


Long Term Financial Plan 2020/21 to 2029/30:
Addendum for SRV proposal

Council adopted its 2020-21 to 2029-30 Long Term Financial Plan (LTFP) on 30 June 2020 after public exhibition.

The adopted LTFP included provision for a S508A Special Rate Variation of 17.5%, 17.5% and 10% (including rate
peg) over three consecutive years, commencing 2021/2022, to be retained permanently in the rate base.

Following the completion of Draft Financial Statements for the 2019/20 financial year, the financial projections
for the Long Term Financial Plan were updated in order to inform public consultation and an application for
Special Rate Variation to IPART in February 2021.

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

This addendum includes

1. Status Quo Scenario (no special rate variation),

2. Special Rate Variation for public consultation (resolution 412/2020) under S508A of the Local
Government Act 1993 of 19%, 18%, 5%, 5% and 5% in five consecutive years, commencing 2021/22, to
be retained permanently in the rate base. This is a cumulative rate increase of 62.6% over the five-year
period.

3. Special Rate Variation for application to IPART under S508A of the Local Government Act 1993, of 20%,
16%, 5% and 5% in four consecutive years, commencing 2021/22, to be retained permanently in the rate
base. This is a cumulative rate increase of 53.5% over the four-year period.

Some adjustments have been made to original projections adopted by Council on 1 June 2020 based on the Draft
Financial Statements for 2019/20 (recently completed), and are consistent with the independent report
produced by Deloitte Touch Tohmatsu (Deloitte report) 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 (Drew report). Detailed changes and underlying assumptions are included in the
following pages.

The Deloitte report and the Drew report may be found at the following link:
https://www.cgrc.nsw.gov.au/special-rate-variation-srv/

Version Control

Ref Date Date effective Council Description
Resolution

1.0 1June2020 | 1June2020 |134/2020 | 2020-2021 to 2029-30 LTFP placed on public exhibition.
Adopted 30 June 2020.

3 December |3 December 412/2020 Addendum for SRV placed on Public Exhibition

2020 2020
3 February 8 February <>/2021 LTFP Addendum adopted for SRV application to IPART
2021 2021




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.

o Other expenses are indexed at 2.5% pa.

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

! Sensitivity analysis suggests this is still ambitious but is a more realistic assumption.



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.

Employee costs

Council’s ability to realise the savings proposed in relation to employee costs has a major impact on future
performance. Key issues are:

e Award increases

e Achievement of savings of $500,000 predicted for 2021/22

e Ability to achieve ongoing savings

Adopted increase in Superannuation Guarantee — uncertain at present

Any future call for increased contributions for defined benefit superannuation scheme
e Level of capitalisation of employee costs

Interest rates

Currently modelled at historically low rates at 1%. Any increase in interest rates will have a positive impact on
results.

Grant programs

Council relies heavily on external funding for operations and capital works renewal funding. If such grants
reduce or are discontinued, Council will need to increase revenues from other sources, or reduce service levels.

Cost Shifting/ increased cost burdens

Over past years, other levels of government have shifted costs associated with emergency services, weed
management, food safety programs road safety programs to local government without funding. Increased audit
requirements have also added cost to Council’s operations. It is likely these costs will continue to grow and
negatively affect Council’s operating results.

Insurance and Workers Compensation

Forecasting insurance premiums is difficult. Premiums are influenced by a number of issues, including the
occurrence of natural disasters, economic uncertainty and climate change. Workers compensation premiums
are heavily dependent on Council’s claims history, and industry conditions. Council’s WHS Committee is
committed to reducing incidents and claims through workplace safety programs.



Scenario 1: Status Quo

In the Status Quo Scenario rates are increased by the rate peg of 2% for 2021/22 and 2.5% each year thereafter.

Applying the material changes and underlying assumptions described on the previous page with no SRV or other
drastic measures results in general fund annual operating losses before capital income of between $3.4 and $6.2
million over the 10-year period. The liquidity of the general fund continues to be an immediate concern, with
unrestricted cash projected to be exhausted in the 2021/22 financial year. As presented, internally restricted
and unrestricted cash and investments reduces from $8.01 million to negative $-17.15 million and unrestricted
cash to less than -$24.8 million.

The outcomes in the Status Quo scenario as presented cannot be contemplated and if a significant SRV is not
implemented, must be prevented by imposition of urgent and significant austerity measures.

Examples of the scale of the cuts required are:

e Reducing the workforce by 25%; or

e Cutting the capital expenditure budget by 30% causing unsustainable increases in asset renewal backlog;
or

e (Ceasing Tourism and Economic Development activities; closing libraries, museums, visitor information
facilities, swimming pools and sporting facilities, reducing maintenance of parks and gardens.

These measures, or more likely a combination of lesser reductions in each category, would drastically reduce
service levels with significant social impacts and generate unsustainable infrastructure renewal backlogs.

It is noted that:

e Council’s Asset Management Plan for Buildings, Parks & Waste Assets projects an increasing renewal
backlog, based on budgeted capital renewal expenditure of $590,000 pa. By 2027/28, the cumulative
increase in backlog in this class is predicted to be $5.8 million per the graph below. [The intent of
Council is not to undertake renewal on an asset until it reaches its ‘intervention level’, that is the
condition at which the community has determined renewal is required. Typically, assets will be renewed
between condition 6 & 8 which ranges from fair/poor to very poor depending on their classification. For
the purpose of Council’s asset management plans, modelling assumes that all assets will be renewed at
condition grade 7]

e Additional increases in fees and charges would not be reasonable given increases already imposed and
planned annual increases of 4% pa, and in any case are not a significant income source.

o Unlike LGAs in city areas, Council doesn’t have many readily saleable assets. While some asset
realisation is possible, this has not been considered as a realistic short-term option.

Buildings Parks Waste Asset Class
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Status Quo Income Statement and Unrestricted Cash
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Status Quo Graphs

Net Operating Result
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Scenario 2: Advertised SRV for community consultation

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

Year Increase
2021/22 19.00%
2022/23 18.00%
2023/24 5.00%
*2024/25 5.00%
2025/26 5.00%

*In 2024/25 the increase is net of expiring Gundagai Main Street SRV. This represents a cumulative increase of
62.6% over the 5-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.

Unrestricted cash remains uncomfortably tight in the early years reducing to a low of $831,000 in 2020/21
before increasing to a reasonable range of between $1.5 million and $3 million.

Additional funding of $310,000 is invested in building renewals from 2024/25 and additional $1,000,000 in
renewals for the Buildings, Parks & Waste Asset Class in each of 2026/27, 2027/28 and 2028/29, rising to
$2,000,000 in 2029/30. The projected increase of Infrastructure Renewal Backlog in the Proposed SRV Scenario
is reduced to $2.6 million, compared to the increase of renewal backlog in the Status Quo Scenario of $5.8
million.

The easing liquidity pressures later in the projection also allow capital works on transport assets to be increased
to the 2020 Moloney Report recommendation of $4,700,000 pa from the amount of $4,290,000 pa included in
the Status Quo Scenario.

While ongoing operating losses before capital are predicted for the 10 year term of the plan, the improved cash
flow delivered by the proposed SRV will allow Council time to implement further service level reviews and
productivity improvements.

Proposed SRV
Buildings Parks Waste Asset Class
Movement in Infrastructure Renewal Backlog
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Advertised SRV Income Statement and Unrestricted Cash
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Advertised SRV Graphs

Net Operating Result
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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
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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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Proposed SRV Cashflow Report
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Proposed SRV Graphs
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General Fund Debt Service Cover Ratio
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General Fund Infrastructure Renewal Ratio

180%
160%
140%

120%

100%
80%
60%
40%
20%

0

2017/18 2018/19 2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 2026/27 2027/28 2028/29 2029/30

X

m General fund e Benchmark

17



