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Preamble 
Extracts from the ‘Integrated Planning and Reporting Manual for local government in NSW – 
Planning a sustainable future’ issued by NSW Office of Local Government in March 2013 are included 
below to provide some context to this document: 
 

“Show councillors and the community how the council will achieve financial sustainability over the long term…..  
The Long Term Financial Plan is an important part of council’s strategic planning process. This is the point where 
long term community aspirations and goals are tested against financial realities.” 
 

In other words: 
 

“Can we afford what the community wants?”  
 
“The Long Term Financial Plan is a decision-making and problem-solving tool. It is not intended that the Long 
Term Financial Plan is set in concrete – it is a guide for future action. The modelling that occurs as part of the plan 
will help councils to weather unexpected events. It will also provide an opportunity for the council to identify 
financial issues at an earlier stage and gauge the effect of these issues in the longer term.  
 
The longer the planning horizon, the more general the plan will be in the later years. For example, it is not 
expected that the 10th year of a 10 year plan will include specific detail.  
 
As decisions are made, more detail can be added to the Long Term Financial Plan. For example, as the council 
finalises its Delivery Program, the first four years of the Long Term Financial Plan will become firmer. As the 
Operational Plan is completed, the detailed budget will form the first year of the Long Term Financial Plan. The 
diagram following shows the relationships.” 
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Some further cautionary comments regarding the limitations and use of the Long Term Financial 
Plan (LTFP) seem appropriate. 

The LTFP is not designed to give accurate predictions out to ten years or more.  There are many 
factors that influence how accurate the results turn out to be, including inflation forecasts, accuracy 
of cost estimates, local, state, federal and global economy performance, as well as unforseen 
legislation and impacts of funding programs by other levels of government. 

The LTFP is best used to provide an indication of trends and broad outcomes based upon a set of 
assumptions and the effects different choices can make on long term outcomes. 

Most of the commentary provided in this document will be limited to General Fund performance, as 
each of the other funds has the freedom to set charges to provide appropriate outcomes and 
current projections are acceptable for those funds.  Further, the commentary will be limited to the 
‘Business As Usual’ and the proposed ‘2 x 15% Special Rate Variation’ scenarios, as the two other 
scenarios ‘3 x 10% Special Rate Variation’ and ‘1 x 20% Special Rate Variation’ provide outcomes 
between the two scenarios to be discussed. 

The other funds (Water, Sewer & Waste) hold some very expensive, but long lived assets and/or 
rehabilitation liabilities.  The current ten year plans highlight neither the replacement nor 
maintenance of these long lived assets effectively, as some costs would occur less frequently than 
the 10 year period covered.   These factors do however need to be born in mind in setting 
appropriate levels of revenue in the current planning period.  This is one reason why in any ten year 
period revenues, operating results and cash reserves may seem unnecessarily high, while renewal 
ratios will be low in these funds. 

The consolidated result is not simply a sum of all of the different funds – under accounting rules 
internal transactions, for example are excluded from consolidated results.   Given the proportional 
size however of the General Fund component, the consolidated results tend to mimic General Fund 
results. 

The General Fund has some unique challenges.  The main thrust of recent Integrated Planning and 
Reporting legislation and supporting framework is to assist councils achieve long term financial 
sustainability. 

It is quite clear however that continuing on as it has in the past is simply not an option.  The attached 
Business as Usual scenario, which was prepared on a conservative basis of projected revenues and 
expenditure to maintain the current levels of service, without speculative sources of revenues for 
example asset sales.  These results show significant shortfalls in General Fund cash and is simply not 
acceptable and/or sustainable. 

Gwydir Shire Council (GSC), like all NSW councils exists solely at the discretion of the NSW State 
Government.  The framework for council operations currently exist in the form of The Local 
Government Act 1993 (the Act) and associated Local Government Regulations. 

The Integrated Planning and Reporting guidelines (IP&R) have now been included within the Act.  
The key objective related to the Long Term Financial Plan (LTFP) and all related budgets is the 
requirement that councils work towards financial sustainability as noted in IPR Top Tips – the LTFP 
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will “Show councillors and the community how the council will achieve financial sustainability over 
the long term”.  This is supported by the NSW State Government’s initiative, Fit For the Future which 
is requiring councils to show how they are or can become sustainable. 

From an LTFP perspective, this means that GSC needs to work towards attaining a balanced budget.  
This is a significant challenge and involves many complex issues.  Certainly funding shortfalls and 
associated service level shortfalls remain very important issues that need discussion and lobbying – 
it is just that these need to be removed from proposed budgets, which need to deal with the reality 
of current funding limitations. 

Vertical fiscal imbalance is one such area – whereas local government has by far the highest level of 
assets, it has the lowest levels of taxation revenues.  This inverse relationship applies to the other 
levels of government – the federal government has the highest level of taxation revenues, yet has 
relatively minor levels of assets. 

There are several initiatives that the councillors of GSC (Council) have approved recently to start 
down the path of improved budget results, including service level reviews, some redundancies and a 
Special Rate Variation application. 

All of GSC’s operations should be reviewed to determine whether the ongoing provision of the 
service has ongoing relevance, the level of service that should be provided (and associated budget 
allocations) and if appropriate, fees for service are set at the right level. 

Depending on how you classify them, GSC potentially has over 80 individual service units (let’s call 
them business units).  These business units cover an extraordinary range of services covering areas 
such as social services (preschools to aged care), environmental services (environmental protection, 
education and weed control), infrastructure services (buildings, roads etc.), regulatory services 
(building control, food shop inspections etc.), tourism and economic development as well as the 
services considered more traditional of local government including libraries, water, sewer and waste 
collection to name a few.  Each business unit has its own peculiarities in terms of needs, services, 
budget requirements and often the legislated framework it operates in (on top of the local 
government framework). 

General Revenues is one of the complex areas subject to much debate by Council.  Unlike other 
funds (Water, Sewer etc.) General Fund has many restrictions placed upon it, for example Rate 
Pegging, which sets limits on the increase General Rates may be increased each year – this has been 
in place for many years.  Any increase above the Rate Peg limit requires a time consuming and 
difficult application process that is costly – which may in the end not be approved by the State 
Government.  The number of significant (double digit) SRV applications by many councils indicates a 
failure of the rate pegging system. 

Further, some other fees are regulated – Council may not charge in excess of the regulated fee, even 
if costs exceed the associated revenue. 

To bring the above into perspective, there are two issues that will briefly be covered to bring these 
issues into focus. 
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The first is roads – the single biggest cost centre of GSC and without doubt a subject of focus for the 
community and Council.  Maintaining current levels of service, as well as meeting the requirements 
of Road to Recovery grant conditions (discussed below) is a contributing factor to the current tough 
times experience by General Fund operations (GF).  The high levels of depreciation in GF are a major 
impediment in achieving a balanced budget, with road depreciation representing approximately 80% 
of this amount. 

Road depreciation and associated levels of service, while a topical and volatile issue, must be subject 
to open and honest debate as to how both of these can be set at long term sustainable levels 
appropriate to current funding limitations. 

The Roads to Recovery program is a federally funded initiative meant to enhance local government’s 
capabilities to maintain road infrastructure.  Under current arrangements, approximately one third 
of GSC general revenues must be directed to road maintenance and construction (excluding 
administration and there are strict definitions of what is included in ‘roads’) to remain eligible to be 
in the program.  The intent is to ensure councils maintain appropriate levels of road works from its 
own sources.  In terms of equity, this is less than $1 of grant funds to every $3 required by GSC.  In 
comparison, many other grants are either given outright (needing no commitment from councils) or 
often on a $1 per $1 basis.  It is also important to note that great lengths are gone to in retaining 
eligibility for this program, which delivers only around 4% of total revenues – this is not to say that it 
is not a significant sum that should be disregarded – rather that it needs to be kept in perspective. 

As mentioned above, trying to maintaining current levels of service (and in this case not just roads) 
has led to extreme difficulties for GF operations.  Without the SRV it will be just about impossible to 
continue the currently required levels of funding.  With the SRV, it may still be very difficult to 
maintain eligibility, depending on decisions regarding other services. 

Council therefore has three options to explore.  

1) To continue under the current requirements and to maintain eligibility, major cuts to all 
other services would be the likely outcome.  It is unlikely this in itself would result in 
financial sustainability.  

2) Negotiate a reduced commitment by GSC to maintain eligibility to an amount that is 
financially sustainable.  While this is potentially the best option, there are many obstacles to 
be overcome and success would be far from certain.  

3) Potentially the most difficult decision to make would be to withdraw from this program 
entirely, which would allow Council full freedom to direct its resources where it feels 
appropriate.  It is unlikely this would result in any shift from Council to fund as much road 
works as possible but would allow funds to be directed to other areas should the need arise, 
which would otherwise not be possible.  If option 2 is not achievable, then from a financial 
sustainability perspective, option 3 would be the next option in terms of preference. 

Unfortunately, both the State and Federal Governments have, in the past, commenced funding 
programs that are initially beneficial to local government but over time become liabilities as the 
initial requirements are modified by the funding body. Roads to Recovery is an example of this type 
of bureaucratic creep that always seems, in the long run, to the disadvantage of local government.  
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Extending these issues across all GSC GF operations, Council is faced with many difficult decisions 
regarding ongoing viability and funding levels.  Whilst the major thrust of the above discussion 
relates to financial sustainability, Council should take an arm’s length view and consider all costs and 
benefits in relation to service level provision decisions.  For example discussions on cost in addition 
to financial cost should also weigh the other important cost components of social, environmental 
and even opportunity cost.  Opportunity cost relates to opportunities foregone i.e. if $1,000 is not 
spent in area x then what could be achieved in area y, which may have even greater benefit. 

One further issue that must be factored in and could potentially cloud any issue under discussion 
and must not be underestimated is the support that staff give to the various services they provide.  
Services are provided for a reason and the Council’s staff are passionate and committed about the 
jobs they do, as you would expect from professionals.  In some cases this commitment, although 
understandable, may be detrimental to undertaking an objective evaluation of the issue at hand. 

The above commentary is not designed to push any particular agenda other than financial 
sustainability.  The focus on roads is only provided because roads are the most significant cost centre 
of GSC.  Hopefully the above commentary highlights the difficult task Council faces in trying to 
determine the best path to take in working towards financial sustainability and engenders open 
discussion regarding alternative courses of action. 

This also does not mean that the Council and community should necessarily remain satisfied with 
below acceptable levels of service.  While Council needs to head towards balanced short and long 
term budgets that need to reflect the harsh reality of what we can afford with the current revenues, 
there are many other avenues where the issues should be raised.  The Community Strategic Plan, 
Asset Management Plans, community consultation and Council workshops to name a few where it is 
appropriate to raise discussions and develop action plans to raise below par service levels to a level 
that is deemed acceptable by the Council and community are appropriate places to raise these 
issues, which should be backed by hard evidence.  It is likely that at least some grant funding will be 
tied to this approach. 

There are 2 main options available to Council: 

1) Increase revenues through increased rates (by special variation above the approved rate 
pegging limit) and charges and/or 

2) Through reduced service levels.  Reduced service levels in terms of assets (including our road 
network) may mean longer effective lives and lower average quality standards as a result of 
lower maintenance and renewal levels. 

Investigations are being undertaken regarding service levels and appropriate levels, in conjunction 
with appropriate levels of fees and charges where they are at the discretion of Council. 

Although Gwydir Shire has a low population density (one of the main contributing factors to revenue 
problems), it covers a significant area and controls significant assets in terms of size and cost.   

Depreciation is seen by many as a nonsense book entry amount that should be disregarded when 
looking at results, however this is one expenditure item (and associated assumption and related 
service levels) that significantly affects many sustainability ratios. 
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A simple explanation of depreciation is the spread of cost of an asset over time in relation to its use 
– each accounting period is meant to reflect the expired cost of the asset.  That is, as an asset is used 
up (worn out if you like), then how much is used over that time period should be shown as the 
deprecation dollar value amount for that same period. 

Depreciation then the best guide we currently have as to the amounts that should be set aside or 
used to maintain and renew assets at an acceptable or agreed level of serviceability.  

Improved results can be achieved by improved data collection as well as more relevant depreciation 
methods.  For example Water and Sewer funds had significant improvements in depreciation costs 
by changing from straight line depreciation to the consumption based depreciation curve. 

Roads are due for revaluation as at 30 June 2015 and it is proposed to change to this methodology 
for roads as well.  While consumption based depreciation will have a significant impact on our long 
term sustainability, it does come at a significant cost (which is why it has not been previously used) 
due to overheads related to data collection, calculation methodologies and supporting 
documentation requirements.  This is also an opportune time to re-assess service levels – as 
mentioned above, road depreciation the most significant single cost factor that requires attention. 
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Executive Overview 
 

We are currently in challenging times where Council must take a fresh look at how it operates if it is 
to become ‘Fit for the Future’. 

It is certainly not an option to continue to battle on as it has for the last few years – the current mix 
of revenues and service levels are certainly not sustainable – even for the short term, as evidenced 
by the General Fund cash flow issue. 

It should also be noted that regardless of any other outcome, which because of the relatively low 
rate base compared to major urban centers and the inverse proportion of assets to ratepayers, 
Council will remain heavily reliant on grants as a significant source of funding for ongoing operations. 

Ideally it will be a mix of solutions that will end up seeing Council as a significantly more robust 
organization at the end of the day – improvements in revenues (specifically Rates and User Fees and 
Charges) as well as full reviews of service levels so that ongoing services are funded within current 
available resources/revenues. 

Can Council become financially sustainable – certainly.  Provided there is the will to do so. 

Will this be an easy task?  Not at all – there are many difficult and painful decisions that need to be 
made if Council wishes to meet the majority if not all the benchmarks set by the State Government – 
or at least show significant improvement towards achieving those benchmarks. 

The outcomes outlined in scenario 2 certainly highlight that a lot can be achieved, but there is 
certainly further work required. 

Will this mean that everyone loses out?   

No – there may be some services that are no longer deemed fit for purpose or remain linked with 
the Councils future direction and may be terminated, while some others may be reduced.  Other 
services may remain much the same while others may provide improved services for the same net 
cost due to efficiencies identified during the review process.  In some few areas there may be room 
to expand expenditures (within the bounds of available funding) to achieve better results. 

At the end of the day though, one of the highest priorities will be achieving a small, but consistent 
General Fund operating surplus i.e. achieving balanced budgets, with some room to spare – as 
shown in the other fund results. 
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Service Level Revenues and Improvement Strategies 
 

Service reviews 
 
In the past, there have been service reviews undertaken on an ad hoc basis.  Examples include the 
medical centres, caravan parks, telecommunications, pools and waste collection. 
 
The above reviews have all provided some degree of improved services along with improvements in 
bottom line results. 
 
There are currently high level revues being undertaken of all of council’s  operations, which should 
be complete within 6-9 months and provide some general direction in terms of service delivery.  
Lower level reviews should continue on an ongoing basis to ensure services continue to provide an 
appropriate fit for councils operations and objectives. 
 
Service reviews over the past 2 years have provided significant savings to date, which include: 
• Over $1m in savings in employee costs due to a number of positions being made redundant 

and/or not being filled after being vacated 
• Over $100k savings in annual plant depreciation due to disposal of plant items deemed surplus 

to current requirements 
• Approximately $1m in operational savings due to service reviews for example medical centres, 

waste collection and telecommunications contracts. 
 
The Special Rate Variation 
 
One of the most topical strategies - approval of a Special Rate Variation plays a very important part 
in Council working towards financial sustainability and maintaining service levels at a level that will 
be considered appropriate.  Without approval, services will need to be cut by significant amounts 
across Council’s operation. 
 
Fees and annual charges 
 

Fees and charges that Council has discretion in setting (there are many that are regulated) will 
continue to be reviewed to ensure revenues are appropriate for the services provided.  Given the 
sustainability issues and review of service provision, there may be some exemptions that may be 
removed. 

Depreciation 

Another very topical area, but as discussed elsewhere in this document, setting depreciation at 
appropriate levels in line with current capabilities and revenues is an important aspect of achieving 
sustainability. 

Open and frank discussion needs to take place to ensure appropriate outcomes are achieved and 
associated expectations in relation to associated service levels are managed. 
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Sensitivity Analysis 
 
No sensitivity analysis has been performed at this time as it is already considered that Council is in a 
stressed and vulnerable state.  Performance is constantly being monitored and remedial action being 
undertaken as necessary. 
 
The path outlined in scenario 2 provides a path to a future where Council will be far less vulnerable 
and be in a position to weather reasonable unforeseen shocks. 
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Scenario Discussion 
 

Only two scenarios will be discussed in detail and commentary will be limited to General Fund 
operations. 

Other fund operations are deemed satisfactory at least in the near term and consolidated results 
tend to mimic General Fund operations due to proportional size and influence. 

Scenarios three and four provide results between the optimal scenario two and scenario one noted 
as business as usual – this could also be identified as worse case as it leads to continued and 
significant deterioration. 

Scenario 1 

Council’s financial position has continued to deteriorate over the past few years to a stage now 
where significant action needs to be taken to ensure continued viability. 

This is the inevitable result of a simple formula – Council has been trying to continue maintain 
services at a level (with increased costs) that does not match its revenues (reducing in real terms). 

One of the outcomes is that General Fund cash has been run down to a level where there is no 
buffer to weather unexpected events and very tight controls need to be in place to ensure 
appropriated outcomes. 

Almost every single indicator of health continues to deteriorate over time – operating result, net 
equity reduces from $193m to $137m over the ten year period, capital expenditures are less than 
half of depreciation and most of the sustainability indicators will weaken. 

The only positive spin is that General Fund cash improves, but insufficiently and that the Debt 
Service Ratio would continue to improve as debt is retired.  Further borrowings would however be 
inadvisable as capacity to maintain the loans would continue to deteriorate. 

There has already been a reduction in service levels evident and Council will not be viable, even in 
the short term without drastic action and further significant reductions in services. 

 

Scenario 2 

Scenario 2 provides a path that starts to address sustainability in an achievable fashion. 

There is significant improvement in operating results.  Equity still deteriorates over the course of the 
plan, but by a significantly reduced amount - $193m down to $178m.  Further sustainability 
improvements will see this figure stabilize and gradually improve over time. 

Most of the Fit For The Future ratios will show significant improvement.  Under this scenario the 
Operating Performance Ratio is significantly closer to achieving benchmark.   
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The Own Source Revenue Ratio is close to benchmark - this may be influenced by some individual 
line items of significance such as RMS contract income that is subject to variability not shown in 
these results.  

The Asset Renewal Ratio improves – this needs significant work in the area of depreciation, which 
will further improve this ratio result.   

Debt Service Ratio is well within benchmark results – under this scenario, further appropriately 
targeted borrowings will become an option as General Fund recovers. 

While there is certainly work left to do to ensure the long term trends turn towards achieving 
benchmark results, this provides a significant and important step in the right direction.  
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Ratio Performance 
A selection of four ratios was selected from the Office of Local Government Fit for the Future self-
assessment toolkit as being representative of achieving sustainability outcomes. 

The selected ratios are Operating Performance Ratio, Own Source funding Ratio, Building and 
Infrastructure Renewal Ratio and Debt Service Ratio.  Discussion on these ratios is included below. 

Discussions on ratio performance are directly related to General Fund performance, while results are 
shown for all funds as well as consolidated results in appendix E.  There is also a brief outline of the 
logic of the ratios included in this appendix as provided by the Office of Local Government. 

Comments on Operating Performance Ratio – results shown in appendix E 
 
The basic underlying principle of this ratio is to spend less (or at least no more than) the income 
received and to ensure cash is available to fund operations as required, now and into the future. 
 
For the past 3 reporting periods covering the assessment period, initial work indicates there is a 
shortfall evident ranging from $4m up to $10m, with an average of $7.3m. 
 
Prior to commenting on individual components of the numerator and denominator, some comments 
on service levels may be in order. 
 
While a review of service levels is an important component of the process, care should be taken in 
relation to wholesale termination of services. 
 
For example Council could terminate Pools, GLR, Community Fitness, Business & Economic 
Development, Caravan Parks, HACC, Roxy, Tourism & Events, Social Services (preschools, Toy Library, 
Youth services etc.) and its Donations and potentially save up to $2.4m.  This would still be nowhere 
near enough to bring the ratio up to benchmark and it would also quite likely destroy the entire 
character of the shire. 
 
Rather than wholesale cuts, services should be reviewed to ensure they deliver on the following: 
 

• Appropriate service 
• Affordable to users 
• Sustainable 
• Is not ‘gold plated’ but is still fit for purpose 
• If appropriate, provides acceptable levels of revenue to Council. 

 
This of course does not preclude termination of services that no longer provide an appropriate ‘fit’ 
for Council.  In a recent example, the Medical Centres, the service was terminated from the Council’s 
perspective, but only after another acceptable alternative for the provision was established. 
 
Given that historically Technical Service budgets have accounted for around 50% of Council’s 
expenditure budget it would be remiss not to comment on these. 
 
In particular, the major component is a topic that many councillors and ratepayers are passionate 
about – roads. 
 
To maintain eligibility for Roads to Recovery (R2R) for example, Council is required to direct over 
$2.95m from general revenues towards road infrastructure maintenance (Technical Services total 
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budget obviously has a larger contribution from General Revenues to cover administration and other 
functions).  Complying with this benchmark amount has contributed to the tight General Fund cash 
position.  Certainly for the current year, we will not be able to achieve this benchmark figure.  At the 
time of writing it is not known for sure if this figure is sustainable, even with the Special Rate 
Variation.  Council may need to enter into negotiations with a view to reducing the reference rate to 
an amount that is sustainable. 
 
It will be critical to divorce desired standards and programs to improve funding from the harsh 
reality of what is achievable with current funding.  For example desired standards and actions to 
improve funding, including the work of the Australian Rural Roads Group should have a prominent 
place in the Community Strategic Plan (CSP) as well as the appropriate asset management plan. 
 
If the Council is serious about meeting financial sustainability then it will be critical (as unpalatable 
as this sounds) to ensure that operational budgets, service standards (depreciation is associated with 
this and will be discussed further below) and future projections (CSP, Delivery Plan, Long Term 
Financial Plan, Asset Management Plan etc.) to be reflective of, and match funding that is currently 
available.  Of course this applies to all services but is possibly the most critical for roads being our 
single biggest budget focus area by far. 
 
In relation to individual items for the numerator/denominator, most items on Councils Operating 
Statement from the annual financial statements play a part. 
 
The Special Rate Variation (SRV) will play a significant role in improving this benchmark result 
provided costs are contained. If the income raised by the SRV simply results in increased operational 
expenditures there will be no improvement. It will be OK to use this revenue to assist fund capital 
expenditures, but again care is needed to ensure we do not over expend.  Overall this could 
contribute around $1.8m over the next 2 years in improvement. 
 
Fees and charges are important and do play a part, especially in sending price signals for services 
provided.  While there are improvements anticipated, this is not an area that is expected to play a 
major part – with one exception.  RMS contracted works can and do provide significant income 
levels, but we are at the mercy of RMS and their available funding.  This income can have significant 
variability year on year. 
 
As viability improves, there should be reserves established to help fund asset renewals as 
appropriate.  Increased reserves will lead to increased investment revenues.  This will assist, but is 
not expected to provide a major contribution for the foreseeable future. 
 
Operating grants and contributions form an important component of our funding mix, however 
there is some risk associated with this category.  These grants are provided for activities Council sees 
as important to the community (examples include Naroo, HACC, Tharawonga, some road funding), 
however often the levels of service and funding levels are usually at the discretion of the funding 
body and can change over time – not always to our benefit.  There are no foreseeable changes that 
will materially affect this ratio. 
 
Other revenues are not expected to have a material impact. 
 
Reducing costs can play just as significant role in this ratio as increasing income. 
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There is potential for ongoing benefits by reducing employee benefits and on costs.  Redundancies 
to date and currently proposed redundancies will have a positive ongoing effect on this ratio.  There 
are a couple of points that may have a detrimental impact: 
 

1)  the increasing need for specialised skills (IP&R & FFTF are both examples where the 
demand for increased skills has been forced upon us and  

2) activities such as Naroo, where increased staff are required to improve profitability.  It 
might also be worth noting that activities undertaken at Gwydir that may not be performed 
by other councils for example Naroo, Tharawonga, Pre-school all add to the employee costs 
and may be considered detrimental when comparing our figures to other councils not 
provided these types of services. 

 
Borrowing costs increases should be carefully managed for the near future.  Sensible levels of 
borrowings are appropriate as discussed in debt service ratio section.  This is not expected to play a 
major part in the foreseeable future. 
 
Materials and contracts should have some improvements evident as we work through appropriate 
service levels.  It is not expected to have a material impact. 
 
Depreciation can have a significant impact on this ratio as it is one of the largest costs currently on 
the operating statement.  Of the $10.5m in General Fund depreciation for the 2014 financial year, 
there are two stand out items that total 87% of this total – roads (77% - $8.08m) and plant (10% - 
$1.1m) with a major component of the plant associated with roads.  Depreciation is the best guide 
currently available as to the amount required to maintain/renew assets.  How this is best applied has 
been subject to much debate of late and methodologies have been changing to improve this into 
practice. 
 
There are a few main points that can really affect outcomes – methodology (straight line is no longer 
considered appropriate for long lived assets), underlying data and assumptions. 
 
Roads are due to be re-assessed to ‘Fair Value’ as of 30 June 2015 and major work is being 
undertaken in improving the data and methodology to comply with best practice.  Some savings will 
be achieved by this alone, but the full effect of potential savings will not be evidenced unless road 
segments are categorised at the lowest category possible.  It may also be necessary to re-evaluate 
the benchmarks to aid in getting more road segments into lower categories.  The lower the category, 
the lower the service standard in relation to maintenance and the lower the 
construction/rehabilitation cost, resulting in lower depreciation.  Of course as funding improves, so 
too can service standards, but the aim will be to match service standards to current funding levels. 
 
Lowering the service standards for roads will in turn reduce the need for heavy plant which could 
have flow on effects in terms of heavy fleet capital costs and associated depreciation. 
 
Other expenses are not expected to play a major part in this conversation. 
 
There are plenty of examples where Council has already made inroads – a number of redundancies 
over the past couple of years, outsourcing the medical centres, improvements in Naroo and caravan 
parks, outsourcing pool operations (resulting in lower wage costs and improved service levels), 
regional waste contract to name a few. 
 
Outcomes from scenario 2 show great improvement in this ratio, though further work is required to 
meet benchmark results. 
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Comments on Own Source Revenue Ratio – results shown in appendix E 
 
For the assessment period, we have ranged from 57.2% to 60.5% and have reached benchmark in 
the last year. 
 
The Special Rate Variation will have a positive impact on this ration.  While they can’t actually be 
factored into the ratio itself, as part of the supporting application, we could also factor in operating 
grants that have similarity to fee for service – Naroo, Tharawonga, HACC and Preschool etc.  
 
Factoring these in, the benchmark for this ratio is achievable. 
 
One potential problem that will contribute to major variations in the results for this ratio is RMS 
contracted works, which have range from$2.2m to $4.4m over this period. 
 
Comments on Building and Infrastructure Renewal Ratio – results shown in appendix E 
 

The results for this ratio have ranged from 28% to 82% over the period. 

Please refer to above discussions on depreciation, which has a major impact on the results 
for this ratio. 

Unsustainable levels of infrastructure renewals were a contributing factor to General Fund 
cash flow problems. 

Scenario 2 provides a sustained improvement in results and there is some scope to carefully 
increase capital expenditures in the future, however benchmark results will not be achieved 
without significant increases in funding and/or significant reductions in depreciation. 

Comments on Debt Service Ratio – results shown in appendix E 
 
We are well within benchmark for this ratio, showing an appropriate level of borrowings.  
Further borrowings are problematic for other reasons such as adverse effects on operating 
results ratio and cash flow issues. 
 
No further borrowings are recommended until sustainability issues have been resolved, in 
particular balanced operating results and restoration of appropriate General Fund cash 
levels.  

LTFP Adopted 11 February 2015 15



Conclusions 
There is no doubt that Council requires some potentially radical changes if it wishes to survive into 
the future.  Without additional funding current service levels will in not be able to be maintained 
anywhere near current levels.  Failure to achieve additional rating income would most certainly put 
dual funded programs such as Roads to Recovery at significant risk – even with the additional 
funding compliance with this particular program may be problematic. 

These changes will no doubt affect most operations of Council and will require changes in revenues, 
expenditures and service levels to progress to achieving the Fit for the Future benchmarks – or at 
least those that are genuinely achievable.  For those that are not immediately achievable, it needs to 
be shown that we are working towards achieving the best results possible. 

Can we achieve results in attaining the benchmarks set?  Certainly, but not without hard work, along 
with some very difficult and perhaps unpopular decisions. Three examples are: 

1. Applying for a significant Special Rate Variation. 
2. Reviewing depreciation (and associated service level expectations) to bring results in line with 

current revenues. 
3. Reviewing service levels. 

The most problematic ratio is likely to be the Own Source Revenue ratio due to our relatively low 
rate base, although it is not too far from being achieved.  This is subject however to some large and 
variable revenue streams such as main road contracted works for the RMS. 

Approval of any option of the Special Rate Variation will have a significant positive outcome in 
results.  Scenario 2 (2 x 15%) is the favoured option as this provides the best overall result. 

High level reviews are currently being undertaken.  Service reviews should continue into the future 
to ensure that services provided are fit for purpose and continue to align with community and 
Council objectives i.e. focus on what is most important to Council and community in a sustainable 
way.  Whilst undertaking these reviews, not only do expectations need to be managed along with 
social and environmental sustainability aspects, but net financial results (moving towards balanced 
budgets organizationally) should not be forgotten and be given a high priority – after all we are 
being expected (and rightly so) to work to balanced budgets to ensure ongoing viability and long 
term sustainability. 

As a result of service level revues, individual line item projections (User Fees & Charges, Materials & 
Contracts etc) may be subject to change – it will be critical that any changes at worst do not 
deteriorate net operating result and preferably improve the bottom line.  One aspect that should 
remain fairly constant is the improvement in General Fund cash – at least for the short to medium 
term. 

Because of the low population density and large asset base, Council will continue to be heavily 
reliant on grant funding for continued operations, which places Council at risk due to policy and/or 
budget decisions of higher levels of government. 
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Assumptions 
Current budgets reflect business unit needs for operational purposes.  As the service level reviews 
progress, there may be some changes to gross revenues and/or expenditures and capital 
expenditures.  Adjustments will be made in these cases to ensure operating results and cash 
forecasts remain consistent.  Changes in capital expenditures may also affect operational budgets for 
employee costs, depending on the makeup of particular capital programs. 

While effort is being made to ensure sufficient cash in on hand at 30 June 2015 to fully cover 
minimum reserves such as Employee Leave Entitlements, it is assumed there will be minor shortfalls 
– hence the opening balance deficit in General Fund cash (which does not represent an actual deficit 
but a minor shortfall in funding).  Actual cash holdings at 30 June are expected to be higher than this 
amount – almost sufficient to cover compulsory reserves + minimum optional reserves. 

For simplicity, all cash and investments are shown as cash to highlight total cash holdings – no cash is 
transferred to/from investments.  Again this highlights the tight starting point that General Fund is 
currently in. In any case, Council investments are currently limited to bank Term Deposits, which for 
some ratios are classified as cash in any case. 

As cash holdings increase, formal reserves and reserve policies should be established to earmark 
cash held for appropriate purposes e.g. Plant, Building and Road renewals – after leaving sufficient 
cash to cover working requirements and sufficient to cover unforeseen emergencies. 

Issues related to inadequate or inappropriate service levels, for example as a result of reconciling 
depreciation to current funding limits, moves from budget projections to more appropriate forums 
such as the Community Strategic Plan and appropriate sections of Asset Management Plans. 

Assumptions common to all scenarios 

• Investment income is significantly reduced in comparison current results (2012-2013 & 
2013-2014 financial years) as significant discounts in relation to Naroo Zero Interest Rate 
Loans were applied in those years in compliance with accounting standards. 

• Inflation factors as shown in appendix F for the most part apply to all scenarios – there may 
be some variation amongst funds in the first 1-3 years in terms of rates and annual charges. 

• A reduction of approximately 10% in road depreciation to reflect improvements in data and 
methodology as a result of Fair Value revaluation processes for road assets due as at 30 June 
2015 

• No fair value revaluation impacts for Infrastructure assets due on a rolling five year program 
• No movements to/from investments.  For ease of comparison all cash and investments are 

shown as cash – this may change in future plans as General Fund cash recovers to 
acceptable levels. 

• Operational budgets are at appropriate levels for current business unit service levels 
• The current list of capital expenditure proposed projects is reflective of need.  There may be 

some projects that are currently listed that will not proceed.  Further, it is likely there are 
many proposals not listed as the effort of preparing proposals (even if they may be of 
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benefit) is likely outweighed by the chance they will not proceed due to lack of resources to 
fund them.  As the General Fund position outlook improves this will likely change. 

• Populations remain relatively stable. 
• Any significant economic growth will be absent. 

Assumptions common to scenarios 2 – 4 

• Redundancies and vacancies not filled will result in employee cost savings of approximately 
$490k on an ongoing basis 

• Reductions in roads deprecation of 10% in 2016 and a further 10% in 2017 related to service 
level reductions. 

• Permanent reduction of $105k in plant depreciation to reflect disposal of plant surplus to 
requirements 

• Special Rate Variation increases.  Scenario 2 – 15% in 2016 ($842k) + 15% in 2017 ($969k).  
Scenario 3 – 10% in 2016 ($562k) + 10% in 2017 ($618k) + 10% in 2018 ($679k). Scenario 4 – 
20% in 2017 ($1,123k).  In the years special rate variations apply, rate pegging increases do 
not – or if you prefer the rate peg increase is included in the special rate variation increase.  
In the years after the variations apply, rate pegging increases apply to the new total rate 
revenues, including the variation which becomes part of the rating base revenue. 
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Appendix A 
Scenario 1 

Business As Usual Summaries 
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Appendix B 
Scenario 2  

(2 x 15% SRV) 
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Sourced from NSW Office of Local Government 2015 Fit for the Future templates

·         TCorp in their review of financial sustainability of local government found that operating performance was a 

core measure of financial sustainability.

·         Ongoing operating deficits are unsustainable and they are one of the key financial sustainability challenges 

facing the sector as a whole. While operating deficits are acceptable over a short period, consistent deficits will 

not allow Councils to maintain or increase their assets and services or execute their infrastructure plans.

·         Operating performance ratio is an important measure as it provides an indication of how a Council 

generates revenue and allocates expenditure (e.g. asset maintenance, staffing costs). It is an indication of 

continued capacity to meet on-going expenditure requirements.

Description and Rationale for Benchmark:

·         TCorp recommended that all Councils should be at least break even operating position or better, as a key 

component of financial sustainability. Consistent with this recommendation the benchmark for this criteria is 

greater than or equal to break even over a 3 year period.

OPERATING PERFORMANCE RATIO
Total continuing operating revenue (exc. capital grants and contributions) less operating expenses

Total continuing operating revenue (exc. capital grants and contributions) 

Description and Rationale for Criteria:
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Sourced from NSW Office of Local Government 2015 Fit for the Future templates

Description and Rationale for Benchmark:

·         TCorp has used a benchmark for own source revenue of greater than 60 per cent of total operating revenue. 

All Councils should aim to meet or exceed this benchmark over a three year period.

·         It is acknowledged that many councils have limited options in terms of increasing its own source revenue, 

especially in rural areas. However, 60 per cent is considered the lowest level at which councils have the flexibility 

necessary to manage external shocks and challenges.

OWN SOURCE REVENUE RATIO
Total continuing operating revenue less all grants and contributions

Total continuing operating revenue inclusive of capital grants and contributions

Description and Rationale for Criteria:

·         Own source revenue measures the degree of reliance on external funding sources (e.g. grants and 

contributions). This ratio measures fiscal flexibility and robustness. Financial flexibility increases as the level of 

own source revenue increases. It also gives councils greater ability to manage external shocks or challenges.

·         Councils with higher own source revenue have greater ability to control or manage their own operating 

performance and financial sustainability.
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BUILDING AND INFRASTRUCTURE RENEWAL RATIO

Sourced from NSW Office of Local Government 2015 Fit for the Future templates

Description and Rationale for Benchmark:

·         Performance of less than one hundred percent indicates that a Council’s existing assets are deteriorating 

faster than they are being renewed and that potentially council’s infrastructure backlog is worsening. Councils 

with consistent asset renewals deficits will face degradation of building and infrastructure assets over time.

·         Given that a ratio of greater than one hundred percent is adopted, to recognise that capital expenditures 

are sometimes lumpy and can be lagged, performance is averaged over three years.

Asset renewals (building and infrastructure)

Depreciation, amortisation and impairment (building and infrastructure)

Description and Rationale for Criteria:

·         The building and infrastructure renewals ratio represents the replacement or refurbishment of existing 

assets to an equivalent capacity or performance, as opposed to the acquisition of new assets or the 

refurbishment of old assets that increase capacity or performance. The ratio compares the proportion spent on 

infrastructure asset renewals and the asset’s deterioration.

·         This is a consistent measure that can be applied across councils of different sizes and locations. A higher 

ratio is an indicator of strong performance.
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Sourced from NSW Office of Local Government 2015 Fit for the Future templates

·         Inadequate use of debt may mean that councils are forced to raise rates that a higher than necessary to 

fund long life assets or inadequately fund asset maintenance and renewals. It is also a strong proxy indicator of a 

council’s strategic capacity.

·         Council’s effectiveness in this area is measured by the Debt Service Ratio.

Description and Rationale for Benchmark:

·         As outlined above, it is appropriate for Councils to hold some level of debt given their role in the provision 

and maintenance of key infrastructure and services for their community. It is considered reasonable for Councils 

to maintain a Debt Service Ratio  of greater than 0 and less than or equal to 20 per cent.

·         Councils with low or zero debt may incorrectly place the funding burden on current ratepayers when in fact 

it should be spread across generations, who also benefit from the assets. Likewise high levels of debt generally 

indicate a weakness in financial sustainability and/or poor balance sheet management.

DEBT SERVICE RATIO
Cost of debt service  (interest expense & principal repayments)

Total continuing operating revenue (exc. capital grants and contributions)

Description and Rationale for Criteria:

·         Prudent and active debt management is a key part of Councils’ approach to both funding and managing 

infrastructure and services over the long term.

·         Prudent debt usage can also assist in smoothing funding costs and promoting intergenerational equity. 

Given the long life of many council assets it is appropriate that the cost of these assets should be equitably spread 

across the current and future generations of users and ratepayers. Effective debt usage allows councils to do this.
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