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COOTAMUNDRA-GUNDAGAI REGIONAL COUNCIL

In its adopted Operational Plan for 2020-2021, Council included a statement about proposed Special Rate
Variation (SRV) as follows:

‘In January 2020 Council engaged Professor 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, Professor Drew conducted a full review of Council’s finances. The review
observed that Council’s rates are significantly lower than the average of our class (OLG Group 11) and
recommended Special Rate Variations (SRV) 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.’

Council has updated fiscal data since the time of Professor Drew’s original report. In addition, Council has
carefully re-examined its long term financial plan (LTFP), and asset management plans.

Following community consultation it is now recommended that Council submit an application to IPART in
early February 2021, for a SRV under S508A of the Local Government Act (1993) to be retained
permanently in the rate base, commencing 2021/2022 as per the tables below:

Table 1. Impact on Total Rate Revenue of an Expiring Special Rate Variation and a s508A Special
Variation of 20%, 16%, 5%, 5%

Cumulative
Notional Rates Income Base Year YEAR 1 YEAR 2 YEAR 3 YEAR 4 Increase
Financial Year 20/21 21/22 22/23 23/24 24/25
Rate Peg 1.02 1.025 1.025 1.025
No SRV $7,653,564 $7,806,635 $8,001,801 $8,201,846 $8,406,892
Baseline Scenario
Total Notional Rates Income ($) under Rate Peg with
no SRV (removes existing SRV) $7,266,232 $7,411,556 $7,596,845 $7,786,766 $7,981,435 $715,204
Annual Increase (%) 2.0% 2.5% 2.5% 2.5% 9.8%
Status Quo Scenario
Total Notional Rates Income ($) Under Rate Peg
with an Expiring SRV $7,653,564 $7,806,635 $8,001,801 $8,201,846 $7,981,435 $327,871
Annual Increase (%) 2.0% 2.5% 2.5% -2.7% 4.3%
Proposed SV
Total Notional Rates Income ($) With both Expiring
SV and Requested New SV $7,653,564 $9,184,277| $10,653,761| $11,186,449 $11,745,772 $4,092,208
Annual Increase (%) 20.0% 16.0% 5.0% 5.0% 53.5%
Cumulative Impact on Notional Income of Proposed
sV $1,530,713|  $3,000,197|  $3,532,885 $4,092,208
Difference between Proposed SV and Status Quo
Scenario $1,377,642 $2,651,960 $2,984,603 $3,764,336
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Table 2. Impact on Average Farmland Rate of an Expiring Special Rate Variation and s508A Special

Variation of 20%, 16%, 5%, 5%

Cumulative
Proposed Rates Base Year YEAR 1 YEAR 2 YEAR 3 YEAR 4 Increase
Financial Year 20/21 21/22 22/23 23/24 24/25
Farmland Category
Assumed rate peg with expiring SRV (Gundagai Main
Street Upgrade) $2,900 $2,958 $3,032 $3,108 $3,024 $124
Annual increase (%) 2.0% 2.5% 2.5% -2.7% 4.3%
Proposed SRV with Main Street SRV expiring 23/24
and SRV increases 20%, 16%. 5%, 9% over 4 years
commencing 21/22 $2,900 $3,480 $4,037 $4,239 $4,450 $1,551
Annual increase (%) 20.0% 16.0% 5.0% 5.0% 53.5%
Cumulative impact of SRV above Base year and
expiry of Gundagai Main Street Upgrade SRV $580 $1,137 $1,339 $1,551
Difference between SRV and rate peg only scenarios $522 $1,005 $1,131 $1,426

Table 3. Impact on Average Residential Rate of an Expiring Special Rate Variation and s508A Special

Variation of 20%, 16%, 5%, 5%

Cumulative
Proposed Rates Base Year YEAR 1 YEAR 2 YEAR 3 YEAR 4 Increase
Financial Year 20/21 21/22 22/23 23/24 24/25
Residential Category
Assumed rate peg with expiring SRV (Gundagai Main
Street Upgrade) $675 $689 $706 $724 $704 $29
Annual increase (%) 2.0% 2.5% 2.5% -2.7% 4.3%
Proposed SRV with Main Street SRV expiring 23/24
and SRV increases 20%, 16%. 5%, 9% over 4 years
commencing 21/22 $675 $810 $940 $987 $1,037 $361
Annual increase (%) 20.0% 16.0% 5.0% 5.0% 53.5%
Cumulative impact of SRV above Base year and
expiry of Gundagai Main Street Upgrade SRV $135 $265 $312 $361
Difference between SRV and rate peg only scenarios $122 $234 $263 $332

Table 4. Impact on Average Business Rate of an Expiring Special Rate Variation and s508A Special

Variation of 20%, 16%, 5%, 5%

Cumulative
Proposed Rates Base Year YEAR 1 YEAR 2 YEAR 3 YEAR 4 Increase
Financial Year 20/21 21/22 22/23 23/24 24/25
Business Category
Assumed rate peg with expiring SRV (Gundagai Main
Street Upgrade) $1,560 $1,591 $1,631 $1,672 $1,627 $67
Annual increase (%) 2.0% 2.5% 2.5% -2.7% 4.3%
Proposed SRV with Main Street SRV expiring 23/24
and SRV increases 20%, 16%. 5%, 9% over 4 years
commencing 21/22 $1,560 $1,872 $2,172 $2,280 $2,394 $834
Annual increase (%) 20.0% 16.0% 5.0% 5.0% 53.5%
Cumulative impact of SRV above Base year and
expiry of Gundagai Main Street Upgrade SRV $312 $612 $720 $834
Difference between SRV and rate peg only scenarios $281 $541 $608 $767

It should be noted that the presentation of cumulative rate data is strictly controlled by IPART. These

tables have been produced to conform to Table 3.4 on page 9 of the 2020-21 Community Awareness and

Engagement for Special Variation and Minimum Rate Increases document.
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PURPOSE OF PROPOSED SRV

On page 4 of the Guidelines IPART (2020) lists a number of possible purposes for a SRV including, inter
alia: ‘improving financial sustainability’, ‘maintaining existing services and service levels generally’, and
‘meeting special cost pressures faced by council’ (IPART, 2020, p. 4).

Accordingly, the purpose of this SRV application is to try to assure financial sustainability, with a view to
maintaining service levels wherever possible, in response to very significant cost pressures imposed by
the May 2016 forced amalgamation and subsequent rate path freeze (Local Government Act, 1993).

IMPACT OF POTENTIAL RATE INCREASES

Examining and reporting on the community’s capacity to pay higher rates is a central component of the
SRV application process. Council has commissioned Professor Joseph Drew to undertake a financial
impact analysis of the proposed rate increase which can be found in his Capacity to Pay report on the

Council website at the following link: https://www.cgrc.nsw.gov.au/special-rate-variation-srv/

Professor Drew conducted a comparison of the 2020-21 Cootamundra Gundagai average rates to the
2018-19 time series data reported by the OLG. To ensure fair comparisons, Professor Drew increased the
average rate data for each category and each Council in 2018-19 by the two respective rate caps that were
employed in the relevant intervening periods. The data for Cootamundra-Gundagai 2020-21 is taken
directly from Council adopted plans.

Table 5. Comparison of Cootamundra-Gundagai Average Rates in 2020-21 to Other OLG11 Councils.

2020-21 Residential Farm Business
Average OLG11 (including cap) 981.64 3,466.63 2,245.98
Standard deviation OLG11 (including cap) 505.19 2,070.97 1,469.98
Median OLG11 (including cap) 897.75 2,900.00 1,672.71
Quartile 1 OLG11 (including cap) 714.01 2,699.42 957.60
Quartile 3 OLG11 (including cap) 1,033.36 3,636.74 3,066.40
Inter Quartile Range OLG11 (including cap) 319.35 937.32 2,108.80
Cootamundra-Gundagai Post

Harmonisation $675.00 $2,900.00 $1,560.00
Factor Required to Achieve Median 133.00 100.00 107.22
Factor Required to Achieve Mean 145.43 119.54 143.97
Factor Required to Achieve Quartile 3 153.09 125.40 196.56

It is important to be mindful of a number of things when interpreting this table. First, the 2018-19 OLG
data was the most recent available at the time of writing; but is clearly not ideal (because changes to
property valuations will have had an effect on averages). Each category of each OLG11 Council has been
increased by the relevant rate cap, except for Muswellbrook which had a s508(2) SRV of 15.13% in 2019-
20. Second, the use of averages by the OLG can be quite misleading (it would be more helpful if the OLG
collated data by employing the median), given that averages are easily skewed by outliers. One or two
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very large assessments can easily skew the mean to the right (thus making the average look far more than
a true measure of center would show?). One only needs to look at Moree Plains ‘farmland’ (average
$11,134 in 2018-19), or Gunnedah ‘business’ (average $4,739 in 2018-19) to see the effect of skewing on
the average data reported. This point is particularly important for interpreting the average business rate
in CGRC which is not skewed as much as some local government areas by the presence of very large
business land values. Third, the implicit assumption in any comparative work is that the comparator local
governments have distributed the burden of taxation fairly and also set taxes according to capacity to pay.
However, there is no reason to suggest that these assumptions are indeed valid in New South Wales (see,
Drew and Dollery, 2015; Drew, 2020).

Indeed, as noted in the rate harmonisation work (see Table 6) the taxation burden in CGRC already falls
disproportionately on the business and residential categories. This suggests that whilst prima facie there
appears to be little scope to increase farmland rates (according to the comparison in Table 5) this is not
reflective of the dictates of distributive justice:

Table 6. Adopted Rates 2020/21.

Category Number of Ad Base Base Land Value 2020/21 Yield

Assessments | Valorem Rate Amount Estimated | %

% Income

Farmland 1277 0.2102605 | $307.11 | 10.59% | $1,574,719,960 | $3,703,194 | 48.41%
Residential | 4632 0.4881518 | $307.11 | 45.47% | $349,466,660 $3,128,461 | 40.90%
Business 524 1.2009279 | $307.11 | 19.68% | $54,677,951 $817,568 10.69%
Mining 0 - - - - - -
Totals 6433 $1,978,864,571 | $7,649,223

In terms of how the proposed SRV would be applied, we must be mindful of the theoretical rationale
applied in the rates harmonisation process. The base rate is the overheads of the Council shared equally
between all ratepayers because all benefit equally from having a local government. This base rate should
be ideally recalculated on an annual basis and provides an important price signal to residents and Council
alike. Therefore the bulk of the SRV increase should be applied to the ad valorem in a way such that each
ratepayer takes on the burden in equal proportion. Indeed, we must be mindful that arbitrary increases
to the base rate undermine the theoretical rationale of an unimproved land tax and in fact result in the
people who gain the least unearned wealth paying a relatively higher share as a taxation impost.

! The best measure of central tendency for skewed data is the median, augmented by the interquartile
range to show the spread of data.

DELIVERY PROGRAM 2018-2021: ADDENDUM Page 5



COOTAMUNDRA-GUNDAGAI REGIONAL COUNCIL

LONG TERM FINANCIAL PLAN 2020/21 TO 2029/30:
ADDENDUM FOR SRV PROPOSAL

Following the preparation of Draft Financial Statements for the 2019/20 financial year, the financial projections
for the Long Term Financial Plan have been updated. The liquidity of the general fund continues to be a major
concern, with unrestricted cash projected to be exhausted in the 2021/22 financial year.

The detail following applies only to the general fund, as the water, sewer and waste operations will be unaffected
by the SRV proposal.

Some adjustments have been made to the projection based on the Draft Financial Statements, and are consistent
with the independent report produced by Deloitte Touch Tohmatsu for the Boundaries Commission (with data
updated based on the Draft Financial Statements 19/20 and budget review to date 20/21) and the submission
prepared by Professor Joseph Drew. The material changes are as follows:

MATERIAL CHANGES AND UNDERLYING ASSUMPTIONS

Material Changes

The material changes from the adopted 2020-21 to 2029-30 Long Term Financial Plan for the General Fund are
as follows:

e Increase in other revenues of around $500,000 per year from 2020/21. This is a more realistic figure
based on historic receipts.

e Increase in capital grants of $500,000 per year from 2021/22, and indexed thereafter. This is to allow
for unknown but reasonably probable grant receipts, and is to apply to capital works already budgeted.

e Include savings of materials and contracts of $2,100,000 in 2020/21 and $2,400,000 pa thereafter.

e Increase depreciation by around $277,000 from 2020/21 and indexed thereafter. The 2019/20
revaluation of transport assets resulted in the recognition of a significantly increased value, and annual
depreciation expense.

e Employee costs have been reduced by $500,000 in 2022/23 and increase by only 1% pa thereafter as
Council continues to seek ongoing productivity improvements. Employee costs have increased by
approximately 18% since merger. The proposed savings in 2022/23 will reduce post-merger wage
increase to a level consistent with other merged Councils.

e (Capital expenditure on roads has been reduced by $1,000,000 in 2020/21 and $800,000 in 2021/22.
The adjusted figure is the same as that recommended by the previous Moloney report, and similar to
the recently updated 2020 version.

e Borrow $1,000,000 in the general fund to provide for co-contributions required by budgeted capital
grants. Repayments over 10 years with fixed interest.

Underlying Assumptions
The following underlying assumptions have been made:

e User charges and fees are increased by 4% pa with the exception of RMCC Income which is increased by
1% pa from 2022/23, because this is outside Council control.

e Interest on investments has been included at 1% pa.

e Employee costs are indexed at 2% pa beyond 2022/23 Scenario 3 (1% in Scenarios 1. & 2.)?

e Materials and Contracts are indexed at 2.5% pa from 2022/23.

e Other expenses are indexed at 2.5% pa.

e Depreciation has been adjusted for the 2019/20 result, and is indexed at 1% pa.

2 Sensitivity analysis suggests this is still ambitious but is a more realistic assumption.
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Scenario 3: Proposed SRV for Application to IPART

The following increases to rates via special rate variation are proposed:

Year Increase
2021/22 20.00%
2022/23 16.00%
2023/24 5.00%
*2024/25 5.00%

*In 2024/25 the increase is net of expiring Gundagai Main Street SRV. This represents a cumulative increase of
53.5% over the 4-year period.

In this scenario, general fund operating losses before capital income are still projected after 10 years in the
order of $1.5 million pa. This scenario will not deliver long term financial sustainability without additional
sources of revenue or cost savings. However, it does secure Council’s cash position while opportunities are
identified.

Unrestricted cash remains uncomfortably tight in the early years reducing to a low of $831,000 in 2020/21
before increasing to remain steady around $2.2 million.

Additional funding of $310,000 is invested in building renewals from 2024/25 and additional $400,000 in
renewals for the Buildings, Parks & Waste (Other) Asset Class in 2024/25, then $800,000 per annum in 2025/26
through to 2028/29 and $1.2 million in 2029/30. The projected increase of Infrastructure Renewal Backlog in
this asset class in Scenario 3 is reduced to $1.595 million, compared to the increase of renewal backlog in the
Status Quo Scenario (Scenario 1) of $5.8 million. Forecast expenditure is not sufficient to meet the cost of
predicted asset renewals, however the very significant capital grant funding provided by the State Government
in the four years post merger has reduced Council’s immediate renewal backlog.

Buildings Parks Waste Asset Infrastructure
Renewal Backlog - SO00

$2,000
$1,500
$1,000
$500
S0
-$500
-$1,000
-$1,500
-$2,000
2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28

Cumulative Backlog Movement

The easing liquidity pressures later in the projection also allow capital works on transport assets to be increased
to $4,488,000 pa from the amount of $4,290,000 pa included in the Status Quo Scenario.
Cumulative rate increases for Scenario 3 are lower than Scenario 2 by $401,736 by 2025/26.
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Proposed SRV Income Statement & Unrestricted Cash
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Proposed SRV Balance Sheet
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COOTAMUNDRA-GUNDAGAI REGIONAL COUNCIL

Proposed SRV Cashflow Report
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COOTAMUNDRA-GUNDAGAI REGIONAL COUNCIL

Proposed SRV Graphs

General Fund Net Operating Result
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General Fund Operating Performance
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COOTAMUNDRA-GUNDAGAI REGIONAL COUNCIL

General Fund Debt Service Cover Ratio
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COOTAMUNDRA-GUNDAGAI REGIONAL COUNCIL

Hardship Policy and Debt Recovery Policy
Council has reviewed its Hardship Policy and Debt Recovery Policy, and placed drafts on public exhibition for 28
days. In the absence of community feedback they are to be adopted as drafted.
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3 1t should be noted that this was the most up-to-date version available at the time of writing and we have
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