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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 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.

Community
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Program Financial Planning
* Workforce Management
4 years Planning
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Planning
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Plan
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Perpetual
monitoring
and review
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Report

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 11,235, responsible for providing services across an area
of 3,990 sq km, and maintaining $6023 million of community assets.

Cootamundra-Gundagai Regional Council reported an operating profit of $4.3 million for 2019, following a loss of
$7.1 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

At 30 June 2019, Council had $33 million of current assets, predominantly cash and investments, and current
liabilities of $8.1 million, mostly being provisions for employee leave. Council had two loans at 30 June 2019,
relating to the construction of the Cootamundra indoor pool and the revitalisation of the Gundagai main street.
The total amount of the loans is $2.6 million.

Council’s long term assets amount to $384 million*, with the majority of this being the value of roads
infrastructure.

2 Financial position has been summarised from the most recent audited financial statements, for the year ended
30 June 2019.

3 Gross value of assets as at 30 June 2019.

4 Written down value of assets as at 30 June 2019.
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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 2020-21 year, the rate peg has been set at 2.6%.

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
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 has been constrained by the State Government’s decision to freeze the rate paths of the former
Cootamundra and Gundagai Shire Councils for four years, which has rendered Council ineligible to apply for a
Special Rates Variation (SRV) during that period. With rates to be harmonised from 1 July 2020, it is council’s
intention to apply for an SRV to be implemented from the following year.

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.

Unrestricted Cash

Significant expenditure is required on water and sewer infrastructure in coming years. To help fund this
expenditure, council has borrowed $4,000,000 in its Water Fund, and intends to do the same in the Sewer Fund
in the 2020/21 financial year. Over the next ten years the Water and Sewer Funds will have sufficient income to
repay these loans and maintain adequate reserves, while paying rental fees to the General Fund for the land
occupied by the pipe networks. The General Fund is not so healthy, and without these rental fees and an SRV
would exhaust its unreserved cash within 3 years.

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 must 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 provide 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 modest surpluses, with the exception of the 2020/21 year when capital
grants relating to the Gundagai Sewerage Treatment Plant positively skew the result.

Achieving these results is built upon the following key points:

Operational Savings

An ongoing expenditure review has resulted in a reduction in budgeted operational expenditure of $3.8m. These
budgeted savings have been achieved without a reduction in service levels. This process will continue, with
additional improvements intended for adoption through the Quarterly Budget Review process.

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,
which will inform future fee structures.

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.

Special Rate Variation (SRV)

In January 2020 council engaged Dr. Joseph Drew from The University of Technology Sydney to prepare a
submission for the Local Government Boundaries Commission proposal to re-establish the pre-merger councils.
In preparing the submission, Dr Drew conducted a full review of councils finances. The review observed that
councils rates are significantly lower than the average of our class (OLG Group 11), and recommends Special Rate
Variations of 17.5% in each of the 2021/22 and 2022/23 years, and 10% in the 2023/24 year, before returning to
the rate peg the following year.

The effect of this SRV is to return the consolidated result to a surplus before capital grants in 2022/23, with the
same for General Fund from 2025/26.

Overhaul of User Fees and Charges

Dr Drew’s report also identified a need to increase fees and charges to help meet the costs of required
infrastructure upgrades. It recommended the alignment of the fee structures that have been in place for the
Water and Sewer operations in the two former councils since amalgamation. Waste charges have been aligned
where the operations in the former areas were compatible, and increased to prepare for tip remediation works.

Further information on the Boundaries Commission Inquiry, and the work of Dr Joseph Drew can be found at
https://www.cgrc.nsw.gov.au/boundaries-commission-inquiry/

5> 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: Budget Repair

Budget Overview for scenario 1:

This represents current operational status, with a reduction to operating expenditure of $3.1m. The
recommended special rate variation is included. A rationalisation of the depot operations in Cootamundra is also
included in the later years of the plan.

The forecast consolidated operating profit is $15.9 million in 2020/21, largely due to the grant income expected
as partial funding for the Gundagai Sewerage Treatment Plant. The result before capital income is a small loss of
$221,035. A modest surplus is forecast for 2021/22, with generally improving results thereafter.

Under this scenario unrestricted cash remains stable around $1m - $2m.

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

Scenario 2: Base Case

Budget Overview for scenario 2:

The base case also includes reduced operational expenditure of $3.1m. It excludes an SRV and the Cootamundra
depot rationalisation, that cannot be funded under this scenario. This results in general fund operating deficits
from years 2 — 9, and negative unrestricted cash from 2022/23. This scenario is clearly unsustainable and
demonstrates the need for the adoption of scenario 1, and ongoing review of council operations. The water,
sewer and waste fund operations appear sustainable based on current data, but will need to be reviewed when
comprehensive long term capital works programs are developed. 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 all ten years of the plan. A full
revaluation of transport assets is due to be finalised in June, and could recommend significant changes to
required capital expenditure. It is hoped that this information will be available in time for it to be included in the
budget prior to adoption.

Borrowings

Council is proposing to borrow $4 million to complete the Gundagai Sewerage Treatment Plant replacement
project.

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.

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
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the relative value of these significant operating grants would significantly impact Council’s road asset
maintenance and renewal program.

Grant Average annual income | Comment
(today’s dollars)
Roads to Recovery $885,000
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 $1.9 million in 2020/21, before
increasing to around $2.5 million throughout the ten year planning period. Due to Council’s reliance on this
revenue stream, any change in government policy in relation to these contracts could have significant impact
on Council’s operations.

Employee Costs
The current budget includes full time equivalent employees of 163 including staff engaged specifically for

project related work. it is assumed the cost of the latter are paid for by grant income and don’t extend
beyond the 2020/21 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 ongoing reviews of expenditure, operating expenditure has been cut by $3.8 million.

Loan Repayments

Loan servicing costs including loan repayments and interest expense have been allowed for current loans
outstanding for the following purposes:

Loan Principal Interest Closing Balance = Remaining
Repayment Expense 30 June 2021 years
2020-21 2020-21

Indoor pool construction $164,206 $34,778 $358,099 2

Sheridan Street $303,773 $64,336 $1,346,658 4

redevelopment

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

Cootamundra

Grader Purchase $41,408 $11,503 $423,430 9

The interest expense for the Gundagai main street development and the Cootamundra indoor pool 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 Gundagai Sewerage Treatment Plant replacement project.
Repayments are budgeted to be the same as the Water Mains loan listed above.
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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 /

Annual rate increase Minus 1% 1% reduction in rates increase
assumption for 4 years from 2027
reduces income by $501,921 per
annum by 2030.

Financial Assistance Grant One off increase 5% Operating surplus increases by

One off decrease 3%

State Roads Contracts Plus or minus 10%

Transport Assets Revaluation Plus or minus 10%
outcomes

Financial Statements

$184,800 in first year, this
compounds to an increase in
operating surplus of $205,000 by
year 10.

Operating surplus decreases by
$238,000 in first year, this
compounds to a decrease in
operating surplus of $264,000 by
year 10.

$190,000 impact on income and
expenses in first year.

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

$429,000 impact on required annual
capital expenditure.

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. 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.
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Income Statements by Fund
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