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Executive Summary 
 

Introduction 

 

This Long-Term Financial Plan (LTFP) provides the financial forecast of Council over the next ten 

years1 (2025-26- to 2034-35) across all three funds – general fund, water fund and sewer fund. 

Detailed financial forecasts are included for all three funds, as well as at the consolidated level. The 

financial forecasts include Income Statements, Balance Sheets, Cash Flow Statements and Financial 

KPIs. The statements can be found in  Appendix 2 through 5. 

 

Each fund is required to be ringfenced (i.e. they cannot be used for other purposes) and separately 

accounted for. Further, income generated in one fund cannot be used to fund expenditure in other 

funds. 

 

High level overview 

 

Figure 1. Shows the 10-year forecast totals by fund (2025-26 to 2034-35). The capital funding section shows how capex (capital 

expenditure) is currently forecast to be funded. 

 
 

General Fund 

 The operating result2 over the next 10 years is forecast to be an ($8M) deficit. 

 This includes the assumption that the full approved Special Rate Variation (SRV) increases 

are applied to general rates albeit over two years, not one year. 

 For the 2025-26 year a 7.5% general rate increase has been assumed and not the remaining 

 
1 The next 10 years refers to the financial years 2025-26 to 2034-25 throughout this document. 
2 The operating result or surplus or deficit mentioned anywhere in this document (unless otherwise specified) excludes the 

“Grant and Contributions provided for Capital purposes” line in the income statement as this income is only for capital 

works and is not operational in nature. Including it would distort the true picture of the operational result. 
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SRV approved amount of 15%. This has been done to reduce the impact on ratepayers in 

the 2025-26 year with the hope of finding more savings and efficiencies or revenue during 

the year to reduce the impact of rate increases in 2026-27 and beyond. 

 A 10.59% rates “catchup” assumption has applied in 2026-27 in this LTFP. Council will view 

the general fund position this time next year may choose to implement a lower increase. 

 The operating result for the next three years is forecast as a small surplus but then growing 

deficits start from 2028-29, increasing from ~$1M to ~$4M in year ten. 

 Although income (excluding capital grants) is increasing over the ten years, expenditure is 

increasing even more, which creates a deficit gap that grows over time. 

 If expenditure is not reduced or income is not increased, the deficit will continue to grow.  

 This means Council must focus on finding ways to return the General Fund to a sustainable 

operating result i.e. achieving at least small annual operating surpluses to ensure Council is 

able to fund ongoing operational requirements now and into the future and have a 

financial buffer to manage any unexpected shocks, such as natural disaster. This is not just 

a short-term focus; this must be the focus over the next ten years and beyond. 

 An additional $2M in savings or increased revenue per annum needs to be found to return 

the general fund to a financially sustainable position. 

 More detail on the General Fund can be found here: General Fund 

 

Water Fund 

 A ($2M) operating deficit is forecast for the Water Fund over the next 10 years from 2025-

26 to 2024-35. 

 The operating result for the next two years is small surplus but then a ($1.1M) deficit is 

forecast in 2027-28. In the following years, the deficits slowly reduce, with breakeven being 

achieved in year 10. 

 The main reason for the string of deficits is the impact of taking out $37M in loans to fund 

the Stueart McIntrye water treatment plant (WTP), Willawarrin WTP and Crescent Head 

WTP which are expected to be delivered over the next 3 years. It is important to note that 

in addition to the $37M in loans required, Council also currently secured around $30M in 

grant funding for these projects. There is a likelihood that additional funding may be 

secured between now and the end of the year which may be incorporated into the final 

LFTP in June 2025, prior to being adopted by Council. 

 The impact of the new loans means Council will incur higher borrowing costs (interest on 

the loans) and will receive lower interest on investment income, as cash investment 

reserves (which are also a source of funding for these projects) start to be depleted. 

 The reason that the deficits start to reduce over the ten years that borrowing costs reduce 

as existing and new loans are paid down during that time. 

 At the same time, rates and charges are forecast to increase at CPI. At this point, these 

increases are enough to keep the water fund in a reasonably financially sustainable 

position into the future. 

 A strong emphasis on cost control and efficiencies will still be required to ensure this 

forecast position does not change. 

 

Sewer Fund 

 A (10M) operating surplus is forecast for the Sewer Fund over the next 10 years. 

 The operating surplus is forecast for the first six years and the deficits are forecast in the 

last four years. 

 The early surpluses are mainly due to large cash reserves which are generating high 

investment income. These cash reserve include about $90M in external grant funding  

which has been secured to support the large sewer capital program. The cash is expected 
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to be received ahead of projects construction and hence interest can be earned on this 

cash. 

 There are two major sewer projects, Stuart’s Point Sewer Scheme which is expected to 

initially bring about 550 homes onto the sewer network and Central Kempsey Sewerage 

Treatment plant which is replacing three old plants which are at the end of their useful life. 

 The reason for the deficits in the last 4 years is due to lower cash reserves - mostly 

consumed by the large projects – and additional borrowings that will still be required to 

complete the projects. This combination of lower cash and high loan balances means that 

investment income is forecast to reduce considerably, whilst borrowing costs are forecast 

to increase. 

 Furthermore, increased depreciation from the new assets created by these major projects 

starts to put additional pressure on the operating result, mainly in the later years. 

 What this means is that although Council has secured a record amount of grant funding to 

date, more is needed to reduce the need for future borrowings and to keep the fund 

financially sustainable. This is a key risk and is actively being managed. 

 Rate and charges are forecast to increase by CPI over the ten-years, meaning that a strong 

emphasis on cost control and efficiencies will also be required.  

 

 

Background and financial challenges 

In recent years, Council’s General Fund has recorded net operating deficits as rising costs have outpaced 

revenue growth, which is largely constrained by the rate peg (or allowable rates percentage increase) 

allowed by the pricing regulator (IPART). Rising costs can be attributed to inflation, wage increases, the 

increased cost of construction, emerging costs like cyber security and new regulatory and compliance 

costs. 

 

Council applied to IPART to increase ordinary (property) rates above the approved rate peg for three 

years. The table below show what was requested what was approved, what could have been 

implemented and what has been used as an assumption in this LTFP. 

 
Table 1: General rates showing the journey of the  SRV to the current LTFP 

Item Year 1 

(2024-

25) 

Year 2 

(2025-

26) 

Year 3 

(2026-

27) 

Cumulative 

compoundi

ng increase 

(not a sum) 

Council SRV submission 7.9% 15.0% 15.0% 42.7% 

IPART partial approval 7.9% 15.0%  24.09% 

IPART partial approval with rate peg assumption in year 3 7.9% 15.0% 3.38% 28.28% 

This LTFP: 7.5% in year 2. Year 3 is rage peg assumption plus 

catchup of remaining 7.5%. 

7.9% 7.5% 10.59% 28.28% 

 

 

Line 4 in the above table show the basis of the rate increases assumed in this LTFP. Even though IPART 

approved a 15% SRV increase in year 2, Council is under no obligation to implement the full increase and 

can choose to not implement it or can partly implement it. Furthermore, IPART allows Councils to carry 

forward any unimplemented rate rises over a ten-year period allowing Councils to implement ‘catchup’ 

increases in outer years. As is illustrated in the table above, an increase of 10.59% in year two is required 

to bring rates back in line with IPART approved increases. Even at the approved rate levels, deficits start 

to emerge as the level of rates is not enough to cover costs. Without the increases the deficits will be 

much larger (see the Scenarios section). This 10.59% is compounding of the catchup of the remaining 

7.5% (of the original 15%), plus the rate peg that would be allowed in that year (which is assumed at 

3.38% in the LTFP, may be different to what IPART declares as the rate peg for the 2026-27 year). 
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Financial Sustainability 

Council has been implementing a Financial Sustainability Program since 2019. Given the maturity of the 

Council organisation, this program has focused on implementing several foundational system and 

process improvements, understanding and addressing key strategic and operational risks, and ensuring 

an appropriate level of corporate governance exists across all aspects of Council’s operations. 

 

These actions have resulted in financial savings of $8.5M.3 However, these Financial Sustainability 

Program actions have also resulted in increased expenditure in some situations, where investment has 

been needed to better manage risk to acceptable levels, or to provide the structures, systems and 

information to simply manage Council’s operations (e.g. asset management). 

 

Council’s Financial Sustainability Program (Appendix 1)  has been revised to focus on areas that will 

have the most beneficial financial impact. An internal steering committee has been established to 

oversee the delivery of these items, with quarterly updates reported to Council as part of the 

quarterly Corporate Performance report. 

 

The implementation of the Financial Sustainability Program actions will be a primary focus for the 2025-

26 financial year. The non-approval by IPART of the proposed 15% increase to rates in 2026-27, and the 

resulting impact on future income forecasts, makes the delivery of the Financial Sustainability Program 

of critical importance in returning the General Fund to a sustainable operating result. 

 

Additional information 

It should be noted for clarity that the Environmental Levy, Water and Sewer rates and charges are 

not subject to, or a part of, the proposed SRV increases. These rates are increasing at CPI, which is 

2.4%, 3.2%, and 2.7% for the three years from 2025-26 to 2027-28 years respectively, as forecast 

and published by the RBA in February 2025. The standard long-term CPI rate assumption of 2.5% 

has also been applied across the remaining years 

 

Also included in this LTFP are scenarios that show what is forecast to happen if the general rates 

are not increased by the approved SRV increases. More detail on the Scenarios can be found in the 

Scenarios section and Appendix 6. 

  

 
3 This is $7M as reported as detailed in last year’s LTFP plus and additional $1.5M savings identified this year. 
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Integrated planning and reporting 
 

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 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; and the aspirations and goals of the community are assessed against financial 

realities. It outlines the pressures and economic drivers behind Council’s expected long-term 

future.  

 

In developing the Long-Term Financial Plan, due regard must be given to promoting the financial 

sustainability of the council through: 

• the progressive elimination of operating deficits 

• the establishment of a clear revenue path for all rates linked to specific expenditure proposals 

• ensuring that any proposed increase in services and/or assets is within the financial means of the 

council including a proposed special rate variation 

• ensuring the adequate funding of infrastructure maintenance and renewal 

• the use of borrowing, where appropriate and financially responsible, and 

• the fair and equitable distribution of the rate burden across all rate payers. 

 

The LTFP must be for a minimum of 10 years and is updated annually as part of the 

development of the Operational Plan.  
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Current and Historical Financial Position 
 

The Operating Performance Ratio in the figure below has mostly been below or close the benchmark of 

breakeven (0%) for years before 2023. The improved result in 2023 was principally due to the timing of 

the receipt of operating grant funds rather than any permanent underlying financial improvements. 

Significant operating grant funding relating to Natural Disaster Recovery was received in June 2023. 

Furthermore, a large portion of the Federal Government Financial Assistance Grant was received in 

advance. These large injections of revenue overstate the underlying 2022-23 result. The ratios below 

are the consolidated result for all three funds, which includes the strong operating result in the Sewer 

Fund. 

 

The figure below is the consolidated result for all three funds (General, Water and Sewer) which is a 

$2.37M surplus. 

 

The result is skewed by the surpluses in the Water and Sewer funds and masks the deficit in the General 

Fund. See the table below for the results by fund. 

 
 

Figure 2: Consolidated operating performance over the last four years (Source 2023-324 Annual Report) 

 
Table 2- 2023-24 Operating result by fund 

Fund 2023-24 

$’M 

General4 (3.4) 

Water 1.1 

Sewer 4.5 

Total (Consolidated) 2.4 

 
 

 

 
4 This excludes losses on from disposal of assets. The operating performance ratio specifically excludes net losses from the 

disposal of assets because these losses are considered non-operational or non-recurring items. Including such items could 

distort the true picture of the ongoing operational result. 
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Audited Financial Position 

The following tables summarise Council’s most recently audited financial position: This is mostly 

included for context and background information. 

 

 

Note: The above tables reflect consolidated financial results.  

 

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. 
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Longer Term Financial Position 

Council’s longer term financial goals are: 

 Modest operating surpluses to insulate Council from unforeseen events. 

 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 community. 

 Ensure appropriate levels of cash reserves are maintained for future projects and asset 

renewal management. 

 Ensure appropriate investment in the maintenance of assets. 

 

General Fund 

 The operating result5 over the next 10 years is forecast to be an ($8M) deficit. 

 This includes the assumption that the fully approved Special Rate Variation (SRV) increases 

are applied to general rates over that time. 

 For the 2025-26 year a 7.5% general rate increase has been assumed and not the full SRV 

approved amount of 15%. This has been done to reduce the impact on ratepayers in the 

2025-26 year with the hope of finding more savings and efficiencies or revenue during the 

year, to reduce the impact of rate increases in 2026-27 and beyond. 

 The operating result for the next three years is forecast as a small surplus but then growing 

deficits start from 2028-29, increasing from ~$1M to ~$4M in year ten. 

 Although income (excluding capital grants) is increasing over the ten years, expenditure is 

increasing even more which creates a deficit gap that grows over time. 

 If expenditure is not reduced or income is not increased, the deficit will continue to grow. 

This means Council must focus on finding ways to return the General Fund to a sustainable 

operating result i.e. achieving at least small annual operating surpluses to ensure Council 

can fund ongoing operational requirements and have a financial buffer to manage any 

unexpected cost shocks, such as natural disasters or other events that forces Council to 

allocate unbudgeted resources to. This is not just a short-term focus; this must be the focus 

over the next ten years and beyond. 

 Strategies to achieve this are: 

o Secure grant funding for the existing capital program which will lower the amount 

of loans required and reduce borrowing costs (interest on loans). This will in turn 

lower overall expenditure and the deficit. 

o Lobby for, and secure additional operational grant funding to support operational 

costs, which will increase income and lower the deficit. 

o Improved governance in relation to grant opportunities that create new assets. 

New assets (not renewals) increase Council’s cost base, as they generate additional 

maintenance and repair costs service, additional depreciation and eventual 

additional capex when the asset is to be renewed. 

o Continue to look internally for savings and efficiencies across all areas of Council. 

 
5 The operating result or surplus or deficit mentioned anywhere in this document (unless otherwise specified) excludes the 

“Grant and Contributions provided for Capital purposes” line in the income statement as this income is only for capital 

works and is not operational in nature. Including it distorts the true picture of the operational result. 
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o Monitor and control spend areas that tend to have high value spend or that pose a 

financial risk due their sensitivity to changing market or other conditions. 

o Ensure fees and charges are set appropriately to recover the costs of the services 

they provide, as well as look for other revenue opportunities. 

o Continue to implement the Financial Sustainability Program (FSP), of which the 

above strategies are embedded in some of the initiatives. There are additional 

initiatives in the FSP that focus on longer term financial benefits. 

 Since last year’s LTFP, an additional $800k of savings have been included in this year’s LTFP. 

This on top of the $500k of savings included in last year’s LTFP. These were found through a 

management exercise to find immediate savings without impacting service delivery. Every 

budget review (quarterly and annually) going forward will seek to find savings without 

impacting service delivery. Finding additional savings and efficiencies beyond that will 

require a more measured approach and may include a reduction of services. Also included 

in this year’s LTFP is an increase in the Financial Assistance Grant (FAG) from lasts year’s 

allowance and additional Roads to Recovery (R2R) grant income. The R2R program has 

been renewed and increased to $10.2M over the next five years. This is almost double the 

funding compared to the last five-year program. The R2R program is also assumed to 

continue at the same level for the remaining years of the LTFP.  

 Even with the above $1.3M savings and increased income, the ($8M) deficit over ten the 

next 10 years will require about an additional $2M per annum to be found to return the 

general fund to a financially sustainable position. This will provide a small buffer against 

future unknown costs but will not protect Council from large or multiple cost shocks. 

 The LTFP also assumes that the Environmental levy will continue after the 2027-28 year 

when it will expire. Council will need to apply to IPART via the SRV process for this levy to 

continue. If Council chooses not to do this then a further  ~$1M in savings or other revenue 

will need to be found to compensate for the loss of revenue. 

 The capex program in the general fund is forecast at $398M over the next ten years. There 

is a large program of work in the next few years totalling $124M, of which $66M is grant 

funded. This work ranges from disaster recovery on landslips and roads, road renewals, 

holiday park asset renewals, airport runway renewal, and sporting grounds at Verge/Eden 

Street. After this peak the forecast drops down to normal historical levels with an increased 

focus on road infrastructure backlog works which will need to be funded by loans unless 

additional grant funding can be secured. There is an additional $16M of capex required in 

2033-34 for a new waste management site and for the construction of a new landfill waste 

cell.  

 In summary, even with the full allowable SRV increases and increased external operating 

grant funding, the General Fund is still very much at risk of increasing deficits over the next 

10 years. This is due to expenditure increasing at higher rates than income. Council will 

need to continue to find cost savings and efficiencies, increased income and or reduce 

services. This will need to continue not just in the short term, but over the next ten years 

and beyond if Council wants to avoid increasing rates above the allowable regulated (rate 

peg) increases. The Capital program has a large peak in the first few years mainly due to 

grant funded capital works but then drops off to normal levels with a focus on road 

infrastructure backlog. An additional $2M in savings or increased revenue per annum needs 

to be found to return the general fund to a financially sustainable position. 

 

 

Water Fund 

 The below is a repeat of the Executive summary for Water 

 A ($2M) operating deficit is forecast for the Water Fund over the next 10 years from 2025-

26 to 2024-35. 
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 The operating result for the next two years is small surplus but then a ($1.1M) deficit is 

forecast in 2027-28. In the following years, the deficits slowly reduce, with breakeven being 

achieved in year 10. 

 The main reason for the string of deficits is the impact of taking out $37M in loans to fund 

the Stueart McIntrye water treatment plant (WTP), Willawarrin WTP and Crescent Head 

WTP which are expected to be delivered over the next 3 years. It is important to note that 

in addition to the $37M in loans required, Council also currently secured around $30M in 

grant funding for these projects. There is a likelihood that additional funding may be 

secured between now and the end of the year which may be incorporated into the final 

LFTP in June 2025, prior to being adopted by Council. 

 The impact of the new loans means Council will incur higher borrowing costs (interest on 

the loans) and will receive lower interest on investment income, as cash investment 

reserves (which are also a source of funding for these projects) start to be depleted.. 

 The reason that the deficits start to reduce over the ten years that borrowing costs reduce 

as existing and new loans are paid down during that time. 

 At the same time, rates and charges are forecast to increase at CPI. At this point, these 

increases are enough to keep the water fund in a reasonably financially sustainable position 

into the future. 

 A strong emphasis on cost control and efficiencies will still be required to ensure this 

forecast position does not change. 

 

Sewer Fund 

 The below is a repeat of the Executive summary for Water 

 A (10M) operating surplus is forecast for the Sewer Fund over the next 10 years. 

 The operating surplus is forecast for the first six years and the deficits are forecast in the 

last four years. 

 The early surpluses are mainly due to large cash reserves which are generating high 

investment income. These cash reserve include about $90M in external grant funding  

which has been secured to support the large sewer capital program. The cash is expected 

to be received ahead of projects construction and hence interest can be earned on this 

cash. 

 There are two major sewer projects, Stuart’s Point Sewer Scheme which is expected to 

initially bring about 550 homes onto the sewer network and Central Kempsey Sewerage 

Treatment plant which is replacing three old plants which are at the end of their useful life. 

 The reason for the deficits in the last 4 years is due to lower cash reserves - mostly 

consumed by the large projects – and additional borrowings that will still be required to 

complete the projects. This combination of lower cash and high loan balances means that 

investment income is forecast to reduce considerably, whilst borrowing costs are forecast 

to increase. 

 Furthermore, increased depreciation from the new assets created by these major projects 

starts to put additional pressure on the operating result, mainly in the later years. 

 What this means is that although Council has secured a record amount of grant funding to 

date, more is needed to reduce the need for future borrowings and to keep the fund 

financially sustainable. This is a key risk and is actively being managed. 

 Rate and charges are forecast to increase by CPI over the ten-years, meaning that a strong 

emphasis on cost control and efficiencies will also be required.  

 

 

Financial Sustainability 

In response to the historical ongoing net operating deficits, and as an outcome from the 
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organisational transformation that commenced in 2018, Council developed a Financial 

Sustainability Strategy to deliver long term financial sustainability. This strategy and the associated 

Financial Sustainability Roadmap were adopted by Council in April 2019. 

 

Strong progress in implementing the various financial improvement initiatives was achieved across the 

following key categories of the Financial Sustainability Strategy and associated Roadmap:  

 Financial 

 Asset management 

 Information systems 

 Strategic alignment 

 Service delivery 

 

Updates on the progress of implementing the Financial Sustainability Strategy are reported to Council 

on a quarterly basis. Several financial sustainability initiatives were progressed to the point of being 

either complete or have become part of Council’s normal operations and focus on continuous 

improvement. There are also longer-term initiatives that continue to progress as planned, such as asset 

management capability and water and sewer business planning and strategic alignment initiatives.  

 

These initiatives have resulted in financial savings of $8.5M.6 to date. However, these Financial 

Sustainability Program actions have also resulted in increased expenditure in some situations, where 

investment has been needed to better manage risk to acceptable levels, or to provide the structures, 

systems and information to simply manage Council’s operations (e.g. asset management). 

 

Despite these improvements being implemented, cost savings in several areas being achieved, and the 

partial SRV approval by IPART, Council is still forecasting General Fund operating deficits into the 

future. 

 

This can be attributed to three primary factors: 

 The lost general rates revenue by the disallowed SRV increase of 15% proposed for the 2026-

27 year. 

 those operating items (e.g. rates and other income, operating expenditure like labour and the 

cost of materials and services) impacting ongoing financial sustainability; and 

 the inclusion of capital and operating expenditure to address the asset backlog. 

 

The factors impacting ongoing financial sustainability are:  

 Costs growing at a faster rate than income. This is due to the following factors: 

o Council’s rate revenue within the General Fund is only allowed to increase by a 

percentage allowed by the pricing regulator (IPAR). This is called the rate peg. Rate 

pegs have been historically lower than the increased in costs. 

o IPART recently implemented a new Rate Peg methodology which more accurately 

reflects the changes in costs that Councils incur in providing their services. The 2025-26 

rate peg is 3.9% which is the second highest it has ever been. The long-term rate peg is 

now assumed to be 3.1% in the LTFP which is a weighted mix of CPI and labour 

increases. 

o Labour costs represent more than 40% of Council’s total General Fund costs and have 

historically grown at a rate higher than the rate peg. Council’s labour costs increase in 

 
6 This is $7M as reported as detailed in last year’s LTFP plus and additional $1.5M savings identified this year. 
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line with the current Local Government (State) Award which came into effect on 1 July 

2023. Labour has increased by the Award, being 4.5%, 3.5% and 3.0% over the three 

years of the Award and added 0.5% to each year for salary progression. Labour is then 

assumed to increase by 0.5% above CPI over the remaining life of the LTFP.  

o Other costs are also growing at rates higher than the long-term rate peg assumption. 

Insurance, electricity and software licensing are examples of corporate costs. The cost 

of repairs, construction materials and the cost of replacing assets has also increased 

sharply in recent years.  

 

 Council also has limited opportunity to develop own source revenue streams. While Council has 

community assets which are sometimes referred to as commercial business operations , these 

are: 

o either loss making or have limited ability to generate operating surpluses (e.g., 

Kempsey Airport, Kempsey Regional Saleyards, Slim Dusty Centre, Commercial Waste 

operations); or 

o require funds to be ringfenced with profits maintained in reserves with restrictions as 

to how those funds can be used (e.g., Macleay Valley Coast Holiday Parks and Domestic 

Waste Operations). 

 The need for continued greater investment in key functions such as asset management, project 

management resourcing, strategic planning, risk management, internal audit, community 

engagement, information management and cyber security. Historically, limited funds were 

allocated to these functions. Appropriate funding has been included within the LTFP in relation 

to these important corporate governance related functions. However, this too results in an 

increased operating cost base going forward. 

 

The inclusion of increased capital and operating costs in the LTFP to address the identified asset 

backlog relates to: 

 Improved asset management systems and data which has enabled the more accurate 

identification and quantification of those assets requiring repair and / or replacement. 

 Addressing the asset backlog will maintain Council’s assets in a 'stable’ condition. This 

approach will not significantly improve the overall quality of Council’s assets but will result in 

them being maintained and prevent further deterioration. The projected asset condition based 

on addressing the backlog is depicted in the chart below. 

 Addressing the backlog is forecast to need an additional $7.0M in annual capital asset 

replacement and $0.1M in annual repairs and maintenance costs. If the backlog is not 

addressed, these assets will deteriorate even further and cost even more to repair or replace 

in the future. 

 To fund the backlog, Council will need to take out new loans, as the current financial operating 

result does not generate sufficient cash flow to fund these costs.  

 Additional expenditure has been included in the LTFP to address asset backlog. The below graphs 

show the predicted sealed roads condition over the next 20 years compared to if no investment 

was made in addressing the backlog. 

 

 

Sealed roads with backlog investment. 
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Note: Service State 1 = Very good, whereas Service State 5 = Very poor 

 

Sealed roads without backlog investment 

 

The revised Financial Sustainability Program is largely focused on the General Fund given the large 

operating deficits forecast for that fund going forward. The development of the Integrated Water Cycle 

Management (IWCM) plan, which is currently in progress, will address the future planning, including 

financial sustainability, needed in relation to the Water and Sewer funds. Additionally, as noted earlier, 

significant efforts are being made to secure additional grant funding to enable the Sewer Fund capital 

program to be delivered at the lowest possible cost to Council. 

Appendix 1 contains the revised Financial Sustainability Program actions which will be reported on a 

quarterly basis to Council over the course of the 2025-26 financial year.  
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Budgeting Assumptions 
 

In seeking to project future financial position outcomes, Council reviewed the following planning 

assumptions which underpin the LTFP. 

 

Table 3 - Planning assumptions 

Planning Assumption Assumption Basis 

Population Population growth within the local government area has 

been forecast at 0% per annum over the life of the LTFP. This 

is consistent with IPART population growth factor 

assumptions. 

Inflation The LTFP assumes a CPI of 2.4%, 3.2%  and 2.7% for the three 

years from 2025-26 to 2027-28 as published by the RBA in 

February 2025. For the remaining years, standard long term CPI 

assumption of 2.5% has been applied.  

 

Revenue Forecast Assumptions 

The following chart shows the composition of Council’s revenue for 2025-26 and provides an 

indication of the reliance on the various revenue streams. 

 
Figure 3 - 2025-26 consolidate revenue splits 
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Key revenue related assumptions within the LTFP include the following: 
 

Table 4- Revenue Assumptions 

Revenue area Assumption Basis 

Rates and Annual Charges Rates and annual charges are a major component of Council’s revenue 

base, comprising of approximately 34% of Council’s revenue. It has been 

assumed that a continuation of the Environmental Levy Special Rate 

Variation, which is due to expire 30 June 2028, is approved. 

General Rates The LTFP includes a 7.5% increase in general rates. This is half of the 

allowed Special Rate Variation (SRV) increase of 15.0% as discussed 

earlier. The increase in 2026-27 is currently assumed to be 10.52% . This 

is a combination (compounded not summed) of the remaining 7.5% and 

a 3.38% rate peg (assumption) that would normally be allowed by IPART 

once Council had passed the SRV rate increase years. The new CPI and 

labour weighted long term rate peg has been used in the years there 

after) 

Water Rates An increase of CPI – see Table 3 - Planning assumptions 

Sewer Rates An increase of CPI – see Table 3 - Planning assumptions 

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 3.9% which accounts for the cost of labour to provide those 

services. Other fees have increased by CPI (for example Water and Sewer 

as mentioned above). Some fees and charges remained at 2023-24 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.  

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 Grants 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 received and expended. 

Interest on Investments Interest on investments will vary depending on the amount of Council 

investments held 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 4.5% for 2025-

26 which drops to a low of 3.0% by 2028-29 and remains at 3.0% for the 

remainder of the years. 

Other Revenues An increase of CPI – see Table 3 - Planning assumptions 
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Expenditure Forecast Assumptions 

The following chart shows the composition of Council’s expenditure for 2025-26. 

Much of Council’s expenditure is regular and on-going. 

 
Figure 4 - Consolidated expenses split 

 

Key expenditure related assumptions within the LTFP include the following: 
 

Table 5 - Expenditure assumptions 

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 in accordance with the current Local 

Government (State) Award which took effect on 1 July 2023. 

Council has used the Award increase of 3.0% and added 0.5% 

for salary progression for all years.  

Materials and Contracts An increase of CPI – see Table 3 - Planning assumptions.  

Depreciation Council is required to revalue its assets on a five-year rolling 

program. Additionally, on an annual basis Council is required 

to undertake an assessment of the fair value of its assets in 

accordance with Australian Accounting Standards. This fair 

value assessment will impact depreciation to the extent that 

asset values increase or decrease.  

 

For the 2025-26 financial year the depreciation has been 

indexed based on the Rawlinson’s Australian Construction 

handbook for various infrastructure types that align to 

Council’s asset classes and the cost to construct in regional 

areas. These indexes range between 8% to 13% depending on 

the asset class. For the outer years, an average rate using the 
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Expenditure area Assumption Basis 

historical Construction Industry index has been used of 6.2% 

has been used as a base. But this has been reduced by reduced 

by 2.5% until 3.0% is reached and then maintained at this 

level. This is an optimistic view that the cost to replace assets 

will reduce in line with the expectation of inflation returning to 

normal levels but remaining at 0.5% above long-term CPI.  

 

Council’s forecasts are sensitive to these future unknown 

external factors, and this can cause major impacts on Council’s 

forecasts from one year to the next based on the most current 

data available at the time. 

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 6% in year 1 and 

trend down to a low of 5% in year 3 and remain there.  

Other Expenses An increase of CPI – see Table 3 - Planning assumptions. 
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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 the 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 2024-2025 to 2034-2035 

LTFP. 

 

Rates and Annual Charges 

Council is generally limited to a maximum increase for Rate 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. 

The rate peg has historically not kept pace with increasing costs due to a lag in the methodology 

compared to current or forecast inflation, labour and construction costs. 

This has reached a point where many Councils are forecasting growing deficits driven by high 

expenditure forecasts and lower rates revenue. Kempsey Shire Council was in a similar position to 

this and applied for a Special Rate Variation (SRV), which was only partially approved. The approved 

increases are factored into our rates revenue in the current LTFP as discussed earlier. 

Rates and annual charges make up approximately 34% (including SRV increases) of the consolidated 

budgeted 2025-26 operating revenue for Council.  

 

Grants and Contributions 

Council relies on income from both grants and contributions. The Federal Government Financial 

Assistance Grants and the Roads to Recovery grant programs combined constitute approximately 17% 

of Councils general fund revenue (excluding Capital Grant 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 LTFP has been prepared with the assumption that the Federal Government Financial Assistance 

Grants and the Roads to Recovery Program will continue indefinitely based on the current arrangements. 

Any changes to these contributions can have a large positive impact (if grant allowances are increased) 

or a large negative impact (if the allowances are reduced or withdrawn). 

 

Employee Expenses 

Employee costs make up 36% of the consolidated projected 2025-26 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 
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Council. 

Council’s ability to engage the necessary workforce to achieve the community’s expectations are affected 

by internal and external forces. These include: 

 Rising costs 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 

on Councils LTFP. Council will need to quickly adapt its original planned operations and offset a 

movement in this area. 

 

Materials and Contracts 

Materials and contracts make up a significant portion of projected 2025-26 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 

events that increase 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 items 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. Many construction projects budgets have almost doubled since they were set a couple of 

years ago. This is most pronounced in the revised Sewer Fund capital program which has more than 

doubled from prior estimates of $120M to $263M. Roads, which is a large component of general 

fund capex, has seen the construction industry price index increase by about 25% over the last 5 

years. This can impact on asset revaluations. This can have a flow on effect by restating current and 

forecast depreciation. This can pose a significant risk to depreciation and overall profitability. 
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Scenarios 

Three scenarios have been included within Appendix 6 Scenarios of the LTFP. The base case 

and these scenarios are detailed in the table below. They are General Fund scenarios only. 
Table 6-Types of scenarios 

Scenario Description Rationale 

Base Case      

 

Proposed 10-year budget, using 

LTFP assumptions mentioned in 

the “Assumptions section”. 

 

 

This scenario represents Council’s IPART approved 

SRV rate increases although the 15% has been split 

over two years on top of the allowable revenue and 

the best estimate of expenditure forecasts.  

 

The base case shows an increasing deficit trend over 

the next ten years totalling $8M. 

Scenario 1 This scenario uses the proposed 

base case above but only applies 

the 7.5% increase for the 2025-26 

year and then budgeted rate peg 

assumptions thereafter. 

 

 

This shows what the deficit would look like if Council 

were to only apply the 7.5% rate increase next year 

but decide not to apply the remaining SRV rate 

increase in future years and only apply the rate peg. 

 

The scenario shows an increasing deficit trend over 

the next ten years totalling $34M. 

Scenario 2 This scenario uses the proposed 

base case above but only applies 

the 3.9% approved rate peg in the 

2025-26 year and then budgeted 

rate peg assumptions thereafter. 

 

This shows what the deficit would look like, if 

Council were to not apply any further approved SRV 

increases and only apply the rate peg. 

 

The scenario shows an increasing deficit trend over 

the next ten years totalling $47M. 
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Appendix 1 Financial Sustainability Program 
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Notes: 

1. A number of these Financial Sustainability Program actions do not have specific Operational Plan actions but rather fall within the financial sustainability related action 

“Implement financial sustainability strategies, initiatives and actions as detailed within the Long-Term Financial Plan.” 

2. There are several other initiatives that are in the process of being delivered as part of existing business as usual activities. There are several other initiatives that are in 

the process of being delivered as part of existing business as usual activities. Other initiatives may be introduced into the Financial Sustainability Program as and when 

they are identified as being a priority and noting that council is recruiting a new CEO and Director of Corporate and Commercial Services at the time of preparing this 

plan. 
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Appendix 2 Ratios 

 
1. Own Source Operating Revenue Ratio: 2023-24 and 2024-25 results impacted by significant amount of capital grants. 

2. Building & Infrastructure Asset Renewal Ratio: drops below target due to a combination of increased depreciation and reduced capex following delivery of major Sewer capital program. 
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Appendix 3 Income Statement 
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Appendix 4 Statement of Financial Position 
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Appendix 5 Cash Flow Statement 
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Appendix 6 Scenarios 
Scenario 1: General Fund – Implement the 7.5% SRV increase in 2025-26 and then rate peg thereafter 
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Scenario 2: General Fund – Implement 3.9% rate peg only in 2025-26 and beyond. 
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Appendix 7 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. 

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. 

Cash Expenses Cover 
This liquidity ratio indicates the number of months a Council can continue paying for its immediate 

expenses without additional cash flow. 

Buildings and infrastructure renewals ratio 
To assess the rate at which assets are being renewed relative to the rate at which they are 

depreciating. 

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

Asset maintenance ratio 
Compares actual vs. required annual asset maintenance. A ratio above 1.0 indicates Council is 

investing enough funds to stop the infrastructure backlog growing. 
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