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INTRODUCTION
The Long Term Financial Plan 2020‐2030 is a decision making tool for stakeholders (Council and the
community) to use in determining the resources which Council needs to apply to deliver on community
outcomes and aspirations contained within the Lithgow Community Strategic Plan. It ensures that
Council can identify future financial issues at an early stage and understand and mitigate future
impacts as required.
This Long Term Financial Plan supports Council in addressing the following dilemmas:
 Leading the change required to support a community and economy in transition;
 Initiating opportunities for future income and economic growth; and
 To source revenue to deliver the infrastructure required for a sustainable future.
In particular, this plan models the financial implications of the Lithgow Community Strategic Plan and
Delivery Program, along with the ability to maintain existing facilities and infrastructure based on a
range of assumptions and within known constraints.
The Long Term Financial Plan is one component of Council’s resourcing strategy which underpins the
Lithgow Community Strategic Plan along with the Workforce Management Plan and Asset
Management Plan. These documents are all interrelated with Council’s four‐year Delivery Program
and provide inputs and outputs for one another. The suite of documents should be viewed together
as Council’s overall strategy.

2

FINANCIAL SUSTAINABILITY
A financially sustainable council is one that has the ability to fund ongoing service delivery and the
renewal and replacement of assets without imposing excessive debt or large rate increases on future
generations. This definition has been translated into four key financial sustainability principles which
Council is committed to:
 Council must achieve a fully funded operating position reflecting that Council collects enough
revenue to fund operational expenditure, repayment of debt and depreciation
 Council must maintain sufficient cash reserves to ensure it can meet short term working
capital requirements
 Council must have an appropriately funded capital program where the source of funding is
identified and secured for capital renewal, upgrade and new capital works
 Council must maintain its asset base by renewing aging infrastructure which is identified, and
by ensuring cash reserves are set aside for those works which are yet to be identified
The Office of Local Government (OLG) includes a number of financial performance measures in the
Code of Accounting Practice. Council reports its performance against these measures in the annual
financial statements. These indicators assist to assess the financial sustainability of councils.
Council has reviewed its Long Term Financial Plan against the OLG indicators as part of assessing the
long term financial health of the organisation and its capacity to fund the proposed delivery program.
The following section shows the starting point for the plan.
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CURRENT POSITION
In the 2018/19 year, Council achieved the OLG`s benchmarks for the following operating
performance measures:
 Own source operating revenue ratio;
 Unrestricted current ratio;
 Debt service cover ratio;
 Rates, annual charges, interest and extra charges outstanding percentage; and
 Cash expense cover ratio.
In 2018/19 Council did not meet the OLG`s operating performance ratio benchmark of >0.00%. With
costs rising faster than revenue, Council has only achieved the operating performance ratio
benchmark once in the past four years.
In recent years, Council has not managed to achieve any of the OLG`s benchmarks for the
infrastructure asset performance indicators:
 Buildings and infrastructure renewals ratio;
 Infrastructure backlog ratio; and
 Asset maintenance ratio.
Further information of key performance indicators is included below.
In recent years, Council has made submissions and has received assessments under the Fit for the
Future (FFTF) process. These assessments have stated that Council is ‘not fit’ based on financial
projections and ensuing key performance indicator results. Concern was also raised at that time
about the quality of Council’s financial projections and its financial management principles and
practices.
Council has progressed in addressing its financial sustainability concerns by conducting a Financial
Management Maturity Assessment and implementing 37 subsequent recommendations to improve
Council’s financial and asset management. Council is also implementing a multi‐year Fit for the
Future action plan.
Council has a strong balance sheet. As at 30 June 2019 Council had total general fund assets of $430
million which included cash assets of $21.2 million. Total general fund liabilities were $21.7 million
including external borrowings of $4.2 million. The comparative data for Council’s consolidated
position (water and sewer fund included) was total assets of $556 million including cash assets of
$30 million with total liabilities of $35.7 million including external borrowings of $17.7 million.
Below is Council’s actual revenues and expenses by type for 2018/19.
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Capital Grants and
Contributions
7%

REVENUE 18/19

Operating Grants
and Contributions
16%

Other Revenues
3%
Interest and
Investment Revenue
2%

Rates and Annual
Charges
57%

User Fees and
Charges
15%

Other Expenses
11%

Net Losses from
Asset Disposals
1%

EXPENSES 18/19

Employee Costs
38%

Depreciation and
Amortisation
26%

Borrowing Costs
2%
Materials and
Contracts
22%
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KEY PERFORMANCE INDICATORS
Key performance indicators allow organisations to measure how effective and successful they have
been at achieving business objectives and performance. The indicators below measure sustainability,
effectiveness of asset management and liquidity. They are a combination of ratios set by the OLG
and other ratios that Council considers critical to sustainable operations. These are the ratios Council
will use to assess its 3 proposed Long Term Financial Plan scenarios.

OPERATING PERFORMANCE
RATIO
 Measures Council’s ability

OWN SOURCE OPERATING
REVENUE
 Measures fiscal flexibility

to contain operating
expenditure within
operating revenue
Benchmark: > or equal to
break‐even (0%)

and degree of reliance on
external funding sources
Benchmark: > or equal to
60%



INFRASTRUCTURE BACKLOG
RATIO
 Indicates asset renewal
backlog as a proportion of
total asset infrastructure
value



ASSET MAINTENACE RATIO

meet debt payments as
they become due
Benchmark: > or equal to
1.5





Assesses the rate at which
assets are being renewed
relative to the rate at which
they are depreciating
Benchmark: > or equal to
100%

DEBT SERVICE RATIO



Reflects actual asset
maintenance against
require asset maintenance



Measures the availability of
operating cash to service
debt



Benchmark: > or equal to
100%



Benchmark: > 0% and less
than or equal to 20%

Benchmark: < or equal to
2%

UNRESTRICTED CURRENT
RATIO
 Reflects Council’s ability to




ASSET RENEWAL RATIO

RATES AND ANNUAL CHARGES
OUTSTANDING
 Reflects Council’s ability to


meet debt payments as
they become due
Benchmark: < or equal to
10%

REAL OPERATING
EXPENDITURE PER CAPITA
 Reflects Council’s ability to


meet debt payments as
they become due
Benchmark: Decreasing
over time

Below is Council’s consolidated 2018/19 actual performance for these ratios.
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MEASURE/BENCHMARK

ACTUAL 2018/19
PERFORMANCE

ACHIEVES BENCHMARK?

Operating Performance Ratio

‐3.08%

Own Source Operating Revenue

75.47%

Building and Infrastructure Asset
Renewal Ratio
Infrastructure Backlog Ratio

74.09%

Asset Maintenance Ratio

87.03%

Debt Service Ratio

7.59%

Unrestricted Current Ratio

1.81

Rates and Annual Charges
Outstanding
Real Operating Expenditure per
Capita

5.92%











5.82%

Increasing

FOUNDATIONS OF THE PLAN
The long term financial model requires Council to identify all material items of revenue and
expenditure, and determine the external and internal influences which could significantly impact on
Council’s finances.

SERVICE LEVELS
Council’s base case scenario assumes service levels continuing at historic levels into the future.
Scenario 2 and 3 include Council’s improvement program and service reviews to be implemented
which may lead to some changes to services. Estimates of efficiency savings have been included in
Scenarios 2 and 3.

POPULATION FORECASTS
Lithgow’s population is estimated to be 21,600 in 2021 and this is projected to decrease to 20,800 by
2041 per NSW Department of Planning, Industry and Environment. At the same time the number of
households in Lithgow is projected to grow from 9,100 to 9,550 during this time period. This is due
to a decline in the average number of occupants in each dwelling.
In this LTFP, conservative estimates have been used to convert the growth in the number of
properties into an increase in rateable properties. No allowance has been made for additional rate
revenues for Council as a result of population growth.
Council faces a degree of uncertainty in terms of its ongoing rate revenues over the life of the plan.
It is for this reason that no major charges (including an allowance for rating base growth) have been
included at this stage.

INCOME & EXPENDITURE INDEXATION
Council has applied considered indices to future years’ income and expenditure for modelling
purposes. Below are the indices used.

ASSUMPTIONS

21/22 22/23 23/24 24/25 25/26 26/27 27/28 28/29 29/30
Rates and Annual Charges

Scenario 1 & 2
Scenario 3

2.50%
2.50%

2.50%
2.50%

2.50%
2.50%

2.50%
2.50%

2.50%
2.50%

2.50%
2.50%

2.50%
2.50%

2.50%
2.50%

2.50%
2.50%

2.50%
2.50%

2.50%
2.50%

2.50%
2.50%

2.50%
2.50%

1.50%
1.50%

1.50%
1.50%

1.50%
1.50%

2.00%
2.00%

2.00%
2.50%

2.00%
2.50%

2.00%
2.50%

2.00%
2.50%

1.50%

1.50%

1.50%

User Fees and Charges
Scenario 1 & 2
Scenario 3

2.50%
2.50%

2.50%
2.50%

2.50%
2.50%

2.50%
2.50%

2.50%
2.50%

Interest and Investment Revenue
Scenario 1 & 2
Scenario 3

0.75%
0.75%

0.75%
0.75%

1.00%
1.00%

Scenario 1 & 2
Scenario 3

2.00%
2.50%

2.00%
2.50%

2.00%
2.50%

1.00%
1.00%

1.00%
1.00%

Other Revenues
2.00%
2.50%

2.00%
2.50%

Operating Grants and Contributions
Scenario 1 & 2
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1.50%

1.50%

1.50%

1.50%

1.50%

1.50%

Scenario 3

1.50%

1.50%

1.50%

1.50%

1.50%

1.50%

1.50%

1.50%

1.50%

1.50%
1.50%

1.50%
1.50%

1.50%
1.50%

1.50%
1.50%

2.50%
2.50%

2.50%
2.50%

2.50%
2.50%

2.50%
2.50%

2.20%
1.50%

2.20%
1.50%

2.20%
1.50%

2.20%
1.50%

2.20%
2.20%

2.20%
2.20%

2.20%
2.20%

2.20%
2.20%

Capital Grants and Contributions
Scenario 1 & 2
Scenario 3

1.50%
1.50%

1.50%
1.50%

1.50%
1.50%

Scenario 1 & 2
Scenario 3

2.00%
2.00%

2.00%
2.00%

2.50%
2.50%

1.50%
1.50%

1.50%
1.50%

Employee Costs
2.50%
2.50%

2.50%
2.50%

Materials and Contracts
Scenario 1 & 2
Scenario 3

2.20%
1.50%

2.20%
1.50%

2.20%
1.50%

2.20%
1.50%

2.20%
1.50%

Other Expenses
Scenario 1 & 2
Scenario 3

2.20%
2.20%

2.20%
2.20%

2.20%
2.20%

2.20%
2.20%

2.20%
2.20%

Rating
Rates and annual charges account for a large portion of income in future years. Council relies on the
annual rate pegging increase set by the Independent Pricing and Regulatory Tribunal (IPART). The
Long Term Financial Plan assumes an annual increase of 2.5% from 2021/22 and for the remaining
life of the plan. It is anticipated that inflation and the Local Government Cost Index will steadily
increase during this period. Indications are that the population of the Local Government Area will be
maintained but with an ageing population base. Council will need to consider the write off of rate
income due to pension rebates and as a result issues for rating as a revenue source. The issues may
be:
• income from rates and annual charges including general rates from residential, business,
farmland, rural and mining, waste, and ongoing special infrastructure rate levy is
restricted by annual rate pegging; and
• the ageing population is likely to limit scope to raise income due to the populations’
ability to pay and the fact that more pensioner rebates will be being processed resulting
in lower rate revenue.
Scenario 3 includes an additional permanent 5% SRV from 1 July 2023 to provide additional funding
for asset renewal and maintenance and thus ensure that Council can meet the OLG`s benchmarks for
the infrastructure asset performance indicators.

Fees and Charges
Services and facilities provided by Council are offered on a partial or full ‘user pays’ basis. This
assumption applies through the duration of the plan with an estimated annual increase of 2.5%.

Interest and Investments
Interest on investments is assumed at between 0.75% at the beginning of the plan up to 2% at the
end of the Long Term Financial Plan. Interest rates across the financial markets have been lower in
recent times; a low expectation has been set to ensure conservative revenue forecasts. Interest has
been calculated on the average balance of funds invested for the year.

Grants and Subsidies
Operating grants and contributions, specifically the financial assistance grant, is partly based on the
population of the local government area and the current stagnant population growth could affect
the level of funding available in the future. The assumption has been to apply a lower inflator to the
8

levels of operating grants and contributions over the life of the plan. This sees revenues from Grants
and Contributions increasing at a rate 1% lower than other costs and revenues in this plan.

Borrowings
Council intends to use borrowings to fund some major projects over the next 10 years. The interest
on existing loans is as provided for in the loan agreements and the interest assumed on new loans
has been calculated between 2.00% and 4.00% for loans with a tenure of up to 30 years. This
interest rate is typical of the interest rates that were on offer in the market place at the time the
Long Term Financial Plan was updated, and is consistent with current Reserve Bank of Australia
interest rate projections. Council`s policy on loan borrowings is included below.
The planned borrowings included in Scenario 3 are:
Year
Amount
20/21
$1,400,000
21/22
$2,000,000
26/27
$2,000,000
28/29
$10,000,000
29/30
$10,000,000

Purpose
Inventory Store Rebuild
Cullen Bullen Sewerage Scheme
Strategic Property Development
Oakey Park WTP Major Upgrade/Renewal
Oakey Park WTP Major Upgrade/Renewal

Cash Reserves
An alternative funding source then borrowings is Council’s own cash reserves. Council holds
internally restricted reserves for Plant and Equipment Replacement, Land and Building
Replacements and Development, Asset Replacement and Capital Programs.

Expenditure Forecasts
The Long Term Financial Plan also provides for indexed expenditure at rates in the assumptions
indices table above as well as the additional cost of operations and maintenance of newly
constructed or upgraded assets. Should unplanned major increases be experienced it will affect the
Long Term Financial Plan.
Scenario 3 includes cost constraint measures for materials and contracts.
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LOAN BORROWINGS POLICY
Council recognises that borrowings for capital works are an important funding source for Local
Government and that the full cost of new infrastructure should not be borne entirely by present‐day
ratepayers, but be contributed to by future ratepayers who will also benefit. This principle is known
as inter‐generational equity.
Council will restrict all borrowings to fund the delivery of capital projects that are considered by
Council to be of the highest priority and which are unable to be funded from general revenue. Under
no circumstances should Council borrow funds for recurrent expenditure or asset renewal.
The proceeds of any loan borrowings may only be utilised to fund the following:
 Land acquisitions;
 Asset acquisitions for strategic property holding;
 New infrastructure asset construction, e.g. new water & wastewater infrastructure; or
 A specific and significant one time asset renewal, i.e. replacement or refurbishment of
significant asset components.
Council must ensure that the total amount of loan borrowings is sustainable in terms of Councils
ability to meet future repayments and budgetary obligations. Council should ensure that it continues
to consistently meet the OLG`s benchmark of > 2.00x for the debt service cover ratio.
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SCENARIOS
Council considered a range of options and settled on three scenarios or options. The options
considered in developing this LTFP were:


Scenario 1 – Base Case

This is the base case and represents the continuation of ‘status quo’ or ‘do nothing’ situation
where Council delivers existing services without applying a range of improvement strategies and
without the addition of extra asset renewal expenditure to ensure the asset ratio benchmarks
are achieved. Council cannot be considered to be financially sustainable, with general fund cash
reserves trending downward, and it is not able to achieve the key fit for the future (FFTF)
benchmarks without adopting a range of improvement measures.
It is based from the draft 2020/21 draft budget, applying planning assumptions to outer years’
revenue and expenditure.


Scenario 2 – Improvement Plan

This takes the base case and adjusts the financial projections based on a number of
improvement opportunities that have been identified. These improvement opportunities were
ascertained in consultation with Morrison and Low in 2017 and involve a number of
departmental service reviews which should result in operating efficiency gains throughout
Council. With the improvements proposed, Council is able to meet the operating performance
ratios for the consolidated entity under this scenario but does not have sufficient funds for asset
renewal nor to clear the infrastructure backlog. It also does not meet the minimum unrestricted
current ratio benchmark. Council would not be deemed ‘fit for the future’ under this scenario.


Scenario 3 – Sustainable Council

This takes the revised financial projections in Scenario 2 but deploys asset renewal expenditure
in a sustainable manner over the 10 years of the plan so that the asset benchmarks are met or
trending toward meeting the ratios during the term of the LTFP for the general fund.
This scenario also includes the following strategies to enable financial sustainability over the 10
year plan:
o

o
o
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Reduction in employment costs: expenditure has been rising above CPI growth in
recent years, following an organisational restructure and the addition of key roles.
To contain employments costs, the need to retain a position in the organisational
structure will be considered when vacancies arise. Together with deferred
recruitment action and productivity improvements, a saving of $100,000 p.a. has
been included in this scenario.
Internal plant hire rates will be increased from July 2021 to rebuild the plant
replacement reserve.
An additional permanent 5% SRV from 1 July 2023: Council applied for an 11.7% SRV
from 1 July 2019 to fund asset renewal and maintenance. The planned SRV would
have enabled Council to meet all of the OLG’s financial sustainability ratios. The SRV
was only partially approved at 9% including rate peg. As the approved SRV partially
replaced an expiring SRV, the effective increase in rates above the rate peg was only
1.53%.

In its SRV determination, IPART stated:
“Our decision will still enable the Council to undertake additional operating
and capital expenditure to maintain service levels at acceptable standards,
fund the maintenance and renewal of infrastructure assets, address the
infrastructure backlog and improve its financial sustainability. If it chooses,
the Council may apply for an SV in the future.”
With the cost of funding asset maintenance and renewal rising faster than revenue, Council
has considered options for increasing revenue, which have been included in Scenarios 2 and
3. Council is still left with a shortfall in funding required for necessary asset renewal and
maintenance. A 5% SRV commencing in 2023 will provide capacity for Council to meet all of
the OLG asset performance indicators over the 10‐year term of the LTFP.
Scenario 3 enables Council to become financially sustainable over the 10‐year plan.
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SENSITIVITY ANALYSIS
Council has undertaken sensitivity analysis for the three scenarios it has modelled. In the appendices
attached are the results from the key performance indicators for each scenario.
The analysis identifies the impacts of not taking planned actions or if the future SRV is not approved.
The assumptions used are our current informed estimates; however, they are fundamentally
ambiguous especially in the current economic climate. If they are incorrect, some will have limited
impact. Others may have a more material impact on Council’s plans.
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APPENDICES
On the following pages, you will find the financial reports for Council’s proposed Long Term Financial
Plan Sustainable Council scenario (scenario 3). The suite of reports includes:







Income Statement
Balance Sheet
Cash Flow Statement
Equity Statement
Capital Works Program; and
Key Performance Indicators Statement

The reports above will also be provided for each separate fund in addition to a consolidated version.
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Income Statement – Consolidated

15

Balance Sheet – Consolidated

16

Cash Flow Statement – Consolidated

17

Equity Statement – Consolidated

18

Capital Works Program – All Funds

19

Key Performance Indicators – Consolidated
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Income Statement – General Fund

21

Balance Sheet – General Fund

22

Cash Flow Statement – General Fund

23

Equity Statement – General Fund

24

Key Performance Indicators – General Fund
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