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Information and Background
About this plan

The Long Term Financial Plan is an important part of Council’s strategic planning process. This is the point where
community aspirations and goals are tested against financial realities.

The Long Term Financial Plan seeks to answer the questions:

. Can Council survive the pressures of the future?

. What are the opportunities for future income and economic growth?
. Can Council afford what the community wants?

o What income is needed to achieve these outcomes?

The Long Term Financial Plan is a decision making and problem solving tool. The modelling that occurs as part of
the plan will help Council to align resources with strategies, providing information that helps Council to capitalise
on opportunities and weather unexpected events. It is a dynamic document, reviewed and updated at each of
Council’s quarterly budget reviews. The Long Term Financial Plan changes as the needs, strategies and financial
position of Council change over time.

The output of the long term financial plan is a ten year budget; financial reports over a ten year forward planning
period. The current budget information is included in the appendices of this document.
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Planning Framework

This Long Term Financial Plan has been prepared in accordance with the Integrated Planning and Reporting
Framework?®. The framework allows Council to draw all its plans together, planning holistically for the future. The
Community Strategic Plan is the highest level plan that Council prepares, and all other plans and policies support
the achievement of the community’s vision for the future.
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The Long Term Financial Plan forms part of the resourcing strategy, along with Council’s Asset Management
Plans and Workforce Management Plan. It has a timeframe of 10 years, although it will be reviewed and updated
annually as part of the development of the Operational Plan.

All of the activities and capital works detailed in the Delivery Program and Operational Plan have been budgeted
for within this Long Term Financial Plan. Council also has Asset Management Plans that aim to predict
maintenance and renewal needs of major community infrastructure assets such as roads, bridges, footpaths,
stormwater drainage, water and sewerage networks, and community buildings. There is appropriate consistency
between this long term financial plan and each of Council’s Asset Management Plans, and this ensures that the
necessary capital outlays (as per the Asset Management Plans) are included in Council’s ten year budget.

The projected income and expenditure statement, balance sheet and cash flow statement have been prepared
on an accruals basis and in accordance with Australian Accounting Standards. The accounting policies applied to
these budgets are as detailed in Council’s General Purpose Financial Statements. Financial amounts are indexed
to represent the expected actual dollar amount required in each year.

Y In accordance with section 403 of the Local Government Act 1993.
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Asset Management Planning

Councils provide physical assets to for the community to meet the need for public access to major economic and
social facilities and services. A key issue facing local governments throughout Australia is the management and
financing of ageing assets that are in need of renewal and replacement.

Infrastructure assets such as roads, drains, bridges, water and sewerage and public buildings present particular
challenges as their condition and longevity can be difficult to determine and increasing public demands on
quality and standards adds to the complexity. The cost of asset renewal, maintenance and upgrades is large and
requires planning for large peaks and troughs in expenditure.

Council has developed an asset management strategy, and initial asset management plans for every class of
assets. This long term financial plan will be kept current, and updated to include all asset maintenance and
renewal, to match the amounts reflected in the asset management plans, as those plans continue to be
developed.

Financial Sustainability

Where are we now: our current financial position?

Operating Performance

Cootamundra-Gundagai Regional Council faces a number of challenges in terms of financial sustainability. We
are a small regional NSW Council with a population of 11,100, responsible for providing services across an area
of 3,990 sq km, and maintaining $586° million of community assets.

Cootamundra-Gundagai Regional Council reported negative operating performance in the last financial year,
reporting an operating loss of $7.1 million for the year, following a profit of $5.1 million the previous year. These
fluctuations are largely due to timing differences between the receipt of grant funding and the expenditure.
With a significant proportion of council’s income and expenditure being grant-related, this situation is likely to
continue.

Financial Position

Council has $37 million of current assets, predominantly cash and investments, and it has current liabilities of
$6.6 million, mostly being provisions for employee leave. Council has two loans relating to the construction of
the Cootamundra indoor pool and the revitalisation of the Gundagai main street. The total amount of the loans
is $3 million.

Council’s long term assets amount to $372 million*, with the majority of this being the value of roads
infrastructure.

Where are we going: constraints and opportunities

Rate pegging

NSW Councils are subject to rate pegging legislation, whereby the amount of revenue councils can raise from
ordinary and special rates is limited by a capped percentage increase announced by the Independent Pricing and
Regulatory Tribunal each year. For the 2019-20 year, the rate peg has been set at 2.7%.

The rate peg is generally not equivalent to real increases in Council’s costs including wage increases, government
regulatory charges and electricity. There are provisions for Councils to apply for Special Rate Variations (SRVs) to

2 Financial position has been summarised from the most recent audited financial statements, for the year ended
30 June 2018.

3 Gross value of assets as at 30 June 2018.

4 Written down value of assets as at 30 June 2018.
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increase general rates above the rate peg amount, and most NSW Councils have applied for at least one SRV in
the past 6 years.

Rates path freeze

Council is impacted by the Government’s decision to freeze the rate paths of the former Cootamundra and
Gundagai Shire Councils for four years. As a result, Council cannot apply for a Special Rates Variation (SRV)
during that period.

The former Gundagai Shire Council was granted a SRV of 12.89% for a period of ten years from 2008-09, with
2017-18 being the final year of the application. The SRV generated $263,530 per annum to meet existing service
levels to ratepayers and maintain existing assets and the former Gundagai Shire Council had been relying on the
continuation of the SRV as a permanent adjustment to its rates income.

Council has received notification from the Minister of Local Government advising that, pursuant to Government
policy for amalgamated Councils, Council is prevented from applying to IPART for an extension of the existing
SRV during the rate path protection period.

With the freeze in rating paths expiring at the end of the 2019-20 financial year, council is required to undertake
a process of aligning the disparate rating structures of the two former councils.

Capital Grants

With constraints placed over major sources of income, the Council faces the necessity to increase income from
other sources while finding savings to enable financial sustainability. A greater reliance on capital grants will be
necessary for asset renewal to maintain an acceptable level of asset infrastructure.

The NSW Government has announced significant capital grant funding in the short term, including for asset
renewals, upgrades and new assets.

Merger Costs and Funds

Council has received $6.9 million in the 3 years since the merger to fund implementation costs. The merger
implementation is an extensive and disruptive process involving every aspect of Council’s operations. The
merger funding is being expended over several financial years.

The objective of all merger projects is to implement improved systems and services across the organisation, for
the benefit of the community.

Where do we want to be: our plan for the future

Community Vision and Key Directions
The Cootamundra-Gundagai community vision:

A vibrant region attracting people, investment and business through innovation, diversity and community spirit.

The vision for the future is built around four key directions:

o A vibrant and supportive community: all members of our community are valued and connected
o A prosperous and resilient economy: we are innovative and ‘open for business’

. Sustainable natural and built environments: we connect with the places and spaces around us
. Good governance: an actively engaged community and strong leadership team

Financial Objectives

In order to live sustainably the Council has to look into the future and provide future generations with a
sustainable infrastructure and environment without the burden of excessive debt. A long term financial plan
promotes this sustainability by ensuring that decision makers have information about the long term cumulative
effects of their decisions.

The aim of the Long Term Financial Plan is to place a structure for financial decision making at a very high level
by providing guiding principles for the short, medium and long term.
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The objective of the Long Term Financial Plan is to ensure that Council remains financially sustainable into the
future. A financially sustainable Council is one whose long term financial performance and position is sustainable
where planned long term service and infrastructure levels and standards are met without unplanned increases in
rates or disruptive cuts to services®.

The objectives of the Cootamundra-Gundagai Regional Council are:

e to have a sound financial strategy that will ensure Council’s financial sustainability is protected and
improved,

e to accommodate asset maintenance and asset renewal and replacement activity and be fully integrated
with Council’s Asset Management Plans, and

e to accommodate service levels proposed in Council’s Delivery Program and Operational Plan.

How do we get there: Financial Strategy

This long term financial plan projects financial losses over the longer term, and shows the effect of carrying on
with no changes. Council is intent on maintaining all current levels of services for 2019-20, but the projected
results are unacceptable.

In order to achieve long-term sustainability a comprehensive review of council’s financial position is necessary.
Some of the major elements of this process are:

Waste Strategy

The 3™ and final stage of council’s comprehensive waste strategy review is nearing completion, and will enable
operations across our eight sites to be coordinated and streamlined. The review will also address charging rates,
to ensure sufficient revenue is being generated.

Best Practice Water Management

NSW Public Works Advisory are currently updating our Integrated Water Cycle Management (IWCM) plan to
reflect the merged council operation. This will include a comprehensive 30-year programme of capital works,
providing a basis for a fee structure to be developed.

The IWCM is a major step towards meeting the Best Practice Water & Sewer Guidelines, and is required in order
to access funding through the NSW Safe & Secure Water Program.

Rating Structure Review

The two rating structures of the former councils were very different, and with the expiry of the freeze in rating
paths in 2020 council is required to implement a merged rating structure. This will cause significant changes to
rates imposed on individual assessments, and needs to be consider the overall rates & charges burden. While
this structure will not be implemented until 2020/21, the issues identified will provide a clearer picture of the
attitude of the community to the option of a Special Rate Variation.

Completion of Major Projects

Council is nearing the end the process of delivering an unprecedented $53 million worth of major projects. This
has a significant impact on council’s operations, and the long-term maintenance implications are uncertain.

Formation of a Finance Committee

To identify the changes needed to ensure long-term sustainability a finance committee of councillors and
management will be formed with a view to developing an updated Long Term Financial Plan by the end of 2019.
The issues detailed above present too many variables to model scenarios in a meaningful way, but the picture
will become clearer as they are resolved. The committee will meet regularly over the next 8-12 months.

®> Definition of Financial Sustainability that was endorsed at the National General Assembly of Local Government
in Canberra in November 2006.
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Financial Modelling

Scenario 1: Base Case

Budget Overview for scenario 1:

This represents current operational status, and includes the implementation of a special rate variation for 4
years from 2021/22. In this scenario, Council maintains current levels of capital expenditure on roads for 5 years
before increasing.

The forecast consolidated operating profit is $7.7 million in 2019/20, followed by diminishing deficits over 6
years and small surpluses from 2026/27.

Under this scenario unrestricted cash would be exhausted within 12 months, with reserves for sewer and waste
growing considerably over ten years.

The financial model for this scenario is included in the appendix of this long term financial plan.

Scenario 2: Budget Repair

Budget Overview for scenario 2:

The budget repair plan is the financial strategy identified above, based on the formation of a finance committee
responsible for correcting the financial position of Council. This will include:

e Reviewing water and sewer pricing, and exploring other opportunities to increase revenue.
e An expenditure review to identify operational efficiencies.

e |Implementation of the recommendations of the waste review strategy.

e Reviewing asset management strategies.

Planning Assumptions

It is impossible to be precise about forward projects for individual line items, and such information is not
necessary for a reliable useful long term financial plan. However, it is necessary to understand the calculation of
outcomes for financial indicators in order to identify the drivers of variations in performance between years. The
following planning assumptions are constant in all financial modelling scenarios.

Capital Works Program

The capital works program is structured to provide significant asset renewal funding to community
infrastructure; primarily roads, bridges and footpaths. The works program is developed through analysis of the
state of Council’s assets, with decisions targeted to reduce total expenditure over the life of the asset by
renewing assets at the optimal time.

The program budget is based upon maintaining current expenditure levels for 5 years before increasing.
Borrowings

Council is proposing to borrow $4 million to fast-track the renewal of the Cootamundra water mains assets that
have reached the end of their useful life.

Special Rate Variation

In order to ensure that Council can provide the infrastructure and services expected by the community, Council
has modelled a financial scenario that includes a special rate variation to increase the rate base.
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Features of the long term financial plan identified as risks and volatile factors include:

Operating Revenue
Operating revenue from grants is expected to remain constant over the planning period, this includes
estimated annual grant income from major sources as follows. Any government policy decisions to reduce
the relative value of these significant operating grants would significantly impact Council’s road asset
maintenance and renewal program.

Grant Average annual income = Comment
(todays dollars)
Roads to Recovery S1 million = Although announced in the federal budget as an

increase in funding, the next R2R program is
$600,000/year less than the previous program.

Regional Roads Block $875,000 | Council maintains and renews 100km of regional
Grant roads.

Financial Assistance $5.3 million | Indexed from previous year.

Grant

Operating revenue from state government contracts is expected to generate $3.4 million in 2019/20, before
returning to historic levels of around $1.4 million throughout the ten year planning period. Council’s reliance
on this revenue stream is a significant concern.

Employee Costs

The current budget includes full time equivalent employees of 157.3 including 5.5 new positions. Staff
engaged specifically for project related work are not included in this figure, it is assumed the cost of these
are paid for by grant income and don’t extend beyond the 2019/20 financial year.

Wage costs are forecast to grow at 2.5% per annum based on the current Award provisions.

Depreciation and Asset Renewals

Depreciation expenses have been calculated based on previous actual depreciation. All classes of assets are
revalued regularly.

Other Operating Expenses
Based on current expenditure levels.

Loan Repayments

Loan servicing costs including loan repayments and interest expense have been allowed for current loans
outstanding for the Gundagai main street development and the Cootamundra indoor pool. The interest
expense for both loans is partly subsidised by the NSW Governments through the Local Infrastructure
Renewal Scheme (LIRS). New borrowing of $4 million is planned for the completion of the water mains
project in Cootamundra.

Loan Repayment interest closing balance = Remaining

2019-20 expense 30 June 2020 years
2019-20

Indoor pool construction $155,825 $34,778 $522,305 3

Sheridan Street $291,954 $76,156 $1,798,084 5

redevelopment

Water Mains - $364,988 $76,666 $3,635,001 9

Cootamundra
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Sensitivity Analysis

Long term financial plans are inherently uncertain. They contain a wide range of assumptions about interest
rates and potential effect of inflation on revenues and expenditures. Some of these assumptions will have a
relatively limited impact if they are wrong. Others can have a major impact on future financial plans. The
following table analyses the sensitivity of various assumptions.

Assumption Sensitivity Probability Impact
(High / Medium /
Low)
Annual rate increase Minus 1% M 1% reduction in rates increase

assumption for 4 years from 2026
reduces income by $155,828 per
annum by 2029.

Financial Assistance Grant One off increase 5% | L Operating surplus increases by
$184,800 in first year, this
compounds to an increase in
operating surplus of $205,000 by
year 10.

One off decrease 3% @M Operating surplus decreases by
$238,000 in first year, this
compounds to a decrease in
operating surplus of $264,000 by
year 10.

State Roads Contracts Plus or minus 10% M $340,000 impact on income and
expenses in first year.

A significant increase or decrease will
affect Council’s workforce
management and plant management
planning.

Water consumption Plus or minus 10% H $60,000 impact on income in first
year.

Plan Improvement and Monitoring

Council continues to review and improve its planning processes. In the past year the following things have been
achieved:

e Consolidation of finance systems of two former councils into one single system.

e Migration from a spreadsheet based budgeting system to the BIS reporting and budgeting system
e Development and adoption by council of a comprehensive 10-year plant replacement program.

e Implementation of a monthly financial reporting package for council meetings.

Financial Statements

Council has projected budgets for the consolidated financial statements. The financial statements set out the
financial performance, financial position and cashflows projected for the next ten years, with the 2017-18
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original budget included for comparative purposes. These are the consolidated financial statements which
include Council’s General Fund, Water Fund, Sewer Fund and Waste Fund.

The format of the financial statements is standard across NSW Councils and complies with both the accounting
and reporting requirements of Australian Accounting Standards and legislative requirements set down by the
Office of Local Government.

Index of Appendices

Income Statements
- Consolidated
- General Fund
- Water Fund
- Sewer Fund
- Waste Fund

Cashflow Statement
- Consolidated
- Water Fund
- Sewer Fund
- General Fund
- Waste Fund

Capital Budget
Cash Movement

Cash Reserves
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Cashflow Statement by Fund
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Capital Budget
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