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CABONNE LONG TERM FINANCIAL PLAN

1 INTRODUCTION

1.1 Structure

The Long Term Financial Plan (LTFP) is structured into six main sections.

Section 1:

Section 2:

Section 3:

Section 4:

Section 5:

Section 6:

Section 7:

Provides a brief introduction to the plan and the objectives it aims to meet.

Planning Assumptions. This section details the financial assumptions made in
developing the LTFP.

Base Model using planning assumptions for Council’s General fund, water fund
and sewer funds.

Revenue Forecasts. This section details the Council’s major sources of revenue
and the assumptions used in the forecast figures.

Expenditure Forecasts. This section details the Council's major areas of
expenditure and the assumptions used in the forecast figures including asset
management.

Sensitivity Analysis and Financial Modelling. This section details the impact of
various scenarios on Council’s plans.

Appendices. Including Income Statement, Balance Sheet, Cash Flow and
Statement of Changes in Equity.

1.2 Objectives

The LTFP is a requirement under the Integrated Planning and Reporting framework for
NSW Local Government. Council's LTFP provides a framework to assess its revenue
building capacity to meet the activities and level of services outlined in its Community
Strategic Plan.

The LTFP provides a framework within which, Cabonne Council can appraise its capacity to
meet the Community’s expected level of service. The Plan will also endeavour to:
e establish greater transparency and accountability of Council to the community;
e provide an opportunity for early identification of financial issues and any likely
impacts in the longer term;

solve financial problems as a whole

see how various plans fit together

understand the impact of some decisions on other plans or strategies;

provide a means of measuring Council’s success in implementing strategies; and,
confirm that Council can remain financially sustainable in the longer term.

1.3 Timeframes

The Office of Local Government has set the minimum timeframe of ten years. In this report
Cabonne Council’'s LTFP covers the time period from 2018/2019 to 2027/2028.
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CABONNE LONG TERM FINANCIAL PLAN

2 PLANNING ASSUMPTIONS

A LTFP is dependent on a number of planning assumptions. In preparing an LTFP Council
considered a range of matters and made appropriate assumptions. These assumptions
were used to model and formulate the plan, test a range of scenarios and have ultimately
formed the basis of the agreed plan.
Some of the key variables reviewed as part of the setup of the LTFP include:

e Consumer Price Index (CPI): See table at 2.1

e Salaries and Employee Costs: See table at 2.1

e Investment Income: See table at 2.1

e Rate Pegging: See table at 2.1

e Sewer Charges: See table at 2.1

o Water Charges: See table at 2.1

o Waste Charges: See table at 2.1

e Fees and Charges: See table at 2.1

e Service Levels: Refer to Cabonne Council Community Strategic Plan (CSP).

e Population Growth: Given the uncertainty in population growth in regional NSW it
was concluded that growth in rate revenue or in additional revenue from fees and
charges given the projected size of the market was negligible. Also, any increase in
revenue maybe offset against any increase in costs servicing a greater population
base. As a result, the LTFP has been prepared on the assumption of a constant
population base.

e Economic Growth: As per above, due to uncertainties in economic growth rates in
regional NSW the LTFP has been prepared on the assumption of a nil economic
growth rate.

2.1 Summary of Key Assumptions and Indices

Planned

Assumption/Variable Calculation Basis %p.a.

Consumer Price Index | apicipated General Increase | 2.00%

(CPI)

Salaries and Employee | Estimate 2.5% Award o
: 2.50%

On costs increase

Interest Rate Income 90 Day BBSW + 1.5% 2.50%

Rate Pegging (General

Anticipated General Increase 2.00%
Rates Income)

Water Charges Income | Anticipated General Increase 2.00%

Sewer Charges Income | Anticipated General Increase 2.00%

Waste Charges Income | Anticipated General Increase 2.00%

Page 5



CABONNE LONG TERM FINANCIAL PLAN

Fees and Charges

Anticipated General Increase 2.00%
Income

3 BASE MODEL

3.1 General Fund

Council's General Fund base model has been derived from using the key assumptions and
indices shown in the table above. No other significant changes have been identified throughout
the ten year plan. An assumption has been made of Council receiving $4million in Capital
Grants along with the assumption of Council continuing to receive the Roads to Recovery Grant
funds. The financial assistance grants have been predicted at CPl. General Funds financial
sustainability shows a positive result maintaining operating surpluses, positive investment
strategy leading to a sound and robust financial future.

3.2 Sewer Fund

Council’'s Sewer Funds base model have been derived from using the key assumptions and
indices shown in the table above. Annual charges and user charges has been increased by 2%.
An assumption has been made that Council will upgrade and maintain its Sewer Network assets
at $400k per year, in which the 10 year plan shows this is sustainable. Councils sewer fund
continues to result in a Operating deficit, however in year 2023/24 it makes a slight
improvement to a positive operating result. However, Council’s Sewer fund cashflow remains
positive into the 10 year plan, showing a sound and robust financial future.

3.3 Water Fund

Council's Water Fund base model has been derived from using the key assumptions and
indices shown in the table above. Annual charges and user charges has been increased by 2%.
An assumption has been made that Council will upgrade and maintain the Water Network
assets at $700k per year. The 10 year plan shows this will deplete the Cash reserves by the end
of the 10 year plan to $1.15million. Council’s water fund continues to result in a Operating
Deficit.

4 REVENUE FORECASTS

The major sources of revenue for councils are:

Rates and Annual Charges
User Charges and Fees
Grants & Contributions
Investment Revenue
Borrowings

Other Revenues

SHRCT =at® [N

4.1 Rates and Annual Charges

The major component of a Councils’ income is produced via the levying of rates. Cabonne
Council is proactive and determined to produce a fair balance between rates levied on the
shire’s population and the level of services that can be provided. The limitation on rates income
is set by the Independent Pricing and Regulatory Tribunal. This limitation is known as Rate
Pegging and involves a percentage cap on the income raised from ordinary and special rates
from one year to another.
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Pegging and involves a percentage cap on the income raised from ordinary and special rates
from one year to another.

Section 492 of the Local Government Act 1993 provides two types of rates: Ordinary rates and
Special rates.

4.1.1 Ordinary Rates

By virtue of section 494 of the Act, Council is required to make and levy an ordinary rate for
each year on all rateable land in its area. This is a mandatory requirement. Land is rated based
upon the use of that land or the zoned use of that land. There are four main rating categories,
within which Council can create additional sub-categories. The four broad categories provided
by Section 493 of the Act are:

Farmland
Residential
Business
Mining

All rateable land is classed within one of the four categories unless it is deemed non-rateable,
such as a church or school or similar institution, as specified in the Local Government Act.

4.1.2 Special Rates

Council has discretion to levy special rates. Special rates must be made pursuant to section 495
of the Local Government Act 1993 but may be levied under either section 495 or the provisions
of Division 2 of Part 5 of Chapter 15 of the act. In the former instance, the special rates may be
levied for works or services provided or proposed to be provided by Council (e.g. town
improvement works benefiting a specific locality, tourism promotion benefiting a particular
ratepayer sector) or for other specific purposes. It is important to note that these rates will
usually apply to specific rating categories or specific rating areas, special rates are also capable
of application across all ratepayers. For example, all ratepayers in a Council area could be
made subject to a special rate, intended to finance a project that will benefit the whole of the
Council area. Special rates can also be raised to fund sewer, water supply and waste
management projects.

4.1.3 Rate Pegging

Rate pegging is a term that is commonly associated with section 506 and 509 of the Local
Government Act 1993. Rate pegging has been set for the 2018/2019 year at 2.3% and
estimated at 2.0% for future years. This term refers to the practice of limiting the amount of
revenue a council can raise from ordinary and special rates by setting a limit on the increase of
these rates from previous years. It is important to note that this limit (in the form of a percentage
cap) does not apply to an individual’s rate levy but rather the total rate levies raised from
ordinary and special rates. The Independent Pricing and Regulatory Tribunal advises Councils
of the allowable rate increase in December each year for the coming financial year.

4.1.4 Special Rate Variation

Cabonne Council is not applying for a Special Rate Variation under section 508A of the Local
Government Act 1993, in the initial implementation of the LTFP.

4.2 User Charges & Fees
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In accordance with Sections 496, 501 and 502 of the Local Government Act 1993, Council is
able to charge for the provision of sewerage, water and domestic waste services.

4.2.1 Sewerage Charges

Council has set charges for the 2018/2019 year at 1.9% increase and an increase of 2% for
future years. The funds are used to operate and maintain sewerage services throughout the
Cabonne Council area. If further information is required in regards to this matter, please refer to
Council’s Fees & Charges.

4.2.2 Water Charges

Council has set charges for the 2018/2019 year at 1.9 % increase and an increase of 2% for
future years. Funds are used to operate and maintain water services throughout the Cabonne
Council area. If further information is required in regards to this matter, please refer to Council’'s
Fees & Charges.

4.2.3 Waste Management Charges

The Local Government Act 1993 requires that Domestic Waste Management Charges must
reflect the actual cost of providing those services. The service is provided to the residents of
Cabonne, within the designated scavenging areas and also specific rural areas. The service
includes a weekly garbage collection service and a fortnightly recycling collection service.

The Domestic Waste Strategy is supported by a reasonable cost calculation, which determines
the annual charges. The forecast increase in the charges has been set in accordance with the
strategy. Council has set charges for the 2018/19 year to increase by 2.3% and future years by
2%.

4.2.4 Statutory Charges

Council has no discretion to determine the amount of a fee for service when the amount is fixed
by regulation or by another authority. Examples of statutory fees include development
assessment fees and planning certificates.

The maijority of statutory charges do not increase annually in line with CPI, however for the
purposes of financial modelling these fees are assumed to increase in line with CPI over the
long term.

4.2.5 Other Fees

User fees and charges include office fees (photocopying, binding etc.), aged care fees, fees for
use of Council facilities and fees for private works undertaken.

4.3 Grants & Contributions

Council relies heavily on the income from the Federal Government's Financial Assistance and
the Roads to Recovery grant programs.

The Financial Assistance Grant is calculated using a formula that takes into account the
population of the Local Government Areas, road lengths and a number of disability factors.
Given the complexity of the formula Council has assumed all disability factors will remain
constant and that these grant will increase in line with CPI.
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Money provided under the Roads to Recovery Program is not intended to replace council
spending on roads but to assist councils in their local road construction or maintenance. Council
has made the assumption that it will continue to receive this funding into the future based on
historical levels.

4.4 Investment Revenue

Council's investment strategy is to undertake investment of surplus funds, maximising earnings
from authorised investments, whilst ensuring the security of Council Funds.

Council also aims to ensure there is sufficient liquidity to meet all reasonably anticipated cash
flow requirements, as and when they fall due, without incurring significant costs due to the
unanticipated sale of an investment.

Forecast returns on Council’s investment portfolio are based on the forecast 1-year bank bill
swap rate plus a small margin to reflect strategic investments in longer term investment

products where appropriate. Council has assumed a 2% return for the first year, then 3% the
following year and then 3.5% for future years.

4.5 Borrowings

Council is not anticipating any new borrowing over the next 10 years. Whilst this may be the
case, Council certainly has capacity to obtain and repay new borrowings if required.

4.6 Other Revenue

Other revenues include a number of sources including commission and agency fees, rental of
Council properties.and lease income from the Molong Limestone Quarry.

Commission and agency fees are likely to continue in line with CPI over the long term, as will
rental of Council properties.

5 EXPENDITURE FORECASTS

5.1 Salaries and Wages

For the purpose of projecting future salary, wage and employee leave costs to Council a
percentage increase of 2.50% has been applied. This is to account for future Award increases
and staff competency/performance increases.

Further details about Council’s staffing are included in the Workforce Plan.
5.2 Materials, Contracts and Other Operating Costs
Expenditure on materials, contracts and other operating costs has been generally based on
CPI. The exceptions to this are expenditures that are either
e not recurrent every year, or
e have been identified as increasing by an amount different to CPI

5.3 Asset Management

Infrastructure (assets) expenditure will progressively be mapped against maintenance and
renewal programs recommended by respective asset management plans. In accordance with
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Council's Asset Management Review, asset maintenance has been increased by CPI with a
strong focus on asset renewals as opposed to construction of new assets.

Assets should be maintained and renewed in accordance with the respective asset
management plans and agreed condition intervention levels.

6 SENSITIVITY ANALYSIS AND FINANCIAL MODELLING

The LTFP is based on a number of underlying assumptions. Sensitivity analysis identifies the
impact on Council’s financial position of changes in these assumptions and highlights the
factors most likely to affect the outcomes of the plan.

Sensitivity analysis looks at “what if” scenarios. For example, what happens to Council’s
financial position if salary and wages increases are 1% higher than forecast; growth is half that
forecast, or investment returns are 1% less than forecast in plan.

6.1 Scenario 1

The “Scenario 1” model estimates an increase in Council’s Water Fund’s Annual Charges and
User Charges and Fees of 8% for 2019/20, then 6% for the next four years, with the remainder
years increasing by estimated CPI, 2%. By Council increasing the user charges and fees above
CPI, it shows that the Water fund has positive Operating Surplus’s for the next 10 years and
additional funds into the future.

The “Scenario 1” model also estimates an increase in Council’'s Sewer Fund’s Annual Charges
and User Charges and Fees of 12% for 2019/20, then 5% for the next four years, with the
remainder years by 2%. By Council increasing the user charges and fees above CPI, it shows
that the Sewer fund is improving its Operating Result whilst also maintaining additional cash
funds into the future to be used on future capital works.

No changes made to General fund.
6.2 Scenario 2

The “Scenario 2” model assumes that Council will not receive grant funding for the Roads to
Recovery Program of an estimated $1million for the next 10 years. An assumption has also
been made that Wages and Salaries will increase 1% above the predicted 2.5% award. By
making these assumptions, General funds cash levels drop from $48million to $38million after
10 years.

No changes made to Water fund or Sewer fund.

7 APPENDICES

7.1 Base Model
7.2 Scenario 1
7.3 Scenario 2

NOTE: Base Model and all scenarios include the following for all funds including a consolidated
report:

e 10 year Income Statement
e 10 year Statement of Financial Position
e 10 year Cashflow Statement
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