.

4. Council continues to spend $11-12m on capital maintenance.

5. Stuart St properties are not sold.

The results of the modelling indicate that:

1. The large surpluses forecast by Council will not eventuate.

2. During the peak construction period to 2018 Council will have no cash buffer and be forced to borrow to maintain liquidity.

3. Council’s forecast net debt position will rise from $50.7m in 2018, to $99.0m.

4. Beyond 2018 Council’s cash flows will not be strong enough to significantly reduce net debt below $60m.
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