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FINANCE & ADMINISTRATION COMMITTEE

10

23 OCTOBER 2008

CAIRNS REGIONAL COUNCIL AUGUST BUDGET REVIEW 2008/09

Emily Requadt: 17/9/21-01 #1856172

RECOMMENDATION:
That the budgeted Financial Statements reviewed in August 2008 be adopted by
Council.

INTRODUCTION:

During September 2008, Council officers undertook a review of the operational and capital
budgets for the period ending 30 June 2009. The purpose of the review was to:

e Examine the financial performance experienced year to date (15 March to
29 August) against original budget;

e Re-align any material differences expected as a result of the review, including
expected differences in revenue and expenditure due to seasonal fluctuations and
other timing issues;

¢ Include any large previously unbudgeted items of revenue and expenditure.

Attached are the August Budget Review Financial Statements for the 15 months ended 30
June 2009. The August budget review figures are compared against original budget.

These financial statements include:

Income Statement
Statement of Appropriations
Balance Sheet

Statement of Cash Flows
Capital Funding Statement

Departmental Statements are included in this report to provide information on budget
variances by department.

A statement of revenue and expenditure change by activity is also included.

COMMENT:
Due to the amalgamation, the 2008/2009 reporting year is unique in that it is a 15 month

period being 15 March 2008 to 30 June 2009. The budget figures presented below
compare the original budget (15 months) to August budget review (15 months.)
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Original August Variance Favourable/
Budget Review $ Unfavourable
2008/09 2008/09 Movement
Operating 283,949,434 | 284,674,337 | 724,903 Favourable
Revenue
Operating 329,327,595 | 329,634,516 | 306,921 Unfavourable
Expenses
Operating (45,378,161) | (44,960,179) | 417,982 Favourable
Position

An important measure of Council’s performance is the operating position, which is
calculated by taking total operating expenditure from the total operating revenue.
Operating revenue does not include any revenue or expenditure for capital projects. The
operating position gives an indication of Council’s ability to fully fund the depreciation of
assets. The 2008/2009 August review budgeted operating deficit of $44.9m (compared to
Original Budget of $45.3 million) is a result of all rates revenue raised for the period
January to June 2008 period being recognised prior to 14 March. This was a requirement
of the Queensland Audit Office. If the 15 March to 30 June portion of rates was
recognised during that period, the combined projected operating position would be a
surplus of $2.7 million.

Operating revenue has increased from original budget by $725k due mainly to the

following:

Original August Variance Favourable/ Note
Budget Review $ Unfavourable
2008/09 2008/09 Movement

Rates and | 199.18m 199m 0.18m Favourable 1

utility

charges

Fees and | 30.2m 30.7m 0.5m Favourable 2

charges

Operating 28.5m 27.1m (2.3m) Unfavourable 3

grants,

subsidies

and

contributions

Interest 8.9m 10.7m 1.8m Favourable 4

Income
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1. Rates income has been re-aligned based on actual rates raised for the period July to
December 2008.

2. Fees and charges have been adjusted in line with actuals received year to date. A
re-alignment of budget for the Daintree Ferry has also occurred, as it was previously
budgeted at ‘other income’.

3. Operating grants, subsidies and contributions have been adjusted to account for the
Mt Peter Planning Project income expected in 2008/09. A portion of the revenue
originally accounted for in 2008/09 has subsequently been deferred to 2009/10 year.
This is offset by the recognition of previously unbudgeted grants including the Local
Adaptation Pathways Program, EPU Legislative Change Project, EMQ and Federal
Disaster Management Grant.

4. Interest income has been adjusted to account for the higher than expected account
balance and interest rate fluctuations year to date. The forecast interest income has
been performed on a conservative basis given the current economic climate.

Operating expenses have increased by $468k mainly due to the following:

Original August Variance $ Favourable/ Note
Budget Review Unfavourable
2008/09 2008/09
Employee 113.8m 107.24m (6.6m) Favourable 1
Costs
Materials and | 115.8m 122.9m 7.1m Unfavourable 2
Services
Costs

1. Employee costs have reduced due to vacancies experienced year to date.
2. Materials and services costs have increased predominantly due to an increase in:

0 agency/temp staff costs of $2.5million,
0 consultancy costs of $1million within Planning and Environment for the Mt
Peter Planning Project,
0 $700k increase in external plant hire,
0 $520k increase in electricity costs,
0 $300k net increase in repairs and maintenance, sub contractor and private
works expenditure
The remaining expenditure movement is in relation to the realignment of
expenditure and forecasts based on trends year to date.

NET RESULT

It is anticipated that the 2008/09 financial year will achieve a net result of $89.1m, a $7.4m
unfavourable variance to original budget. This variance is made up of the $400,000
increase in operating position explained above, combined with a decline in capital revenue
of $7.8million. The $7.8m unfavourable variance is due to a decline in capital grants,
subsidies and contributions of $5.3m, due to a revision of the capital works source of
funds. Further, Gain on Sale of Assets has declined by $2.45m, due to a revision in the
methodology for depreciating fleet assets undertaken, which should align the written down
value of fleet assets to market value.
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RETAINED SURPLUS

In the 2008/2009 period, Cairns Regional Council has projected an accumulated surplus
available for transfer to general reserves of 39.4m, compared to an original budget of
51.8m. This movement is due to the net effect of the movement in gain/loss on sale of
assets ($-2.4m), change in unfunded depreciation ($676,449), and change in net result
($7.2m).

CAPITAL EXPENDITURE

The forecast capital budget for the 2008/09 period is $307.3m. This is compared to the
forecast original capital budget for 2007/08 of $315m, resulting in a 2% variance.

The source of funding for the revised capital budget in 2008/09 is projected to be as
follows:

Capital Source of Funds - August Budget Review

Revenue, 17.2% Beach Protection

Reserve, 0.9%

Loans, 36.2%
Outdoor Dining,
0.1%

Future Asset
Aquisition
Reserve, 0.8%
Total Grants and

Constrained
Works, 41.5% Reserve, 3.2%

Cleaner Seas

The majority of capital funding is sourced from capital grants and subsidies and the
constrained works reserve (also known as developer contributions). The second largest
reliance on capital funding is loans. Loans are only borrowed for Cairns Water Assets as
they are income producing assets which can meet loan repayments. Loans are discussed
in the section entitled Queensland Treasury Corporation debt below.

FINANCIAL POSITION

Cairns Regional Council manages close to $2.4 billion of property, plant and equipment on
behalf of the ratepayers and residents of the region. Total Property Plant and Equipment,
and Capital Work in Progress, has decreased by $6m, or 0.22% from original budget.

The projected cash position at August budget review is $8.6m, compared to an original
budget balance of $137.4m, or a 6% variance. This decline in expected cash balance is a
combination of the variances in income and expenditure as explained above. The
unconstrained cash balance, that is, the projected cash balance minus cash reserves is
$9.3m.
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QUEENSLAND TREASURY DEBT
Borrowings are obtained from Queensland Treasury Corporation.

Council’s current borrowing policy requires:

> No use of long term debt to finance operating activities or recurrent expenditure.
> Priority will be given in any borrowing program to income producing assets.

>  Repayment for new and existing borrowings is set at 10 years or less except in
the case of borrowings for major long-life infrastructure assets and for capital
works which have been levied to ratepayers as a special charge, where a
repayment period will be determined on a case by case basis.

> The ratio of debt service payments to net rates should remain less than 25%.

These borrowings are repaid on a monthly basis in accordance with the terms and
conditions set by Queensland Treasury Corporation. The repayment terms are being
reviewed on a regular basis in order to ensure that the expected loan term aligns with the
market movements.

Total debt per rateable properties at 30 June 2008, is expected to be approximately
$1500. This is dependant on the timing of each loan drawdown throughout the year.
Council is expected to make the first loan drawdown for this financial period in December
2008.

It is noted that the projected loans required as a source of fund for Cairns Water capital
projects has declined from $99.9m in the original budget to $86.4m in the August budget
review. Total interest expense has therefore declined from $7.9m to $7.8m, and principal
repayments have declined from $25.5m to $24.4m from original budget to August budget
review.

CONCLUSION:

The retained surplus of Council is balanced at 30 June 2009. Total unfunded depreciation
for the 15 months is forecast at $676,449, compared to original budget forecast of $1.1m.
This is predominantly due to a reduction in capital funding sources from gain on disposal
of assets, as well as a reduction in forecast capital grants. It is noted that the unfunded
depreciation calculated assumes that the actual net result performs to budget, and the full
capital budget is expended prior to 30 June 2009. An unfunded depreciation position
means that revenue is not sufficient to cover its cash and non cash operating expenses
and transfers to reserves. Detailed Budgeted Financial Statements are attached.
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ATTACHMENTS:

e Cairns Regional Council Consolidated Financial Statements
e Departmental variance explanations
e Variance to budget by Activity

Emily Requadt
Senior Coordinator Financial Accounting

Juli-Ann Brozek
Manager Financial Services

Brett Grosser
General Manager Corporate Services
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