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Introduction 
 

The Integrated Planning and Reporting Framework requires every NSW council 
to undertake strategic planning that is based on community engagement and 
ensures that its activities are informed by long term plans for their finances, 
assets and workforces. 

The Integrated Planning and Reporting framework is designed so that the council 
and community both have a clear picture of: 

1. Where we want to go (Community Strategic Plan); 

2. How we plan to get there (Delivery Program, Operating Plan and Resourcing 
Strategy, including the Long Term Financial Plan); and 

3. How we will measure our progress (quarterly and annual reporting and the 
End of Term Report). 

The planning and reporting process ensures that Council’s planning is aligned 
with the community’s vision for the future, and that the planning process and 
the implementation of the Delivery Plan is transparent and those charged with 
its delivery held accountable. 
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The Long Term Financial Plan (LTFP) is an important part of Council’s strategic 
planning process. The LTFP is where Council projects the financial implications of 
delivering the community’s vision for the future. It outlines the pressures and 
economic drivers behind Council’s expected long-term future. Expected growth 
rates are aligned with community expectations of service delivery and 
community projects and the social outcomes outlined in the Community 
Strategic Plan. 
 
Council will seek to answer the following questions with the LTFP: 
 
 Can we survive the pressures of the future? 
 What are the opportunities for future income and economic growth? 
 Can we afford what the community wants? 
 What efficiencies are we aiming for? 
 How can we achieve the anticipated outcomes? 

 
When developing the LTFP, consideration is given to: 
 
 Planning assumptions used to develop the plan; 
 Projected income and expenditure, balance sheet and cash flow 

statement; 
 Sensitivity analysis (factors/assumptions most likely to affect the plan); 
 Financial modelling for different scenarios; and 
 Methods of monitoring financial performance. 

 
The LTFP must be for a minimum of 10 years and is updated annually as part of 
the development of the Operating Plan. It will also be reviewed in detail as part 
of the four-yearly review of the Delivery Program as part of the Community 
Strategic Plan. 
 
The objectives of the Kempsey Shire Council LTFP are to: 

 Respond to the changing aspirations and needs of the Macleay Valley, 
particularly as they are identified and prioritised in the Community 
Strategic Plan; 

 Reflect the true financial position based on the current service levels; 
 Ensure the financial sustainability of Council’s services for the community; 
 Support the implementation of Council’s Community Strategic Plan and 

Delivery Program as an integral component of Council’s Resourcing 
Strategy; 

 Guide our future Operating Plan and Council’s ability to invest in new 
services and infrastructure, and maintain existing assets; and 

 Address Council’s legislative requirements for integrated planning and 
reporting. 
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Current Financial Position 

 

In March 2013 NSW Treasury Corporation issued a report on the independent 
assessment of Kempsey Shire Council’s financial capacity and its future 
sustainability.  

The report observed that Kempsey Shire Council was in a weak and deteriorating 
operating position. This observation was largely a factor of consecutive operating 
deficits that had been posted (when capital grants and contributions were 
excluded). Additionally, NSW Treasury Corporation noted that there had been an 
increase in the Infrastructure Backlog and that the Asset Maintenance was 
consistently below benchmark. 

Since the time of the NSW Treasury Corporation report a 37.54% cumulative 
increase in rates, as agreed with the community, has been implemented. The 
rate rise was approved by IPART to sustain service levels to the community and 
to meet infrastructure maintenance costs (particularly the road network). This, 
along with some operating expenditure reductions, has resulted in an improved 
operating performance. However, whilst the Operating Performance Ratio has 
improved to 2017-18, infrastructure measures continue to lag industry 
benchmarks and significant challenges still lay ahead. 

 
Source: 2017-18 Annual Report.  
Note: The above chart reflects the consolidated result for all three funds (General, Water  
and Sewer). 
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Audited Financial Position 
Council’s audited financial reports for the year ended 30 June 2018 provide the 
starting point for reviewing the LTFP.  The following tables summarise Council’s 
most recently audited financial position: 

 

Note: The above tables reflect consolidated financial results. The increased income and net 
operating result in 2017-18 relative to 2016-17 was predominantly due to non-cash dedications from 
the RMS of various assets associated with the old Pacific Highway (Macleay Valley Way – 
Frederickton to Eungai) totalling $58.8M. Council also received $2.1M for the South Kempsey Village 
Bypass.  

 
Financial Performance Indicators 

Included within the audited Financial Statements are the following ratios which 
indicate Council’s performance compared to the previous year, together with the 
associated benchmarks. 

 
Note: The above indicators reflect consolidated results. The Own Source Operating Revenue Ratio 
was negatively impacted by the non-cash dedications from RMS totalling $58.8M in 2017-18. The 

Income Statement 2017-18
$'000

2016-17
$'000

Income 138,297 73,268

Expenses 75,760 72,884

Net Operating Result for the Year 62,537 384

Net Operating Result before Grants and Contributions provided for Capital purposes (2,789) (3,836)

Statement of Financial Position 2017-18
$'000

2016-17
$'000

Total Assets 1,134,724 1,064,919
Total Liabilities 59,766 58,965
Total Equity 1,074,958 1,005,954

Statement of Cash Flows 2017-18
$'000

2016-17
$'000

Cash, Cash Equivalents and Investments - Opening Balance 41,931 35,550

CCash, Cash Equivalents and Investments - Closing Balance 50,147 41,931

Movement for Year 8,216 6,381

Indicator 2017-18 2016-17 Benchmark

Operating performance ratio 3.2% 1.9% > 0%

Own source operating revenue ratio 39.3% 72.6% > 60%

Unrestricted current ratio 2.51      2.65      > 1.5

Debt service cover ratio 4.35      3.81      > 2.0

Rates and annual charges outstanding ratio 6.1% 6.7% < 10%

Cash expense cover ratio 11.03     9.28      > 3.0

Building and infrastructure renewal ratio 96.4% 38.9% > 100%

Infrastructure backlog ratio 6.7% 10.6% < 2%

Asset maintenance 86.0% 107.0% > 100%
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ratio would have been consistent with prior years and exceeded benchmark without these 
dedications.  
 
While recent performance has been sound, further improvements are needed in 
the future to ensure Kempsey Shire Council is financially sustainable on a 
longer-term basis. Current forecasts within the LTFP are consistent with 
historical financial performance trends, where operating expenditure exceeds 
operating revenue and the Net Operating Result excluding Capital Grants and 
Contributions is in a deficit position. 

 

Longer Term Financial Position 

The outlook of Council’s Long Term Financial Plan highlights continued significant 
challenges ahead for Council and requires a holistic improvement program to be 
implemented in order for Council to achieve financial sustainability. The goals as 
set out in the current 2019 to 2029 LTFP are: 

• Modest operating surpluses to insulate Council from unforeseen events 
across the three funds 

• The provision of current service levels and where appropriate increased 
service levels to meet community expectations 

• Reduce or eliminate the infrastructure backlog 
• Maintain adequate levels of debt/equity funding 
• A program of activity that see Council’s assets appropriately leveraged for 

the long-term benefit of the Macleay Valley community 
• Ensure appropriate levels of cash reserves are maintained for future 

projects and asset renewal management 
• Ensure appropriate investment in the maintenance of assets 

On a consolidated basis Operating Surpluses have not been forecast within the 
10-year LTFP. The LTFP forecasts accumulated Net Operating Deficits (excluding 
Capital Grants and Contributions) of $103M from FY20 to FY29. This forecast 
result is consistent with actual historical financial results and represents current 
operating revenue and expenditure levels.  

 

Financial Sustainability 

In response to the forecast Net Operating Deficits, Council has developed a 
Financial Sustainability Strategy. ‘The Strategy’, has been developed to deliver a 
step change to the underpinning fundamentals of Council and deliver long term 
financial sustainability. Moving towards financial sustainability is achievable, 
however extensive consultation with the community will be required to define 
the community’s expectations on delivery of best value services. This combined 
with an innovative approach to delivering better practices and excelling in 
financial management will all contribute towards Council achieving financial 
sustainability. 

The key objectives of Council’s Financial Sustainability Strategy are: 
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1. To provide Council and the Executive Leadership Team with a program 
that will deliver financial sustainability for Kempsey Shire Council; and 

2. To achieve financial sustainability for Council through: 
• the integration and alignment of service and financial outcomes 

through the Long Term Financial Plan, the Community Strategic Plan 
and Council Delivery Program; 

• enabling a culture of innovation, financial literacy and accountability to 
ensure decision making at every level is aligned to positive community 
outcomes; 

• working with the community on determining service level expectations 
and agreed associated funding sources; and 

• the development of better practices, enabling systems and processes. 

 

Council’s Financial Sustainability Strategy is supported by a detailed ‘Financial 
Sustainability Strategy Roadmap’ that has identified 28 key initiatives that are 
designed to deliver long term financial sustainability. The Roadmap map is 
structured into 3 core themes as summarised below. 

 

 

A copy of the Financial Sustainability Strategy (2019-2023) and the Financial 
Sustainability Strategy Roadmap can be accessed on Council’s website. 
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Assumptions 

In seeking to project future financial position outcomes, the review of the LTFP 
included several options for consideration.  Each of the options has been built on 
the same underlying planning assumptions as detailed below: 

Planning Assumption Assumption Basis 
Population* Population growth within the local government area 

has been forecast to remain static over the life of 
the LTFP. This is a conservative financial planning 
assumption for the purpose of the LTFP. 
 

Economic Growth* Economic growth within the local government area 
has been forecast to remain static over the life of 
the LTFP. This is a conservative financial planning 
assumption for the purpose of the LTFP. 
 

Inflation The LTFP is based on a CPI range supplied by New 
South Wales Treasury Corporation (TCorp) and has 
an average rate of 2.33% across the ten-year 
period; being slighter lower than 2.5% in years 
2019-20 through 2021-22 and then reverts to 2.5% 
for the remaining years.  In the area of General 
Fund operational material budgets, this has been 
reduced to zero for the period 2019-20 to 2023-24 
to enforce operational savings.  Wages has been 
forecast to grow at 4% representing indexation at 
2.5% plus a 1.5% salary progression component.  
Rates has been forecast to grow at 2.7% in 
2019/20 and 2.5% thereafter. Discretionary fees 
and charges have been forecast to increase at 3% 
for 2019-20 and 2020-21, thereafter by CPI 
(2.5%). 
 

Interest Rate 
Movements 

While inflation remains low, interest rates will also 
remain low.  A borrowing cost ranging between 5% 
to 6.30% has been used as the basis for 
determining all new borrowing costs. Existing loans 
are forecast at their existing rate. A loan review will 
be undertaken to access low cost loan 
arrangements. 
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Revenue Forecasts and Assumptions 
The following chart shows the composition of Council’s revenue for 2019-20 and 
provides an indication of the reliance of the various revenue streams.  

 

 

 

Key revenue related assumptions within the LTFP include the following: 

Revenue area Assumption Basis 
Rates and Annual 
Charges 

Rating is a major component of Council’s revenue 
base, contributing approximately 48% of Council’s 
revenue. The preparation of the LTFP includes an 
assessment of the community’s capacity and 
willingness to pay rates and whether there is 
potential for change in that capacity. Council has 
undertaken a number of engagement strategies to 
talk to the community regarding the financial 
options available for Council to continue to meet the 
community’s identified priorities in the long term 
financial plan. 

(i) General Fund From 2019-20 onwards, the maximum expected 
rate peg amount of 2.7% has been applied in the 
planned scenario.   
 
Scenarios 1 and 2, assume Special Rate Variations 
over three years from 2021-22 to 2023-24 to return 
the Net Operating Result (excluding Capital Grants 
and Contributions) from a deficit back to a surplus 
position. 
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Revenue area Assumption Basis 
(ii) Water Fund An increase of 7% has been assumed for 2019-20 

to 2020-21. From 2021-22 proposed annual 
increases are assumed to be between 2.3% and 5% 
per annum 

(iii) Sewage Fund An increase of 5% has been assumed for all years.  
 

User Charges and Fees Council annually establishes its fees and charges in 
accordance with the provisions of the Local 
Government Act 1993. A review of fees and charges 
has been undertaken with most fees and charges 
increasing at or around the CPI assumption of 
2.5%. Some fees and charges remained at 2018-19 
levels due to legislative or other reasons, while 
certain categories of fees and charges increased by 
greater than CPI to reflect the cost of providing the 
service. A further detailed review of User Charges 
and Fees has been scheduled to occur during 2019-
20 to ensure all fees and charges are set at 
appropriate levels. 

Grants – Operating and 
Capital 

Council receives general purpose Financial 
Assistance Grants from the Commonwealth 
Government along with other grants and subsidies 
specific to programs. The LTFP assumes that the 
Federal Government Financial Assistance and the 
Roads to Recovery Program will continue indefinitely 
based on the current arrangements. Other specific 
project grant income is included in the LTFP 
according to the year that the grant is forecast to 
be expended. Increases assumed for grants range 
from 0% to 6%, although there are years when 
one-off grants result in an overall decrease in 
overall grant funding in the following year. 

Interest on Investments Interest on investments will vary depending on the 
amount of Council investments at any point in time. 
The LTFP calculates the interest on investments 
based on an average of the beginning and ending 
investment balance in any one year. An assumed 
interest rate range of 2.25% to 4.0% over the life 
of the plan has been applied to all of Council’s 
investments. 

Other Revenues Other revenue income has been budgeted based on 
increases in line with the CPI forecast. 
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Expenditure Forecasts and Assumptions 
The following chart shows the composition of Council’s expenditure for 2019-20. 
Much of Council’s expenditure is regular and on-going. 

 

 

Key expenditure related assumptions within the LTFP include the following: 

Expenditure area Assumption Basis 
Employee Costs Employee costs cover wages, all leave types, 

training, superannuation and associated costs.  The 
LTFP assumes growth in employee costs of 4% per 
annum over the life of the LTFP. The 4% increase 
represents indexation of 2.5% and an average 
salary progression component of 1.5% per annum 
across the workforce. 

Materials and Contracts Materials and contracts costs cover all materials 
used in operational activities and major ongoing 
operational contracts, such as the domestic waste 
contract. Contracted costs have generally been 
indexed in line with CPI, while uncontracted costs in 
General Fund have been held at 2019-20 levels for 
the first five years of the LTFP and then increased 
by CPI.  Holding the uncontracted materials and 
contract costs to current level is an efficiency based 
cost saving initiative. 
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Expenditure area Assumption Basis 
Depreciation Council is required to revalue its assets on a five-

year rolling program. The LTFP conservatively 
assumes that depreciation expense increases at CPI 
acknowledging that replacing historical assets will 
be more expensive in future years in line with 
potential future revaluations. Determining 
depreciation forecasts is currently the subject of 
industry debate given the annual revaluation 
processes and re-assessment of useful lives.   

Borrowing Costs Borrowing costs for each of Council’s current loans 
have been calculated for each year and included in 
the LTFP. Borrowing costs for new loans assume an 
interest rate of 5% to 6.30% 

Other Expenses Generally, other expenses have been budgeted to 
increase in line with the CPI forecast. 

 

Scenarios and Sensitivities 
Long-term financial plans are inherently uncertain as they contain a wide range 
of assumptions that are influenced by market forces beyond Council’s control 
(for example interest rates and inflation). While some assumptions have a 
relatively limited impact if they are wrong, others could have a major impact on 
future financial plans. 

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

Should the assumptions be inaccurate, Council will need to reconsider the 
current strategies on expenditure and revenue and realign the LTFP to fund any 
changes in expenses or revenues.  

The following includes key areas of assumptions for potential impact in the 
2019-29 LTFP.  

 

Rates and Annual Charges  

Rates and annual charges make up approximately 48% of the budgeted 2019-20 
operating revenue for Council. Council is generally limited to a maximum 
increase for Rates and Annual Charges in line with the rate peg limit determined 
by the Independent Pricing and Regulatory Tribunal (IPART) unless approval is 
given for a Special Rate Variation (SRV) for General Fund rate income.  

For 2019-20 the rate peg of 2.7% has been applied in the proposed scenario for 
General Fund rates, and then reverts to CPI in years 2020-2021 onwards. 
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Investments and Interest on Investments  

The downturn in the investment market will continue to place pressure on 
Council’s forecast investment revenues for some time.  

 

Grants and Contributions  

Council relies on income from both grants and contributions. The Federal 
Government Financial Assistance and the Roads to Recovery grant programs 
combined constitute approximately 10% of Councils total revenue.  

Money provided under the Roads to Recovery Program is not intended to replace 
council spending on roads but to assist councils in their local road construction or 
maintenance. The Roads to Recovery Program is based on a five-year program 
which is due to expire in 2021. However, due to the heavy reliance of this 
program throughout NSW, there has been much lobbying for the continuation of 
this program.  

The LTFP has been prepared with the assumption that the Federal Government 
Financial Assistance and the Roads to Recovery Program will continue indefinitely 
based on the current arrangements.  

 

Employee Expenses  
Employee costs make up 31% of the projected 2019-20 operating expenditure. 
This is reflective of the service-based nature of a significant proportion of 
Councils activities as well as the construction and maintenance of the 
considerable infrastructure owned and operated by Council.  

Councils ability to engage the necessary workforce to achieve the community’s 
expectations is affected by internal and external forces. These include:  

 Rising cost of employment 
 Skills Shortage 
 Staff turnover 
 Attraction and retention of quality staff 
 Projected superannuation increases 
 Movements in rates of pay being determined through industry wide award 

negotiations. 
 Award salary increases above CPI and rate pegging 
 Changes in service levels 

Any significant changes in expenditure related to employee expenses will have a 
significant impact of Councils LTFP. Council will need to quickly adapt its original 
planned operations and offset a movement in this area. 
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Materials and Contracts  
Materials and contracts make up a significant portion of projected 2019-20 
operating expenditure. This is reflective of the considerable number of assets 
maintained by the Council and places the Council under considerable pressure 
from rising material costs including fuel. Any major unplanned increases in these 
costs will also impact on the LTFP. Local government expenditure usually 
includes relatively high levels of materials and contracts expenditure. This places 
the Council under considerable pressure if things such as oil prices rise which 
impacts on both fuel and material prices. In addition, any new assets 
constructed or acquired will also increase material and contracts expenditure due 
to increased maintenance requirements.  

 

Council Capital Works Program  

The capital works program reflected in the LTFP is particularly sensitive to 
changes in the construction index. The construction index measures changes 
over time in the price of new construction, other than houses. Given that the 
renewal and construction of new infrastructure forms a substantial proportion of 
the budget any variations in the underlying pressures have the potential to 
significantly impact on Councils LTFP and / or the ability to deliver the capital 
works program. 

 

Scenarios 

Several scenarios have been included within Appendix 5 of the LTFP.  These 
scenarios, as detailed in the table below, relate to the General Fund only are 
projections only. 

Scenario Description Rationale 
Proposed 
case 

Proposed case as per budget and LTFP 
assumptions 

Scenario representing the current best 
estimate of actual revenue and expenditure 
forecasts. This is a conservative estimate and 
operational efficiencies resulting from the 
various initiatives being implemented by 
Council, including the Corporate 
Improvement Program, have not been 
included in the proposed case scenario 

Scenario 1 Proposed case with assumed Special 
Rate Variation increases over 3 years 
from 2021-22 of 13% each year 
(including rate peg). 

Represents increase in revenue required to 
return the General Fund back to a surplus / 
balanced budget position based on the 
current proposed case 

Scenario 2 Proposed case adjusted for $1M of 
operational savings with assumed 
Special Rate Variation increases over 3 
years from 2021-22 of 12% each year 
(including rate peg). 

Represents increase in revenue required to 
return the General Fund back to a surplus / 
balanced budget position based on the 
current proposed case less an assumed $1M 
of operational savings per annum from 2021-
22 onwards 
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Scenario Description Rationale 
Scenario 3 Proposed case adjusted for the 

transfer of responsibility for regional 
roads to the State Government 

Scenario reflecting the transfer of 
responsibility for regional roads to the State 
Government, resulting in reduced 
depreciation expense and operations and 
maintenance expenditure 

 

The scenarios have been included in the LTFP for illustrative purposes only.  As 
detailed above, it is expected that Council’s Corporate Improvement Program 
(CIP) will deliver efficiencies and operating expenditure reductions in future 
years, however, it is too early to accurately quantify and include these 
efficiencies / cost reductions in the LTFP.  A number of other strategies to 
address the Operating Deficit will continue to be investigated over the course of 
2019-20 before any of the scenarios are recommended. 

If Council were to proceed with either of the SRV scenarios a significant amount 
of community engagement would be carried out as part of any Special Rate 
Variation application process. 
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Appendix 1 
Ratios 

  

 

 

Note: The asset related indicators are currently being reviewed as part of Council’s Corporate Improvement Program (CIP). Additionally, the unrestricted 
current ratio is under review.  
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Appendix 2 

Income Statement 
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Appendix 3 

Financial Position 
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Appendix 4 

Cash Flow Statement 
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Appendix 5 

Scenario Financial Statements – General Fund 
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Appendix 6 

Ratio Explanations 
Ratio Description 
Operating Performance The purpose of this ratio is to measure a council’s achievement in containing operating 

expenditure within operating revenue. 
Own Source Revenue This ratio measures fiscal flexibility. It is the degree of reliance on external funding sources 

such as operating grants and contributions. A Council’s financial flexibility improves the higher 
the level of its own source revenue. 

Unrestricted Current Ratio This ratio is designed to represent Council’s ability to meet short term obligations as they fall 
due. 

Debt Service Cover This ratio measures the availability of operating cash to service debt including interest, principal 
and lease payments. 

Cash Expenses Cover This liquidity ratio indicates the number of months a Council can continue paying for its 
immediate expenses without additional cash flow. 

Rates and annual charges 
outstanding percentage 

This ratio assesses the impact of uncollected rates and annual charges on liquidity and the 
adequacy of recovery efforts. 

Infrastructure Backlog Ratio This ratio shows what proportion the backlog is against the total value of Council’s 
infrastructure. 

Asset Maintenance This ratio compares actual versus required annual maintenance, as detailed in Special Schedule 
7 (of the annual financial statements). 

Building and Infrastructure Renewals 
Ratio 

This ratio compares the proportion spent on infrastructure asset renewals and each asset’s 
deterioration measured by its accounting depreciation. 
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