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1. Executive Summary  
 
This Long Term Financial Plan (LTFP) has been developed to support the conversation 
amongst councillors, staff and the community about ‘our story’:  

• where we are now and where we’re headed (current and emerging risks and 
opportunities)  

• where we want to be and how we’ll get there (desired future and key actions to 
realise this)  

• how we’ll know we’re on the right track (performance measures and indicators as 
well as specific objectives).  

 
It highlights some major challenges that Cabonne Council needs to overcome over the next 
decade.  Most of these relate to Council’s infrastructure – particularly roads, water supply 
and sewerage assets – so it is vital that accompanying it is a Strategic Asset Management 
Plan (SAMP).   
 
The LTFP and SAMP, together with a Workforce Management Plan, form Council’s 
Resourcing Strategy.  This is a key element of the Integrated Planning and Reporting (IP&R) 
Framework alongside the Community Strategic Plan and Delivery Program.   
 
The new Council elected in September 2021 needs to prepare a new suite of IP&R 
documents before July 2022.  However, this LTFP and the SAMP accompanying it have been 
prepared ahead of this to support the conversation or ‘story’ above. 
 
In summary, the ‘story’ this LTFP tells in section 4, in relation to the general fund (covering 
all functions except water and sewer) is that Council can afford to continue its normal 
operational activities over the next 4 to 5 years, as well as delivering priority capital works 
(asset renewals, matching grants – details are in the SAMP), and maintain its cash reserves.   
 
But it also shows that beyond 5 years, Council will ‘eat into’ its reserves if it isn’t careful.  
This reinforces the importance of keeping forecasts of ‘where we are headed’ financially in 
this LTFP up-to-date annually, and of ongoing efforts to keep Council ‘on the right track’, 
particularly in the management of its assets (guided by the SAMP).  Financial sustainability 
objectives in section 3 are intended as ‘guard rails’ to ensure Council is on the right track.  
 
The ‘story’ this LTFP tells in sections 5 and 6 (in relation to water and sewer funds) is that 
Council needs to increase charges considerably if it is to cover its normal operating expenses 
(which have increased in recent years as Council has recognised that it needs to allocate 
additional resources to manage these functions effectively) as well as to fund priority capital 
works that are critical to providing these essential services into the future.   
 
The key points in terms of Council’s strategic direction are:  

• the current challenges Council now faces haven’t arisen in the short term, and there is 
no quick and easy solution to solve them  

• the immediate priorities for the new Council are building a high-performing 
organisation, investing wisely in infrastructure and maximising opportunities from grants  

• at the same time, Council needs to be conscious of the path its finances are forecast to 
head in the longer term, and to continue to pursue opportunities to improve it.  
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2. Structure of this Document  
 
Section 3 establishes Council’s seven objectives for sound financial management and 
discusses the key issues that need to be considered in establishing these.   
 
Sections 4, 5 and 6 then consider each of the three funds that councils must account for 
separately under the NSW Local Government Act:  

• water supply,  

• sewerage, and 

• general fund.  
 
The focus is analysing the key areas of operating revenue and expenses, as well as the 
forecast capital works programs (investment in infrastructure), and assumptions relating to 
these in future, and how this impacts the financial performance and position of each fund.   
 
The previous 5 years actual historical results are also included, which helps put the current 
situation and forecast performance into the future in context.  
 
Section 7 then discusses the sensitivity of financial forecasts to changes in key areas such as 
higher employee, depreciation or borrowing costs, etc.   
 
Section 8 then outlines three scenarios (alternatives to the ‘base case’ in sections 4, 5 and 6) 
that explore the implications of three key issues: an ‘austerity’ scenario (exploring 
reductions in funding from other levels of government), a ‘premium levels of service from 
roads’ scenario and a ‘maintain status quo for water charges’ scenario.   
 
The centrepiece of this LTFP is the three primary financial statements in Appendix 1: 

• an Income Statement, which forecasts revenue and expenditure  

• a Statement of Financial Position or Balance Sheet which forecasts changes in 
Council’s assets (cash reserves, investments and infrastructure) and liabilities 
(borrowings) over time, particularly as Council invests in its infrastructure  

• a Cash Flow Statement, which shows where Council generates and spends its cash.  
 
Each includes actual historic figures to put the future forecasts into context.   
 
 

  



Cabonne Council Long Term Financial Plan 2021-2031  6 

3. Council’s Objectives: Sound Financial Management  
 
The NSW Local Government Act section 8B establishes principles of sound financial 
management as follows:  

a) Council spending should be responsible and sustainable, aligning general revenue 
and expenses  

b) Councils should invest in responsible and sustainable infrastructure for the benefit 
of the local community  

c) Councils should have effective financial and asset management, including sound 
policies and processes for the following: 
(i) performance management and reporting, 
(ii) asset maintenance and enhancement, 
(iii) funding decisions, 
(iv) risk management practices. 

d) Councils should have regard to achieving intergenerational equity, including 
ensuring the following: 
(i) policy decisions are made after considering their financial effects on future 

generations, 
(ii)  the current generation funds the cost of its services. 

 
It is critical that Council starts its journey to implementing these principles off on the right 
foot.  This shouldn’t be with point (a) and proceed from there (Council shouldn’t start by 
cutting expenses to align these with general revenues).  Rather, Council should start with 
effective financial and asset management, point (c), which charts the journey to be taken.  
 
Cabonne Council has recognised it needs to improve the effectiveness of its financial and 
asset management.  This LTFP and the Strategic Asset Management Plan (SAMP) that 
accompanies it are evidence of Council’s commitment to doing so, and progress thus far.   
 
Council also recognises the financial challenges it faces haven’t arisen overnight… and won’t 
be solved overnight.  A longer-term approach is needed: the Cabonne Transformation 2025 
Program.  This program requires investment over the next few years – which will increase 
operating expenses – if Council is to realise longer-term benefits and be more sustainable.  
 
As well as investing in the Program itself, the asset management improvement work 
undertaken within it has identified the need for investment in assets to address risks.  The 
key priorities in each asset class are identified in the SAMP.  This includes both increased 
operational costs (e.g. clearing road side table drains) and capital works (asset renewals).  
 
Council also recognises that the current environment of substantial grant funding is unlikely 
to continue indefinitely, and so it needs to maximise grant opportunities to deliver on 
community priorities while they exist (so long as Council can afford these longer term).  This 
has resulted in Council using up some of its reserves in the last few years to match grants 
and so it cannot continue indefinitely, but it is important not to miss opportunities, too.  
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The journey that the new Council takes beyond the September 2021 elections – and beyond 
that, the later elections in 2024 and 2028 – will be up to the Councils elected at that time.  
There will no doubt be new challenges and opportunities arise along the way.   
 
But this LTFP sets out a path for subsequent Councils to follow, and even more importantly 
to refine over time, should they wish.  This ‘path’ is summarised in the table below.   
 

Term Current Council 
2016 to 2021 

New Council 
2021 to 2024 

Subsequent Council 
2024 to 2028 

Priorities  Establish Cabonne 
Transformation 2025 
Program, including 
this LTFP and SAMP. 

Deliver major grant-
funded projects.  

First year of increases 
in water and sewer 
charges.  

Complete Cabonne 
Transformation 2025 Program.   

Progress priorities in SAMP, 
improved asset management. 

Deliver grant-funded projects.  

Pursue opportunities to 
improve finances (power, 
workers comp., etc.) 

Increase water and sewer 
charges to sustainable levels.  

Building on the 
foundation of better 
financial and asset 
information and a 
review of challenges, 
determine a 
sustainable way 
forward in consultation 
with the community. 

Forecast 
performance 
in LTFP 
(finances)  
and SAMP 
(assets)  

Deficit associated with 
increased investment.  

Draw down of 
reserves because of 
deficit and matching 
grants for projects.  

Potential surplus associated 
with grant funded projects. 

Cash reserves largely 
maintained. 

Incremental improvements in 
assets as investment targeted.   

Potential return to 
deficits and draw down 
of cash reserves unless 
other action taken &/or 
grants secured.  

Further improvement 
in assets.   

 

Table 1: potential priorities and forecast performance for future Councils   

 
Council has identified seven financial sustainability objectives (below) that are intended 
to serve as ‘guard rails’ to help keep Council ‘on track’ on this journey.  
 
The new Council (elected in September) will need to adopt their own objectives as part of 
the new LTFP developed with the new suite of documents under the Integrated Planning 
and Reporting Framework, in particular a new Delivery Program which sets the course 
Council will follow over its term.  But these will provide food for thought in this process.   
 
Council may actually decide to formalise these in a Financial Sustainability Policy or similar. 
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Cabonne Council Financial Sustainability Objectives (July 2021) 

 

 Objective Details 

1 Responsible and 
sustainable 
infrastructure 
investment  

Allocate funding to infrastructure in accordance with the 
recommendations in Council’s SAMP, with a focus on risk 
management and renewal of existing assets.  New or upgraded 
assets should not receive priority over renewal needs.  

2 Cabonne 
Transformation 
2025  

Improve the capability and capacity of Council’s organisation by 
investing in the Cabonne Transformation 2025 Program, while 
avoiding permanent increases in operating costs (e.g. by adding 
to the number of Full Time Equivalent Employee numbers) 
unless there is a specific business case to do so.  

3 Increase water 
supply and 
sewerage charges 

Increase charges over 4 years to the level required to ensure 
the financial viability of these funds, particularly given the need 
for significant investments as detailed in the SAMP.  

NOTE: sections 5 and 6 forecast significant increases are 
required in both water supply and sewerage.  Comparisons with 
other water utilities are provided to put these into context.  

4  Maximise grant 
opportunities for 
priority projects  

Pursue grants to help fund priority projects, so long as this does 
not significantly reduce funding for renewals and other 
priorities, and so long as Council can afford to maintain these 
new/upgraded assets over the long term.  Where possible, 
incorporate asset renewals as part of these projects.  

5 Minimising 
operating deficits  

Pursue savings in operating expenses and/or increases in 
operating revenues, with the aim of keeping deficits in general 
fund to less than 5% of revenues averaged over 3 years.  

NOTE: currently, the base case is forecasting that this will be 
achieved, but actual results depend on future decisions.  

6 Maintain cash 
reserves and 
capacity to borrow  

Maintain an appropriate level of cash reserves by minimising 
operating deficits and limiting capital programs to priority 
projects.  Limit borrowings to specific projects supported by a 
business case and use internal reserves ahead of borrowing 
where possible.  

NOTE: currently, the base case in this LTFP is forecasting that 
Council will basically maintain its reserves in general fund over 
the next 10 years.  However, reserves in water and sewer funds 
need further consideration as part of asset and financial 
planning.  Council is currently undertaking a review of its 
reserves, which will inform decisions about setting a target of a 
specific dollar amount to be kept in reserves.   

7 Road Maintenance 
Council Contracts  

Continue to focus on delivering the RMCC contract well (with 
Transport for NSW, for work on state roads).  

 

Table 2: Cabonne Council financial sustainability objectives    
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4. General Fund  
 
The chart below summarises the main operating revenues and expenses in the Income 
Statement for Council’s 2021/22 budget, including the projected deficit of $3.8M (largely 
driven by higher than ‘normal’ expenses in employee costs and materials and contracts).  
This excludes $8.7M forecast to be received for capital grants and contributions.  
 

 
Figure 1: key income and expense items in 2021/22 general fund budget  

 
A deficit of this scale (12% of operating revenues) would be of concern if it continued long 
term as Council is ‘spending more than it earns’ – which is unsustainable – but over the 
short term Council considers it acceptable as there are good reasons for these investments.   
 
A longer-term view puts this deficit in perspective.  The figure below shows:  

• actual results from Council’s financial statements over the past 5 years  

• current year budget (as at 3rd quarterly budget review) and next year’s budget  

• the forecast results in this LTFP over the next 10 years.  
 

 
 

Figure 2: trends in income, expenses and operating result in general fund  
 

NOTE: financial years in charts throughout this LTFP are year ending so e.g. 2022 = 2021/22.  
 



Cabonne Council Long Term Financial Plan 2021-2031  10 

It is worth noting that the average surplus over the previous 5 years ($4.4M) is higher than 
the average deficit as currently budgeted ($4.2M between 2021 and 2022) and that forecast 
into the future.  But the deficit is forecast to be consistently around $1.8M p.a. in later 
years, which is 5% of the $36-$37M p.a. in normal operating revenues (i.e., this would meet 
Council’s financial sustainability objective to minimise deficits, in section 3).  
 
But given that Council has historically recorded operating surpluses and is now budgeting for 
and generally forecasting deficits it begs the question: what has changed?   
 
Sections 4.1 and 4.2 analyse each of the key items of revenue and expense in Figure 1  
(user charges, employee costs, materials and contracts, etc.), discussing issues that have 
impacted (positively or negatively) on the current deficit and the likely changes in these 
items over the longer term.   
 
Section 4.3 then discusses Council’s forecast investment in capital works (renewal, new and 
upgraded assets), from the SAMP.  This doesn’t directly impact the operating result (above), 
but it does impact cash reserves.  Again, a longer-term view in Figure 3 below helps put this 
in perspective: 

• Council has undertaken significant capital works (blue columns below) over the past 
4-5 years, and plans to continue to do so for the next 2-3 years  

• While some of these works are funded by capital grants (dark blue line), Council has 
also been drawing on its cash reserves (green line), which will have decreased by 
$13M (a third) between 2020 and 2022 

• Cash reserves are forecast to rebuild and then stabilise, despite ongoing operating 
deficits (Figure 2) and despite the fact that Council is forecasting to invest 
appropriately in infrastructure (blue columns) guided by the SAMP.  
 

 
 
Figure 3: trends in capital works, grants and cash and investments (reserves) in general fund 

 
Appendix 2 provides a summary of Council’s reserves for general fund including the current 
balance (as at April 2021) and purpose.  As noted in section 3, Council is currently reviewing 
the way it manages such reserves and intends to simplify this in future as far as possible, as 
well as to establish targets for the minimum amount to be retained. 
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4.1 Revenues 
 

Rates, levies and annual charges  
 
The majority of these revenues ($10.8M) come from ordinary (land) rates, including a 
Special Rate applying only to residential and business land in Canowindra (and only to be 
spent in that area) that generates $240k p.a.  Domestic waste charges ($1.3M p.a.) make up 
most of the rest, with a small amount ($75k p.a.) coming from the urban stormwater levy.  
 
Forecast increases are limited to ‘rate pegging’ which is forecast to be 2% p.a.  
 

User charges and fees 
 
The majority of these revenues comes from the road maintenance council contract for 
works on state roads with Transport for NSW.  Historically, revenues have varied from as 
low as $3.4M to as high as $9.1M.  Future revenues have been forecast at $3.5M p.a., 
considerably less than the $5.7M average for the past 5 years.  Actual revenues will depend 
on decisions about investments by NSW Government.  
 
Other major ongoing user charges and fees include: 

• $1M for children’s services (family day care and after school care), which basically 
cover the expenses of running these programs  

• $0.7M for non-domestic waste and landfill disposal charges, which are intended to 
cover the cost of these services, not Council’s operations generally  

• $0.4M for regulatory services associated with planning, health and building services 
(development assessment, building approvals, food safety, etc.), which are generally 
set by NSW government (i.e. Council cannot simply increase these) 

 
Other sources include caravan parks ($140-180k p.a.) and cemeteries ($60-80k p.a.).   
 
The loss of income from the Molong Limestone Quarry ($250k p.a.) has contributed to the 
current operating deficit.  It is forecast that $300k p.a. will again be generated from this 
from 2023 onwards, once a new lease is established.   
 

Interest and investments  
 
As can be seen in Figure 3 above, Council’s reserves peaked at around $41M in 2017 and 
2018 but are forecast to drop to $26M in 2022 as Council continues to invest in capital 
works and spend reserves on matching grants.  This, together with a drop in the interest 
rate means that Council’s revenues from interest and investments has decreased four fold 
in recent years (from a peak of $1.2M in 2016 down to $0.3M in 2022).  This is another 
major contributor to the current operating deficit.   
 
It is forecast that cash reserves will rebuild up to 2025, and then stabilise over the next 10 
years.  The reduction in interest due to lower reserves is partially offset because it is 
forecast that interest rates will increase from 2.2% (currently) to 5.5% (in 10 years).  
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Other income  
 
Council’s reported financial performance is impacted by its one-third interest in Central 
Tablelands Water (CTW).  A $4M increase in its equity was recognised in 2020, which 
directly increased Council’s operating result by this amount.    
 
There is little opportunity to influence this (it depends on the operations of CTW) or other 
elements of ‘other income’ which mainly includes legal fees recovered as well as rebates.   
 

Grants and contributions  
 
The major ongoing grants and contributions for operational purposes, together with 
assumptions about trends over time are summarised in the table below.   
 

Source 
$000’s 

p.a. 2021 
Forecasts and comments 

Financial Assistance 
Grants 

5,177  
Forecast to continue, but could drop or not be 
indexed (see ‘unsustainable’ scenario section 8) 

Roads to Recovery  2,202 Forecast to continue.   

Regional Rd Block Grant  1,643 Forecast to continue.  

Community services 
operating grants & 
contributions   

842 

Includes grants and contributions from users for 
community transport, HACC, family day care, 
after school care, libraries, etc.  Limited 
opportunity to increase.  Basically used to fund 
service delivery, so if grants and contributions 
ceased, so would expenditure on delivery (unless 
Council funded this internally).   

Environmental weeds  
140 

Utilised for program delivery (inspect & spray).  
Will continue, but may decrease over time 

Environmental protection 175 Voluntary purchase of flood affected properties. 

Operating contributions to 
roads  

125 
Cadia mine – voluntary planning agreement, 
contribution to road maintenance.  Continues.  

Other  1,000  

TOTAL (approx.) 11,300  
 

Table 3: summary of ongoing operating grants for general fund    

 
Council often receives various ‘one off’ grants for specific operational projects.  These vary 
considerably.  Historically, total operating grants hit a high of $15.5M in 2017, and a low of 
$8.6M in 2019.  While these are more difficult to predict, they are also generally associated 
with specific expenses, so the net impact on Council’s financial performance is negligible.   
 
Grants and contributions for capital purposes are discussed in section 4.3. 
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4.2 Expenses  
 

Employee benefits and oncosts  
 
Employee benefits and oncosts make up large portion of overall expenses.  This includes 
wages/salaries, leave entitlements, superannuation, worker’s compensation insurance, 
personal protective equipment, and training.  
 
Factors that will impact these expenses over time include: 

• State Award increases (+2% p.a. in July 2021 and again in 2022)  

• Superannuation guarantee levy increases (0.5% p.a. 2021 to 2025, i.e. 2% p.a. total)  

• Employees progressing through salary steps  

• Re-evaluation of positions (changing pay rates)  

• Changes in employee numbers overall (additional positions)  

• Redundancy and termination payments  

• Pay out of leave entitlements  

• Training programs  

• Investment in safety programs and  

• Workers’ compensation performance (number and severity of injuries, and 
rehabilitation), which impacts insurance premiums.  

 
As can be seen in the details in the income statement in Appendix 1, employee costs have 
been considerably higher for the past year ($13M+, as opposed to the ‘baseline’ of $11M+) 
and are budgeted to stay higher in 2021/22.   
 
Key reasons for this include redundancy and termination payments associated with the 
restructure (as well as temporary staff backfilling vacant positions), temporary staff 
associated with the Cabonne Transformation 2025 Program, additional payments for pay 
out of leave entitlements (to reduce Council’s leave liability overall) and training.   
 
These additional costs are essential investments in the future performance and 
sustainability of the organisation, but it is important that Council doesn’t ‘build these costs 
in’ indefinitely.  It is forecast that additional costs associated with the Cabonne 
Transformation 2025 Program ($160k p.a.) will finish in 2025.   
 
An important measure to monitor over time is the number of full-time equivalent 
employees (FTEs).  This has been reported in financial statements since 2017, shown below.  
It is important to note that FTE numbers were lower in past years due to vacancies.  The 
number of FTEs has not actually increased over this time.   
 

 
 

2017 2018 2019 2020

Full time equivalents 155 158 152 160
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In the forecasts, employee costs are forecast to increase by 2.5% p.a. over the next 5 years 
(accounting for the 2% p.a. award increase and 0.5% additionally for the superannuation 
guarantee contribution).  Over the following 5 years, it is forecast that costs will only 
increase by 2% p.a.  Neither of these figures allow for a growth in staff or pay rates, so it will 
be important that Council monitors this closely, to determine if this is achievable.  
 
Workers’ compensation performance is another element of employee costs (along with 
investment in the Transformation Program) that is contributing to the current operating 
deficit.  Premiums are currently $800k p.a. (higher than they were historically due to a 
number of large claims), but it is forecast they will drop to $500k p.a. from 2023, as 
Council’s claims performance improves (claims impact premiums for 3 years) and will stay 
lower with a continued focus on managing the issue.  
 
A final issue in relation to employee costs that needs monitoring is the number of staff 
whose time is ‘capitalised’ (spent on capital works, rather than operations).  This has been 
around $1.4M p.a. in recent years but will be refined in conjunction with planning for capital 
works in the SAMP.  A further benefit is also gained from the higher capital works in earlier 
years, as this generates oncosts for administration and reduces employee costs.   
 
The amount of oncosts generated by capital works (which come back into operations and 
have the effect of reducing employee costs) is something to consider in the modelling, but 
the net effect should be zero.    
 

Materials and contracts  
 
This includes expenses such as fuel for plant operations; contractors for pools, cleaning, 
road maintenance; consulting services and legal expenses.  
 
Along with employee costs, materials and contracts is the main area that Council has an 
opportunity to influence in order to reduce the deficit over time.  This might be through 
savings in procurement (joint purchasing, changes to methods), by doing more in-house 
(without increasing employee costs) and/or by varying service levels (doing less overall).   
 
As can be seen in the details in the historic income statement in Appendix 1, materials and 
contracts vary considerably from year to year, from $4.5M in 2019 to $11.7M in 2020.   
 
This is not only a result of variations in the actual spend on materials and contracts, but also 
capital works undertaken as oncosts and overheads are recouped on these and accounted 
for against the materials and contracts area (reducing the expenses overall), and higher 
plant usage also increases (internal) revenues for this area.  
 
The impacts of this issue can be seen in the income statement in Appendix 1, which 
forecasts that materials and contracts will drop to $3.4M in 2024 (when capital works are at 
a peak) before climbing to double this amount in later years (as capital works drop off).   
 
Budgeting for future expenses is more difficult than for employee costs (which are directly 
related to employee numbers) due to the variability in activities undertaken, so it is an area 
that needs ongoing monitoring to refine forecasts.  At present, the ‘baseline’ expenses are 
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forecast to increase by 2% p.a. over the entire 10 years of the LTFP but both the amount of 
that ‘baseline’ (excluding ‘one off’ projects) and the increases over time need monitoring.  
 

Depreciation and amortisation   
 
While depreciation isn’t a ‘cash’ expense, it is an important measure in terms of ‘sound 
financial management’ as it represents the ‘cost of asset consumption’ and so is a good 
benchmark to compare actual renewal expenditure to long-term asset renewal needs.  This 
issue is discussed further in section 4.3.  
 
Council has invested in many new infrastructure assets in recent years, often funded by 
grants, which has resulted in an increase in depreciation, but significant increases have been 
associated with asset revaluations (increasing estimates of asset renewal costs and/or 
reducing estimates of service lives).  This is a strong argument for refining Council’s asset 
management systems, and also for investing in activities to prolong the life of existing assets 
(e.g. clearing of roadside table drains, resealing of sealed roads).  
 
As can be seen in the details in the historic figures in the income statements in Appendix 1, 
depreciation expenses have increased from $8.5M in 2016 to $10.3M in 2020, an increase 
of 20% in total (effectively 4% p.a.), which is higher than key components of Council income.  
This alone has contributed around $0.5M p.a. to Council’s operating deficit over this period.  
 
At this stage, depreciation is estimated to increase by 2.5% p.a. over the next 3 years 
(allowing for increases associated with new or upgraded assets) before dropping back to 2% 
p.a. for the remainder of the 10 year timeframe of this LTFP.  Given that depreciation has 
increased considerably more than this over the past 5 years, this needs monitoring.  
 

Other expenses   
 
This includes expenses such as insurance, rates on Council properties, electricity, donations 
and assistance to community groups, contributions to other levels of government (RFS and 
fire brigade levies), memberships, telephone and communications and councillor expenses.  
 
These are generally forecast to increase by 2% p.a. over the next 10 years, although there 
are some items that could increase more than this.  A good example is the increase in the 
Emergency Services Levy, which increased by $200k in 2021 (as a result of a change in policy 
by NSW Government).  This effectively consumed the entire $200k generated by the annual 
‘rate cap’ increase of 2%.  A 2018 report commissioned by LGNSW1 found that cost shifting 
has had a $1.5M p.a. impact on Cabonne Council’s finances.   
 
The renewable energy initiative (an investment to be considered by Council in future, and if 
it is to be included in the next revision of this LTFP) is understood to have the potential to 
decrease electricity expenses by $250k p.a. although this will be offset by the costs of 
maintenance ($50k p.a.) and depreciation ($150k p.a.).  A further $50k p.a. is expected to be 
generated in sales of power back into the grid.  
 

 
1 https://www.lgnsw.org.au/common/Uploaded%20files/PDF/Cost_Shifting_Report_FINAL.pdf  

https://www.lgnsw.org.au/common/Uploaded%20files/PDF/Cost_Shifting_Report_FINAL.pdf
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Interest on loans 
 
Council currently has no borrowings in general fund and does not plan to borrow.   
 

4.3 Infrastructure Investment  
 
As noted in section 3, one of Council’s key financial management objectives is investing 
sustainably and responsibly in its infrastructure.  Council has developed a Strategic Asset 
Management Plan (SAMP) to guide such investment.   
 
The SAMP identifies the key concerns in each asset class and recommends a 10 year capital 
works program (in section 3.1) that has informed the numbers in this LTFP (shown in 
‘purchase of infrastructure, property, plant and equipment’ in the cashflow statement).  
Further work is required to better align the numbers between the SAMP and this LTFP, but 
the amount estimated to be allocated to renewals over the 10 years (i.e. excluding major 
grant funded projects) is $115M including CPI.  This is exactly the same as the forecast for 
depreciation expenses over the 10 years (in the Income Statement in Appendix 1).  
 
While such simple comparisons of renewal expenditure against depreciation needs to be 
approached with caution (the actual amount required depends on the condition of existing 
assets i.e. the actual renewal needs), the fact that funding matches depreciation over the 10 
years should provide some added reassurance, in addition to the analysis of renewal needs 
in the SAMP.  
 
The table below summarises the key assumptions in the LTFP regarding capital grants.   
 

 
 

Table 5: Forecast capital grants over 10 years  
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5. Water Fund  
 
The water fund only relates to the system servicing Molong, Cumnock and Yeoval.  
Canowindra, Cudal, Eugowra and Manildra are serviced by Central Tablelands Water (of 
which Council is a third owner along with Blayney and Weddin Shire Councils).  Council also 
operates a small water supply system servicing Delgany and Mullion Creek, but this is 
accounted for as part of general fund.  
 
The chart below summarises Council’s main operating revenues and expenses for the water 
fund, based on the 2021/22 budget.   
 

 
Figure 4: key income and expense items in 2021/22 water fund budget  

 
A deficit of this scale (69% of operating revenues, far higher than the 12% in general fund) is 
of serious concern.  Council is ‘spending far more than it earns’, which is unsustainable.   
 
As with general fund, it is helpful to take a longer-term view (in Figure 5 below) to put this in 
perspective, both in terms of contributing factors to the issue and the options Council has 
available to address it.  
 

 
 

Figure 5: trends in income, expenses and operating result in water fund 
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The first point of note is the significant jump in expenses (orange columns) in 2020, which is 
forecast to drop back to a degree in 2023 but will largely continue in future.  As discussed in 
section 5.2, the main increases to date are employees and materials and contracts, which 
increased because Council has recognised it needs to properly manage its water supply 
infrastructure (the same issue applies to sewerage, as discussed in section 6).  Depreciation 
also increased.  In future, the main additional increase on top of these is interest, which 
goes up with the borrowings to fund priority capital works projects (as discussed below).  
 
The second point of note is the steady increase in revenues (blue columns) between 2022 
and 2027, before levelling off.  As discussed in section 5.1, this is due to a forecast increase 
in water supply charges (gradually introduced over several years to lessen the impact). 
 
It is important to note that any decisions about increased charges will rest with the elected 
Council of that time.  Such decisions will be informed by conversations with affected 
communities as part of preparation of the suite of documents under the Integrated Planning 
and Reporting (IP&R) Framework, to be adopted by the new Council by June 2022.  At this 
stage, in this LTFP, the purpose is simply to explain why such increases are needed.    
 
The first way to explain the need to increase revenues is to consider the capital works 
program, reserves and borrowings shown in Figure 6 below.2   As can be seen: 

• Almost all capital works undertaken (blue columns) to renew and/or upgrade water 
supply infrastructure in recent years has been funded by grants (dark blue line)   

• Council is forecasting the need for significantly more capital works over the next four 
years (blue columns to 2025) on several priority projects discussed in the SAMP 
(noted: a further $1M is needed in 2032 – see Figure 10, section 5.3)   

• In order to pay for these projects, Council will need to use up the majority of its 
reserves (green line) and also borrow $8M (red line) as it doesn’t expect to get 
further grants for these works (dark blue line)  

 

 
 

Figure 6: trends in capital works, grants, cash and investments (reserves) and borrowings in water fund 

 
It may be that Council actually needs to borrow more than $8M or increase charges further 
than what has been forecast, since it is forecast that its reserves will dip down quite low 
(green line) from 2025 to 2030 and it is forecast that capital works will be low from 2026 
until 2031.  As discussed in section 3, it is anticipated that in future, Council will nominate a 

 
2 Note: actuals from financial statements include estimates of capital expenditure including work in progress. 
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specific minimum amount it wants in reserve in each fund in its financial sustainability 
objectives.   
 
Another way to explain the need to increase revenues is to consider what is left over – after 
covering normal operating costs – to pay for capital works projects.  This is explained below.   
 

 
 

Figure 7: Current and forecast required water supply charges  

 
On the left, it can be seen that Council currently generates $1.2-$1.4M p.a. from water 
charges (it varies depending on usage) but after paying normal operating costs, it only has 
around $0.1M p.a. left over to pay for capital works.   
 
So, on the right, Council is forecasting the need to increase charges to increase revenues by 
around $0.6M p.a. (a 50% increase) so there is at least $0.7M p.a. generated for capital 
works.    
 
It is worth noting that this $0.7M p.a. is still only 60% of the average $1.14M p.a. required 
over the medium term (Council needs to spend around $11.4M on capital works in the next 
10 years).  It is forecast that Council will need to borrow $8M to cover the difference, but it 
obviously needs to be able to repay this debt (and cover the additional interest expenses).   
 
While the $0.7M p.a. is closer to what is estimated to be required over the long term (the 30 
year plan discussed in section 5.3), it is still less: the estimate is $22.4M or $750k p.a.  It is 
also worth noting that the $0.7M is about equal to the $655k in depreciation expenses 
(which represent the theoretical long term cost over the life of all assets).   
 
A final way to explain this is to consider the cash result for 2022.  Council is budgeting for an 
operating deficit of $956k (Figure 4).  After subtracting $655k of ‘non-cash’ depreciation 
expenses, Council is spending $300k more cash than it earns on operations.  But it is then 
budgeting to spend $779k on capital works, which means it is using up $1,079k of cash just 
in 2022.  Given it only has around $3M cash reserves, this is obviously unsustainable.   
 
Council is pursuing grants to bridge the gap (as can be seen in Figure 6, over $10M has been 
secured in the last 3 years) but these are generally not available for the type of works 
required in future: as discussed in the SAMP, the largest project in the $11.4M total is 
replacement of the pipeline between Molong Creek Dam and the water treatment plant 
(valued at $7M).  This is simply renewing an existing asset, which is generally not something 
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that satisfies grant criteria (priorities for grants are generally addressing water security and 
quality issues, such as the grant obtained for the emergency pipeline from Orange).    
 

5.1 Revenues  
 
As noted in Figures 4 and 7, revenues for the water fund are made up almost entirely of 
user charges, including: 

• Fixed annual access charges (for the provision of the service) and  

• Variable consumption charges (based on the volume of water used). 
 
As discussed below, current charges are already higher than neighbouring utilities, but 
Council needs to increase them considerably more ($600k p.a. or 50%) in order to cover 
normal operating costs and pay for priority capital works.   
 
The following information is intended to put the key issues in context by comparing 
Council’s situation with other utilities.  It is drawn from the NSW Government local water 
utility benchmarking website3.   
 
Firstly, Council has only 1,150 connected properties, making it the 8th smallest water supply 
utility in NSW (out of 82) and just 24% of the size of the median (middle size) water supply 
utility, which has 4,800 properties.  This means Council suffers from a lack of economies of 
scale.  In comparison, Council is the 49th smallest general purpose council (out of 128) with a 
population of 13,600 which is 56% of the median, which has a population of 24,150.  
 
Secondly, the current replacement cost of Council’s water supply assets is $36,542 per 
assessment, which is the 7th highest of any water supply utility in NSW.  This is more than 
double the median of $18,500 per assessment.  This means Council owns a lot of assets 
(dams, pipelines, water treatment plant) for the number of people it is serving.   
 
Thirdly, the cost of operating this infrastructure is $1,078/property, which is the 13th highest 
in NSW and 57% more than the median (at $687/property).  This is in part a reflection of the 
lack of economies of scale, but also the value of infrastructure.   
 
Finally, the typical residential bill is reported in the benchmarking figures as $815 in 
2019/20, which is the 19th highest in NSW, 14% higher than the median (at $718).   
 
However, this typical bill and Council’s position relative to other utilities in terms of this 
needs to be taken cautiously at this stage.  Bills vary considerably with consumption (more 
usage = higher bills).  Also, it appears that the figures on the Department’s website may not 
take account of the higher steps for usage (Council’s 2019/20 charges in 3 steps based on 
usage: $2.4/kL up to 75kL, $5.8/kL up to 125kL and $7.7/kL for usage over 125kL).   
 
As an indication, the typical residential bill in 2017/18 (when usage was higher) was $1,035 
(this is based on total revenues from residential properties and number of connections) but 
dropped to $790 in 2019/20 (due to lower usage associated with water restrictions).  At this 
stage, it is estimated – based on a year when usage is typical, without major restrictions – 

 
3 Refer https://www.industry.nsw.gov.au/water/water-utilities/lwu-performance-monitoring-data note that 
figure for Parkes are based on their 2018/19 figures as their 2019/20 figures aren’t on the website.  

https://www.industry.nsw.gov.au/water/water-utilities/lwu-performance-monitoring-data
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that the typical bill is $1,000 and if Council were to increases charges by 50% as forecast, 
this will bring the typical residential bill up to around $1,500.  This would be among the 
highest in NSW (the highest in 2019/20 was Bogan at $1,346 but in 2018/19 it was Hay at 
$1,936 – Hay didn’t report in 2019/20 but Bogan was $1,517).    
 
In summary, Council’s water supply function is smaller, has more assets and higher 
operating costs than most other utilities in the state.  The typical residential bill isn’t ‘out of 
step’ with other utilities at present, but the forecast increases of 50% would put the typical 
residential bill among the highest in NSW. Figure 8 presents this graphically and includes 
figures from some neighbouring utilities for the 2019/20 year.   
 

 
 

Figure 8: Comparisons with neighbouring water supply utilities and NSW median   

 
The figure below considers the issue of water usage (which impacts the bill).   It appears 
that water usage is lower in Cabonne supply areas than in neighbouring areas although 
2019/20 was particularly low due to drought restrictions.  Even in previous years, though, it 
appears that usage is still lower than Orange or Central Tablelands.  Further investigation is 
required, but it appears it may be due to the number of bores and tanks in use in Molong.   
 

 
 

Figure 9: Comparisons with neighbouring water supply utilities and NSW median for water supplied  
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As a consequence, Council’s usage charges – which are already higher than neighbours (in 
$/kL) – need to be higher still because there is less water being used overall.   
 
While ‘best practice’ is for local water utilities to promote water saving initiatives, this works 
against efforts to improve financial sustainability because it reduces revenues.  One way to 
encourage water saving is price signals: for small utilities under 4,000 connected properties 
like Cabonne, the target is to raise 50% of revenues from usage charges (Council meets this).  
 
There is obviously more work to be done on pricing both in terms of assumptions about 
typical usage (considering variability due to restrictions), the split between fixed and 
variable charges, and the charges at each step (and number of steps) for usage.  
 
At this stage, as the analysis earlier in this section shows, Council clearly needs to increase 
charges.  In 2021/22, Council has increased fixed (access) charges by 10%, but only 
increased variable (usage) charges by CPI (2%).  Further increases will need to be considered 
by the new Council after the elections, in conversation with the affected communities 
during preparation of its new suite of Integrated Planning and Reporting Framework.   
 
The table below summarises the increases forecast as being required for planning purposes 
in this LTFP.  Assuming CPI at 2% alongside the 10% increases over 5 years (i.e. 8% net 
increase over CPI p.a.) the cumulative increase (allowing for the increases to compound 
each year) works out to an effective increase of 50% in charges over and above CPI.   
 

 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 

Access charges 10% 10% 10% 10% 10% 2.5% 2.5% 2.5% 2.5% 2.5% 

Usage charges 2% 10% 10% 10% 10% 10% 2.5% 2.5% 2.5% 2.5% 
 

Table 6: Forecast increases required in water charges  

 

5.2 Expenses   
 
The ‘standard’ assumptions about operating expenses (such as indexation over time for CPI) 
in the water fund are comparable to those in the general fund, and so the same 
assumptions (i.e. those detailed in section 4.2) still apply generally.  
 
As noted above, though, the biggest drivers of the significant jump in expenses in 2020 were 
increased employee costs and materials and contracts.   
 
This was, initially, driven by the emergency works associated with the drought, but these 
expenses have mostly been ‘built in’ to the budget in future because Council has recognised 
that it needs to properly manage its water supply infrastructure in order to manage the 
considerable risks associated with it, including both system reliability as well as regulatory 
compliance.  There will also be some ‘knock on’ effects of moving Cumnock and Yeoval to a 
potable (drinking water quality) supply and away from the previous non-potable supply.  
However, expenses have been adjusted down by $120,000 p.a. from 2027 on to account for 
the fact that it is expected that needs will drop off, at least to some extent, in future.  
 
The work currently being undertaken to increase Council’s asset management capability (in 
section 4 of the SAMP) will position Council well to manage these assets as efficiently and 
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effectively as possible.  But it is not envisaged that expenses will decrease significantly over 
time.   As explained in section 5.1, operating costs are at the high end relative to 
neighbouring utilities but this, at least in part, reflects Cabonne’s lack of economies of scale 
(it is 9th smallest in NSW) and also asset value (it is 7th highest in terms of asset value).   
 
The final point in relation to expenses is the $8M in loans to fund capital works will increase 
operating expenses (due to interest) in future by a variable amount, around $150k p.a.  This 
assumes an interest rate of 2%, and a loan term of 20 years.  As discussed in section 7, if 
interest rates were to double (to 4%) this would significantly impact Council’s ability to 
achieve its objectives.  

 

5.3 Infrastructure Investment  
 
The SAMP identifies the key concerns in relation to water supply infrastructure and 
recommends a capital works program (in section 3.1 of the SAMP) that has informed the 
numbers in this LTFP (shown in ‘purchase of infrastructure, property, plant and equipment’ 
in the cashflow statement).   
 
As noted above, the total capital works program for water is around $11.4M over 10 years.  
The actual timing of projects may vary (e.g. replacement of the pipeline from Molong Creek 
Dam, estimated at $7M, may be delayed so it is informed by the Regional Water Supply 
Strategy), but it is not anticipated the total value will be much lower than is estimated.  In 
fact, a further $1M in capital works – renewal of mechanical and electrical equipment at 
Molong Water Treatment Plant – is forecast as required in 2032 (shown at 2031 below).  
 
The cost is unlikely to decrease, but what may change is the grants received, although as 
noted above the projects Council needs to undertake (mostly renewal of ageing assets) are 
generally not eligible for grants.  It is worth noting that the best way for Council to support 
its case for grant assistance is undertaking detailed asset and financial planning (i.e. the 
SAMP and this LTFP) and preparing an Integrated Water Cycle Management Strategy (which 
is being done in collaboration with Central Tablelands Water and Orange City Council).   
 
In addition to providing estimates for future capital expenditure, the SAMP also includes a 
long term (30 year) asset and financial plan, summarised below.  
 

 
 
Figure 10: 30 year asset and financial plan for water supply  
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The numbers in this ‘long term’ (30 year) plan should align with those in this ‘medium term’ 
(10 year) LTFP (Figure 9 above should be the same as Figure 6), but this is still a work in 
progress.  The 30 year plan was produced some time ago, prior to the latest work on this 
LTFP, and is done in a different computer program in a different way (in current year dollars, 
no CPI).  Alignment will improve over time as the SAMP and this LTFP are refined.   
 
The key issue to note is the importance of the long term view: as can be seen above, the 
‘peaks and troughs’ in capital works (blue columns) required over the next 30 years are 
massive.  These determine the financial strategy (borrowings required and sustainable long 
term pricing) in addition to any changes in operating expenses.  
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6. Sewer Fund  
 
The sewer fund covers all systems in the Cabonne LGA.  Historically, Council operated two 
separate sub-funds within this:  

• ‘Cabonne sewer’ for the older systems of Canowindra, Eugowra and Molong 

• ‘Small towns sewer’ for the newer systems of Cudal, Cumnock, Manildra and Yeoval.   
 
Upon completion of the 20 year period over which the ‘small towns sewer’ system was paid 
for by residents of these villages, there is no longer a need to maintain this distinction and 
so the funds can be combined, but this will be a decision for the incoming Council as part of 
the preparation of the suite of IP&R documents.    
 
The figure below summarises Council’s main operating revenues and expenses for the sewer 
fund, based on the 2021/22 budget.   
 

 
Figure 11: key income and expense items in 2021/22 sewer fund budget  

 
While this deficit (36% of operating revenues) is less than the water fund in percentage 
terms, it is again of serious concern.  Figure 5 provides the longer term view of the situation.  
 

 
 

Figure 12: trends in income, expenses and operating result in sewer fund 
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The situation is very similar to the water fund in terms of both contributing factors and 
options available to Council to address it. 
 
There has been less of a pronounced jump in expenses (orange columns) in recent years 
than with water – the increase has been more gradual, other than the works planned in 
2021/22 – but again it is associated with increases in employee costs and materials and 
contracts, as Council has devoted resources to properly managing its sewerage 
infrastructure.  Further discussion is in section 6.2.  
 
There is a similar steady increase in revenues (blue columns) associated with the forecast 
increases in charges between 2022 and 2027.  It is important to note that because of the 
significant differences in the current charges between towns, the increases will not impact 
all communities in the same way.  Further discussion is in section 6.1.   
 
Again, it is important to note that any decisions about increased charges will rest with the 
elected Council of that time.  Such decisions will be informed by conversations with 
affected communities as part of preparation of the suite of documents under the Integrated 
Planning and Reporting (IP&R) Framework, to be adopted by the new Council by June 2022.  
At this stage, in this LTFP, the purpose is simply to explain why such increases are needed.    
 
The need for increases in sewerage charges will be explained in the same manner as water, 
but even a quick comparison between Figure 13 (below) and the corresponding Figure 6 (for 
water) shows there is quite a different story to be told.  As can be seen: 

• Council has spent a little more in previous years on capital works (blue columns) for 
sewerage than it has for water supply 

• Council plans to spend a considerable amount (over $3M) in the next two years on 
priority capital works discussed in the SAMP  

• In order to retain sufficient cash reserves (green line), Council intends to fund some 
of these works with $1.8M in new borrowings (red line)  

• It intends to pay these borrowings off within 10 years, during which time it will also 
build up its reserves considerably (to around $3.6M).  

 

 
 

Figure 13: trends in capital works, grants, cash and investments (reserves) and borrowings in sewer fund 

 
As with water, this needs review in conjunction with Council nominating a specific minimum 
amount it wants in reserve in each fund in its financial sustainability objectives.  Here, it may 
be possible to borrow less and use more of its reserves.  
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As with water, another way to explain the need to increase revenues is to consider what is 
left over – after covering normal operating costs – to pay for capital works projects.  This is 
explained below.   
 

 
 
Figure 14: Current and forecast required sewerage charges  

 
On the left, it can be seen that Council currently generates $2.5M p.a. from sewerage 
charges (only non-residential charges include a usage component, so there is far less 
variation from year to year) but after paying normal operating costs, it only has around 
$0.5M p.a. left over to pay for capital works.   
 
So, on the right, Council is proposing to increase charges to increase revenues by around 
$0.4M p.a. (a 16% increase) so there is at least $0.9M p.a. generated for capital works.    
 
Council is only forecasting that it will need to spend $5.5M on capital work over the medium 
term (10 year time horizon in this LTFP).  This means it will be building up its reserves (as 
could be seen in the green line in Figure 13).   
 
But as can be seen in Figure 17 in section 6.3, Council is forecasting that it will spend all of 
these reserves (down to the minimum amount it is comfortable with) when it replaces 
Canowindra Sewage Treatment Plant in about 15 years’ time and the Molong Sewage 
Treatment Plant in about 25 years’ time and fund the remainder of these projects with 
borrowings.  The capital works required over 30 years is estimated at $29.5M, which works 
out to an average of $0.98M p.a. (more than the $0.9M p.a. that will be generated based on 
what is shown in Figure 14).   
 
It is also worth noting the $0.9M is close to the $929k in depreciation expenses (which 
represents the theoretical long term cost over the life of all assets).   
 
As with water, Council will of course pursue grants to reduce the need to fund major 
projects.  The first step in this process is the strategic planning regarding options for the 
replacement and necessary upgrades (to meet modern environmental requirements) to the 
Canowindra Sewage Treatment Plant.  As noted in the SAMP, this will be undertaken as part 
of the preparation of the new Integrated Water Cycle Management Strategy.   
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6.1 Revenues  
 
As noted in Figures 11 and 14, revenues for the sewer fund are made up almost entirely of 
user charges.  These are primarily fixed annual access charges (for the provision of the 
service), but also include variable consumption charges (based on the volume of water used, 
as this is an indication of what goes down the sewer) for non-residential properties.  
 
As with water, it is useful to put the key issues in context by comparing Council’s situation 
with other utilities.  It is drawn from the NSW Government local water utility benchmarking 
website4.  This information is also presented graphically in Figure 16.  
 
Firstly, Council has 2,209 connected properties, which is more than water because it covers 
the entire local government area, making it the 33th smallest water supply utility in NSW 
(out of 87) and bringing it closer (65% of) the median (middle size) utility which has 3,394 
connected properties.  This means Council suffers from some lack of economies of scale, but 
nowhere near as much as it does in relation to water supply.   
 
Secondly, the current replacement cost of Council’s water supply assets is $17,221 per 
assessment, which is the 32th highest of any water supply utility in NSW.  This is close to the 
median of $16,354 per assessment.   
 
Thirdly, the cost of operating this infrastructure is $754/property, which is the 9th highest in 
NSW and 40% more than the median (at $539/property).  This is largely a reflection of the 
fact that Council has seven separate systems to operate and maintain.  Unfortunately, the 
number of sewage treatment plans per utility isn’t reported as part of the water utility 
monitoring data, but this is certainly among the most systems operated by any NSW council. 
 
Finally, the typical residential bill is reported in the benchmarking figures as $706 in 
2019/20, which is the 40th highest in NSW, only $1 higher than the median.   
 
However, this typical bill and Council’s position relative to other utilities in terms of this 
again needs to be taken cautiously, but for different reasons than water.  As can be seen in 
Figure 15 below, charges vary considerably between towns.  Villages in the ‘4 towns’ 
scheme pays the same amount, which is $10 (1%) less than what is paid in Canowindra, but 
Eugowra pays $87 (10%) less Molong pays $267 (30%) less than Canowindra. 
 

 
 

Figure 15: Sewerage charges in each town (for 2020/21)   

 
4 Refer https://www.industry.nsw.gov.au/water/water-utilities/lwu-performance-monitoring-data note that 
figure for Parkes are based on their 2018/19 figures as their 2019/20 figures aren’t on the website.  
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This means that while current charges for the Cabonne local government area as a whole 
are in the middle of the range compared to neighbouring utilities and NSW as a whole, they 
are not all the same amount.   
 
Council has identified the need to increase its revenues to cover its operating costs and fund 
priority capital works identified in the SAMP over the long term.  It makes sense – given the 
service provided in each town is basically the same –  to generate the increase in revenues 
required, firstly, from harmonising charges (bringing all towns up to the same level as 
Canowindra).  The majority of the extra revenues will come from Molong (charges here are 
far lower and there are more customers).  A final increase to all towns is forecast to be 
required once charges are harmonised to bring revenues up to a sustainable level.  The 
increases forecast as being required in this LTFP are summarised below.  
 

 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 

Molong  11.25% 11.25% 11.25% 11.25% 7% 2% 2% 2% 2% 2% 

Eugowra 2% 4% 4% 3% 7% 2% 2% 2% 2% 2% 

4 towns  2% 2% 2% 3% 7% 2% 2% 2% 2% 2% 

Canowindra  2% 2% 2% 2% 7% 2% 2% 2% 2% 2% 
 

Table 7: Forecast required increases in sewerage charges    

 
Assuming CPI of 2% p.a., the effective increase over current charges in Canowindra is 5%.  
To compare this ‘apples with apples’ against the 2019/20 benchmarking data, the increase 
in 2020/21 (2%) needs to be subtracted.   This means the typical bill across Cabonne would 
be $913, which would place Council 16th highest in NSW, 30% higher than the $705 median.   
 
In summary, Council’s sewerage function is small, but not as small as its water supply.  The 
value of its assets are ‘mid range’, but the cost of operating them is 40% higher than the 
median, largely due to the fact that Council has to operate seven separate systems.  The 
forecast 5% increase in charges will mean Council’s bill is 30% higher than the median.  
 

 
Figure 16: Comparisons with neighbouring sewerage utilities and NSW median  
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6.2 Expenses   
 
The ‘standard’ assumptions about operating expenses (such as indexation over time for CPI) 
in the sewer fund are comparable to those in the general fund, and so the same 
assumptions (i.e. those detailed in section 4.2) still apply generally.  
 
As noted above, though, the biggest drivers of increased expenses in recent years were 
increased employee costs and materials and contracts.  The majority of these expenses have 
been ‘built in’ to the budget in future because Council has recognised that it needs to 
properly manage its sewerage infrastructure in order to manage the considerable risks 
associated with it, including both system reliability as well as regulatory compliance.  
 
The work currently being undertaken to increase Council’s asset management capability (in 
section 4 of the SAMP) will position Council well to manage these assets as efficiently and 
effectively as possible.  But it is not envisaged that expenses will decrease significantly over 
time.   As explained in section 6.1, operating costs are at the high end relative to 
neighbouring utilities but this, at least in part, reflects the fact that Council has to operate 
and maintain seven separate sewerage systems.   
 
One issue that is raised in the SAMP and is worth mentioning here is the high cost of 
maintaining the grinder pumps in the 4 towns system: this is costing $200k+ p.a. and is 
expected to do so into the future.   
 

6.3 Infrastructure Investment  
 
The SAMP identifies the key concerns in relation to sewerage infrastructure and 
recommends a capital works program (in section 3.1 of the SAMP) that has informed the 
numbers in this LTFP (shown in ‘purchase of infrastructure, property, plant and equipment’ 
in the cashflow statement).   
 
As noted above, the total capital works program for sewer is only $5.5M over 10 years 
(average $550k p.a.) but is estimated at $29.5M over 30 years (average $980k p.a.), the 
main projects being the renewal of Canowindra and Molong Sewage Treatment Plants, 
which is forecast to occur in 15 and 25 years’ time.   
 
The estimates for these works may change significantly.  This is why it is important to 
undertake the strategic planning necessary to consider and evaluate the options, and to 
identify the best way forward in a new Integrated Water Cycle Management Strategy.   
 
Undertaking the strategic planning work will also help with grant applications for support in 
funding these projects.  Unlike water (which was focused on renewals) the projects here do 
involve a considerable degree of upgrades to the assets (the new plants will need to meet 
strict environmental requirements) and so the likelihood of securing grants is far greater.  
However, given the timing of the forecast works is longer term, Council cannot assume that 
it will be able to secure grant assistance at that time.   
 
While there are certainly a number of unknowns in the sewer area, the forecast required 
approach (raising charges in Molong, and to a lesser extent Eugowra, gradually over the 
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next 4 years) will give time to firm up the asset and financial planning considerably.  This will 
then be available to the elected Council at that time to help them making informed 
decisions about increasing charges to a sustainable level.   
 
The long term (30 year) asset and financial plan from the SAMP is summarised below.   
 

 
 
Figure 17: 30 year asset and financial plan for sewerage  

 
As with water, the numbers in this ‘long term’ (30 year) plan should align with those in this 
‘medium term’ (10 year) LTFP (Figure 17 above should be the same as Figure 13), but this is 
still a work in progress.  The 30 year plan was produced some time ago, prior to the latest 
work on this LTFP, and is done in a different computer program in a different way (in current 
year dollars, no CPI).  Alignment will improve over time as the SAMP and this LTFP are 
refined.   
 
The key issue to note is the importance of the long term view: as can be seen above, the 
‘peaks and troughs’ in capital works (blue columns) required over the next 30 years are 
massive.  These determine the financial strategy (borrowings required and sustainable long 
term pricing) in addition to any changes in operating costs.   
 
It explains why Council is proposing to build up considerable reserves in its sewer fund over 
the next 10 years, and to increase charges to do so.   
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7. Sensitivity Analysis  
 
The table below provides an indication of the impacts of key parameters on Council’s ability 
to achieve its financial sustainability objectives (in section 3), particularly the minimising 
operating deficits and maintaining cash reserves, over the next 10 years.  
 
This section should perhaps be called ‘risk’ not ‘sensitivity’ analysis, because the issues 
explored here are the ones considered most likely to present a risk to Council’s objectives.   
 
The key reason for highlighting them is to reinforce the need for ongoing monitoring.  The 
format of this LTFP (showing 5 years of actuals as well as forecast results) is intended to help 
with these monitoring efforts.  
 

Parameter  
(and change) 

10 year impact on Financial Sustainability Objectives 

(operating deficit and maintaining cash reserves) 

Higher 
employee 
costs  
(an additional 
0.5% p.a. 
increase over 
10 years) 

An extra 0.5% p.a. increase in employee costs on the $12M or so 
‘baseline’ would only add $60k to Council’s operating expenses in a 
single year. 

But compounded over 10 years it would add $0.5M p.a., which pushes 
the operating deficit beyond the 5% target.   

The increased costs, year on year, would reduce Council’s cash 
reserves by $2.7M in 10 years.    

As discussed in section 4.2, it is forecast that Council’s worker’s 
compensation performance will improve once the impact of previous 
claims (which runs for 3 years) is past.  But the impact of not 
improving performance is significant: an additional $200k to $300k 
p.a. operating deficit, which equates to $2M to $3M less cash reserves 
in 10 years.  

Higher 
depreciation 
expenses 
(additional 
0.5% p.a. 
increase over 
10 years)  

A similar increase on the $10.3M baseline for depreciation over and 
above what is forecast would increase Council’s operating deficit in 10 
years by a similar amount (around $0.5M p.a. but because it isn’t a 
cash expense, it wouldn’t impact the cash reserves.   

The key implication, though, is that higher depreciation suggests 
capital works needs will be higher over the longer term.  The NSW 
Roads and Transport Directorate produce construction cost forecasts 
for roadworks (Council’s largest area of spend in general fund) which 
can provide insights into the issue (the average increase over 10 years 
was forecast at 2.1% p.a. in the latest publication in 2020), but it is not 
known what the impact of the pandemic is on these.  

As noted in section 4.2, depreciation expenses have actually increased 
by 4% p.a. over the 4 years to 2020, which itself added $0.5M p.a. to 
the operating deficit.  
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Higher 
materials and 
contracts  

The impacts of higher year on year increases here would be similar to 
that for employees, but the ‘baseline’ is about half the size ($6M 
rather than $12M).   

As discussed in section 4.2, the amount of capital works undertaken 
significantly impacts materials and contracts, too, because it 
generates overheads that offset costs.  

Higher 
borrowing 
costs for 
water supply 
and sewerage 
(4% interest 
not 2%)  

The water fund is most sensitive to changes in interest rates because 
forecast borrowings are higher (peaking at almost $8M in 2024.   

As discussed in section 5.2, an interest rate of 2% has been forecast, 
but if it doubled to 4%, the additional interest charges would double, 
adding around $150k p.a. to the operating deficit in early years when 
the outstanding loan amount is higher.  Over a 20 year loan, the 
impact of higher interest on Council’s cash reserves would be around 
$1.5M.  

Higher 
electricity  

Council spends around $400k p.a. on electricity, so higher costs would 
have some impacts.  The renewable energy initiative is intended to 
reduce Council’s risks here, and in fact to create a new revenue 
stream to reduce the deficit.  

Cost shifting 
from other 
levels of 
government  

Council’s expenditure is increased by ‘cost shifting’ from other levels 
of government.  The example given in section 4.2 was the recent 
$200k p.a. increase in the Emergency Services Levy which basically 
consumed the entire ‘rate cap’ increase, but there are a range of 
other issues that could result in increased expenses for Council.  

Austerity 
approach by 
NSW and 
Australian 
governments   

 

 

This issue is largely explored in section 8.1 (the ‘austerity scenario’) 
but is considered here more broadly.   

As noted in Figure 1, operating grants and contributions totalled 
$11.4M (37%) of Council’s operating revenues in the 2021/22 budget.  
If Council was to lose a significant portion of this income (either 
through a ‘one-off’ change or through gradual decreases over time, it 
would have a significant impact on its operating deficit).  

As discussed in section 4.3, Council has also forecast it will continue to 
secure considerable grants for capital works including specific grants 
for road and bridge projects and the Resources for Regions program 
(these are summarised in Table 5).  Without these grants, Council 
would need to fund these works by drawing on its own cash reserves.  
As discussed in the SAMP, the road and bridge projects nominated 
need to be done (they are ‘have to haves’) and so Council’s reserves 
would potentially decrease by over $10M.   

As discussed in section 4.2, the majority of user fees and charges are 
also derived from NSW government for works on state roads as well 
as support for children’s services.  While, without the grants funding 
the activities, Council would simply cease these operations, it would 
lose the economies of scale they create and so reduce its financial 
sustainability overall.  

 

Table 8: Key parameters for sensitivity or ‘risk’ analysis     
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8. Alternative Scenarios  
 
Three alternatives to the ‘base case’ scenario discussed in sections 4, 5 and 6 (and 
presented as actual financial statements in Appendix 1) are considered in this section: 

• an ‘austerity’ scenario, which explores the impact of reductions in grants from higher 
levels of government  

• a ‘premium levels of service for roads’ scenario, which explores the impact of 
increasing the level of investment in maintenance and capital works on roads to 
address what are considered to be some of the main areas of concern, and  

• a ‘maintain status quo water charges’ scenario, which explores the impact of 
maintaining current charges rather than increasing them, as is forecast in section 5 

 
Future revisions of this LTFP (and the SAMP that accompanies it) will need to update and 
reconsider these scenarios.  Further scenarios for Council’s water and sewer funds will also 
need exploring such as:  

• changes in water usage and consequent impacts on revenues  

• changes in capital cost of projects as well as trends in operating expenses  

• increases in grants to support the delivery of major projects.   
 

8.1 Austerity Scenario  
 
Items in this scenario that differ from those in the base case are:  

• No indexation of Financial Assistance Grants (FAGs) to account for CPI  

• No local roads grants beyond 2023 (see Table 5: this means the $1M p.a. x 8 years 
for ‘local roads grants’ needs to be funded from cash reserves; note that the bridge 
grants are still forecast to be received) 

• Reduction in work on state roads (from $3.5M to $2.4M p.a.).  
 
Figures 18 and 19 highlight the impact of this scenario on Council’s operating deficit and 
cash reserves over 10 years (refer to Figures 2 and 3 for the base case versions of these).   
 

 
 

Figure 18: trends in income, expenses and operating result in general fund – Austerity Scenario 
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Figure 19: trends in capital, grants and cash and investments (reserves) in general fund – Austerity Scenario  

 
As can be seen, if these revenues were to cease, Council’s financial performance (operating 
deficit) and financial position (level of cash reserves) would deteriorate significantly.  This 
reinforces how critical they are, and how reliant Council is on these for its sustainability.   
 

8.2 Premium Levels of Service for Roads Scenario  
 
The SAMP includes an overview of key issues with Council’s road network now and in 
future.  In summary, it proposes that Council focus on maintaining existing assets (in 
particular, clearing table drains, resealing sealed roads and prioritising resources for 
unsealed roads on those carrying more traffic) not upgrading or building new assets.   
 
However, this Scenario has been prepared to explore the financial implications of Council 
pursuing a program to deliver ‘premium’ levels of service from its road network.   
 
Key activities in this Scenario that differ from the base case are summarised in Table 9 
below.   
 

Activity Current level of service in Base Case Higher level of service in Scenario 

Increasing 
maintenance 
grading  
of unsealed 
(gravel) 
roads in  
rural areas 

Council currently spends $1.5M to $1.8M 
p.a. on grading to maintain its 1,000km of 
unsealed rural roads.   

The SAMP recommends Council review the 
length it maintains, and define affordable 
levels of service, prioritised based on road 
hierarchy (traffic, school bus routes, etc.).   

At present, most roads are graded at least 
once a year (some more), but the focus is 
only the pavement (running surface).   

The SAMP recommends focusing on clearing 
table drains and improving the formation 
shape, even if that means less ground can 
be covered. The LTFP includes an additional 
$0.5M p.a. to pay for this (as well as $0.2M 
p.a. for vegetation/tree clearing).  

If Council increased the maintenance budget 
by a further $0.5M p.a. (on top of the $0.5M 
+ $0.2M p.a. in the LTFP), it could – for 
example – avoid reducing the length of 
roads it maintains or increase service levels 
on other roads (number of grades per year).      

The first priority (in early years) would still 
be clearing table drains and improving the 
formation shape.  It is highly likely Council 
will need to add extra gravel (extra re-
sheeting) at the same time, too.  
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Increasing 
gravel re-
sheeting  
of unsealed 
roads 

Council currently spends around $1M p.a. 
on gravel re-sheeting, which (at $3,000/km) 
is enough to re-sheet 33km p.a.   

This isn’t enough to keep up with gravel loss 
across the network (which is the key reason 
the SAMP recommends Council review the 
length it maintains).   

If Council allocated an additional $0.5M p.a. 
to the gravel re-sheeting budget, it would be 
able to re-sheet another 16km of roads p.a. 
(160km over 10 years).   This would mean 
Council has a better chance of keeping up 
with gravel loss across the network, but 
priorities will still be based on traffic, etc.  

Extending 
the sealed 
road 
network  

Council has historically devoted significant 
funds to extending the sealed road network 
(sealing unsealed roads).  

The SAMP proposes to limit this 
considerably, only sealing where there is a 
business case to do so (e.g. a road carrying 
high volumes of heavy traffic and/or that a 
school bus route and/or a road safety issue).    

If Council was to continue the practice of 
sealing of unsealed roads, the most efficient 
way to do so would be to seal roads after 
they have been gravel re-sheeted.  

If Council aimed to seal 10km of unsealed 
roads p.a. (100km over 10 years), this cost 
would cost around $50,000/km so a budget 
of $0.5M p.a. would be required.  

Widening 
high priority 
sealed roads  

Council has historically devoted significant 
funds (grants + Council money) to widening 
its sealed road network, much of which is 
very narrow (less than 6m wide).   

Widening improves road safety and 
increases agricultural productivity (it opens 
up the network to higher mass limit 
vehicles, B-doubles).  

The SAMP proposes to limit these upgrades 
because Council needs to focus first on 
maintaining what it has: a $17M program, 
that will take 7+ years to complete, is 
required just for the higher traffic rural 
roads (spending very little on lower traffic 
roads or urban roads).    

If Council wanted to widen high priority 
sealed rural roads, the most cost effective 
way to do so would be to widen them at the 
same time they are repaired (heavy 
patching and resealing works undertaken).   

Of the 400km of higher traffic rural roads, 
316km are earmarked for repairs (heavy 
patching and/or reseals) over the next 7 
years.  Of this, 268km are 6m wide or less.   

Not all would be ‘high priority’, but if 
Council aimed to widen say 20km p.a. 
(200km over 10 years), this would cost say 
$150,000/km (note: some roads would be 
far more).  A budget of $3M p.a. would be 
required, noting $/km budgets will vary.  

 

Table 9: Key elements of the ‘higher level of service for roads’ scenario  

 
For the purposes of this Scenario, it is forecast that this program would cease after 10 years, 
at which time Council would consider progress to date and the need to continue it into the 
future.  As noted above, this would potentially deliver around 160km of extra gravel re-
sheeting, 100km of gravel roads sealed and 200km of sealed roads widened.   
 
It is important to recognise that although the annual spend is $4.5M, the work is a mix of 
operations (maintenance grading) and capital works (other activities) and so the impact on 
Council’s finances is more complex than simply needing to find $45M ($4.5M x 10 years).   
 
It is assumed, firstly, that whatever funding is required, it will need to come from Council’s 
own resources, as all grant opportunities are already being taken up as they arise.   
 
It is also assumed that Council can draw on $12M of its reserves, since the $37M forecast to 
be available in 10 years (Figure 3) is likely to be more than the minimum target Council 
defines in its financial sustainability objectives (section 3).  This will leave $25M in reserve.   
 
Drawing $12M from reserves will reduce interest revenues by around $0.6M p.a. (increasing 
the operating deficit beyond the 5% target).  Raising a (say) $15M loan over 20 years early 
on in the program will add another (say) $0.5M in interest to be covered in the early years.  
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In total, these effects are forecast to require $1M p.a. in revenues to offset them.  While the 
interest on loans will decrease over time, Council is already forecasting an operating deficit 
of around $1.5M p.a. in 10 years, so these funds could close that gap in future.  
 
Depreciation costs of the new assets created will (by the end of 10 years, when complete) 
be around $1.5M p.a. and net increase in maintenance costs perhaps another $150k p.a.   
 
Together with the $0.5M p.a. for additional maintenance grading, the total additional 
revenues required is in the order of $3.15M p.a. or $31.5M over 10 years (note that this, 
plus the $12M from reserves, is around the total amount actually being spent, $45M but the 
way it is accounted for isn’t that simple).  
 
Currently, Council generates $10.8M p.a. in ordinary rates (section 4.2), so in order to 
generate an additional $3.15M p.a., a special rate variation of say 29% would be required.   
 
This scenario helps put in perspective the scale of the issues Council is grappling with across 
its road network, some potential priorities for higher service levels, the outcomes that could 
potentially be achieved via a longer term program and the potential budgets and additional 
revenues that would be required (most likely via rate increases) to do so.   
 

8.3 Maintain Status Quo for Water Rates Scenario  
 
As discussed in section 5, it is forecast that Council will need to increase its water charges by 
50% to fund increased operational expenses and priority capital works.   
 
This scenario explores the implications of not increasing charges, presenting the same 
information as in Figures 5 and 6, but with the lower revenues.   
 

 
 

Figure 20: trends in income, expenses and operating result – Maintain Status Quo Water Charges Scenario  
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Figure 21: trends in capital, grants and cash reserves – Maintain Status Quo Water Charges Scenario  
 
Basically, the forecast is that Council would ‘run out of money’ (exhaust its cash reserves) as 
soon as it undertook the major capital works required (the big one being the $7M renewal 
of the pipeline from Molong Creek Dam).  Even if Council was to increase its borrowings (to 
preserve its cash reserves), the reserves would be ‘eaten up’ by higher interest charges.    
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Appendix 1: Financial Statements for BASE CASE  
 
Notes: 

• All figures in $000’s 

• Historic actual figures in income statement and balance sheet (statement of financial 
position) are taken from annual financial statements (historic cashflows are not 
included as this isn’t reported separately by fund in statements)  

• “Total Capital Works” line at bottom of page: 
o Historic from Note 9 or equivalent in financial statements (doesn’t include 

works in progress)  
o Budget/forecast from cashflow statement   
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Appendix 2: Council Reserves Listing   
 
Note: future revisions of this LTFP will – following the review of Council’s reserves – include 
further details of reserve purpose, etc.  
 

 


