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Chapter 13 How are councils made accountable for their actions?
Introduction. This Chapter sets out the mechanisms by which a council is made accountable for its
actions.
Each local government area must have a community strategic plan developed by the council for the future
of the local community covering a period of at least 10 years. To support the community strategic plan, a
council must have a long-term resourcing strategy that includes long-term financial planning, workforce
management planning and asset management planning.
Councils have a custodial role in developing and monitoring the community strategic plan for the local
government area on behalf of their communities. Achieving the strategic objectives in the community
strategic plan may involve other partners including State government agencies, non-government
organisations and other community groups and individuals.
A council must have a delivery program that details the principal activities to be undertaken by the council
in order to achieve the objectives established by the community strategic plan that it is responsible for. A
council must establish a new delivery program after each ordinary election.
Before the beginning of each year a council must adopt an operational plan that includes a statement of
the council’s revenue policy and the activities to be engaged in by the council during the year. Public
notice is to be given by the council of its operational plan.
A council is required to have 2 funds (a consolidated fund and a trust fund). It must keep proper accounts,
which are to be audited annually.
Each year a council is required to prepare an annual report to its community on its work and activities.
Councils are accountable to residents and ratepayers in their local government area. The Departmental
Chief Executive has power to investigate a council, its work and its activities and report on the
investigation to the Minister. The Minister has power to issue a performance improvement order in respect
of a council, to suspend a council and to initiate a public inquiry into the operations of a council.
Members of the general public are entitled to inspect a wide range of council documents (see section 12).
Members of the general public are also entitled, under the Government Information (Public Access) Act
2009, to be given access to certain other documents held by a council. They are also entitled, under the
Privacy and Personal Information Protection Act 1998, to require the correction of certain kinds of
information in the event that the information is incomplete, incorrect, out of date or misleading.

Part 1Preliminary
401 Application of Chapter
This Chapter applies to the functions conferred or imposed on a council by or under this or any
other Act or law.
Note. Examples of functions conferred or imposed on councils by or under other Acts are set out in the
Note to section 22.

Part 2Strategic planning
402 Community strategic plan
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(1) Each local government area must have a community strategic plan that has been developed and
endorsed by the council. A community strategic plan is a plan that identifies the main priorities
and aspirations for the future of the local government area covering a period of at least 10 years
from when the plan is endorsed.
(2) A community strategic plan is to establish strategic objectives together with strategies for
achieving those objectives.
(3) The council must ensure that the community strategic plan:
(a) addresses civic leadership, social, environmental and economic issues in an integrated manner,
and
(b) is based on social justice principles of equity, access, participation and rights, and
(c) is adequately informed by relevant information relating to civic leadership, social, environmental
and economic issues, and
(d) is developed having due regard to the State government’s State Plan and other relevant State and
regional plans of the State government.
(4) The council must establish and implement a strategy (its community engagement strategy),
based on social justice principles, for engagement with the local community when developing the
community strategic plan.
(5) Following an ordinary election of councillors, the council must review the community strategic
plan before 30 June following the election. The council may endorse the existing plan, endorse
amendments to the existing plan or develop and endorse a new community strategic plan, as
appropriate to ensure that the area has a community strategic plan covering at least the next 10
years.
(6) A draft community strategic plan or amendment of a community strategic plan must be placed on
public exhibition for a period of at least 28 days and submissions received by the council must be
considered by the council before the plan or amendment is endorsed by the council.
(7) Within 28 days after a community strategic plan is endorsed, the council must post a copy of the
plan on the council’s website and provide a copy to the Departmental Chief Executive. A copy of
a community strategic plan may be provided to the Departmental Chief Executive by notifying
the Minister of the appropriate URL link to access the plan on the council’s website.
403 Resourcing strategy
(1) A council must have a long-term strategy (called its resourcing strategy) for the provision of the
resources required to implement the strategies established by the community strategic plan that
the council is responsible for.
(2) The resourcing strategy is to include long-term financial planning, workforce management
planning and asset management planning.
404 Delivery program
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(1) A council must have a program (its delivery program) detailing the principal activities to be
undertaken by the council to implement the strategies established by the community strategic
plan within the resources available under the resourcing strategy.
(2) The delivery program must include a method of assessment to determine the effectiveness of
each principal activity detailed in the delivery program in implementing the strategies and
achieving the strategic objectives at which the principal activity is directed.
(3) The council must establish a new delivery program after each ordinary election of councillors to
cover the principal activities of the council for the 4-year period commencing on 1 July
following the election.
(4) A draft delivery program must be placed on public exhibition for a period of at least 28 days and
submissions received by the council must be considered by the council before the delivery
program is adopted by the council.
(5) The general manager must ensure that regular progress reports are provided to the council
reporting as to its progress with respect to the principal activities detailed in its delivery program.
Progress reports must be provided at least every 6 months.
405 Operational plan
(1) A council must have a plan (its operational plan) that is adopted before the beginning of each
year and details the activities to be engaged in by the council during the year as part of the
delivery program covering that year.
(2) An operational plan must include a statement of the council’s revenue policy for the year
covered by the operational plan. The statement of revenue policy must include the statements
and particulars required by the regulations.
(3) A council must prepare a draft operational plan and give public notice of the draft indicating that
submissions may be made to the council at any time during the period (not less than 28 days) that
the draft is to be on public exhibition. The council must publicly exhibit the draft operational
plan in accordance with the notice.
(4) During the period of public exhibition, the council must have for inspection at its office (and at
such other places as it may determine) a map that shows those parts of its area to which each
category and sub-category of the ordinary rate and each special rate included in the draft
operational plan applies.
(5) In deciding on the final operational plan to be adopted, a council must consider any submissions
that have been made concerning the draft plan.
(6) The council must post a copy of its operational plan on the council’s website within 28 days after
the plan is adopted.
406 Integrated planning and reporting guidelines
(1) The Departmental Chief Executive is to establish integrated planning and reporting guidelines
(referred to in this Chapter as the guidelines) for the purposes of this Chapter.
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(2) The guidelines can impose requirements in connection with the preparation, development and
review of, and the contents of, the community strategic plan, resourcing strategy, delivery
program, operational plan, community engagement strategy, annual report and state of the
environment report of a council.
(3) In particular (but without limiting subsection (2)), the guidelines can impose requirements in
relation to any of the following:
(a) the procedures to be followed in the preparation, development or review of plans, strategies,
programs and reports,
(b) the matters to be addressed or provided for by plans, strategies, programs and reports,
(c) requirements for consultation in connection with the preparation, development or review of
plans, strategies and programs,
(d) the matters to be taken into account or to which regard is to be had in connection with the
preparation, development or review of plans, strategies, programs and reports.
(4) A council must ensure that the requirements of the guidelines are complied with.
(5) The guidelines can include other material for the guidance of councils in connection with the
plans, strategies, programs and reports to which this section applies.
(6) The Departmental Chief Executive may review and amend the guidelines from time to time.
(7) The guidelines and any amendment of the guidelines must be posted on the Department’s
website and notified in writing to each council by the Departmental Chief Executive.
407 (Repealed)
Part 3Financial management
Division 1Funds
408 The council’s funds
A council must have 2 separate funds:
• a consolidated fund
• a trust fund.
409 The consolidated fund
(1) All money and property received by a council must be held in the council’s consolidated fund
unless it is required to be held in the council’s trust fund.
(2) Money and property held in the council’s consolidated fund may be applied towards any purpose
allowed by this or any other Act.
(3) However:
(a) money that has been received as a result of the levying of a special rate or charge may not be
used otherwise than for the purpose for which the rate or charge was levied, and
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(b) money that is subject to the provisions of this or any other Act (being provisions that state that
the money may be used only for a specific purpose) may be used only for that purpose, and
(c) money that has been received from the Government or from a public authority by way of a
specific purpose advance or grant may not, except with the consent of the Government or public
authority, be used otherwise than for that specific purpose.
(d) (Repealed)
(4) Pending its expenditure for the purpose for which it is held, money of the kind referred to in
subsection (3) (a), (b) or (c) may not be held otherwise than in an account with a bank, building
society or credit union or in an investment in which such money is, by or under this or any other
Act, authorised to be invested.
(5) Despite subsections (3) and (4), a council may:
(a) deduct, from the money required by subsection (3) to be used only for the specific purpose of
water supply or sewerage services, an amount in the nature of a return on capital invested
payment (dividend), and
(b) apply that amount towards any purpose allowed for the expenditure of money by councils by this
Act or any other Act.
(6) The Minister for Energy and Utilities, with the concurrence of the Minister administering this
Act:
(a) is to cause guidelines to be prepared and published in the Gazette relating to the management of
the provision of water supply and sewerage services by councils, and
(b) may, if of the opinion that a council has not substantially complied with the guidelines, direct the
council to comply with any particular aspect of the guidelines before making any further
deduction under subsection (5).
(7) Before making a deduction under subsection (5), a council must:
(a) comply with the guidelines published under subsection (6) and any direction given under that
subsection, and
(b) indicate in an open meeting of the council that the guidelines and any such direction have been
complied with in relation to the making of the deduction.
(8) Subsections (5)–(7) extend to a council that is a water supply authority within the meaning of the
Water Management Act 2000.
410 Alternative use of money raised by special rates or charges
(1) This section applies to money that has been received by a council as a result of the levying of a
special rate or a charge.
(2) If the special rate or charge has been discontinued and the purpose for which the money was
received has been achieved, or is no longer required to be achieved, any remaining money may
be used by the council for any other purpose if, and only if:
(a) a proposal to that effect has been included in a draft operational plan for the current year or for a
previous year, and
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(b) public notice of the fact that the proposal was included in the operational plan adopted by the
council for that year has been published in a newspaper.
(3) Money that is not yet required for the purpose for which it was received may be lent (by way of
internal loan) for use by the council for any other purpose if, and only if, its use for that other
purpose is approved by the Minister.
(4) In granting such an approval, the Minister must impose conditions as to the time within which
the internal loan must be repaid and as to any additional amount, in the nature of interest, that is
to be paid in connection with that loan.
411 The trust fund
(1) All money and property received by a council in trust must be held in the council’s trust fund.
(2) Money or property held in the council’s trust fund must be applied for the purposes, or in
accordance with the trusts, relating to it.
Division 2Accounting records, financial reports and auditing
412 Accounting records
(1) A council must keep such accounting records as are necessary to correctly record and explain its
financial transactions and its financial position.
(2) In particular, a council must keep its accounting records in a manner and form that facilitate:
(a) the preparation of financial reports that present fairly its financial position and the results of its
operations, and
(b) the convenient and proper auditing of those reports.
413 Preparation of financial reports
(1) A council must prepare financial reports for each year, and must refer them for audit as soon as
practicable (having regard to the requirements of section 416 (1)) after the end of that year.
Note. Under section 416 (1), a council’s financial reports for a year must be prepared and audited within 4
months after the end of the year concerned, and under section 428 (2) (a) the audited financial reports
must be included in the council’s annual report.

(2) A council’s financial reports must include:
(a) a general purpose financial report, and
(b) any other matter prescribed by the regulations, and
(c) a statement in the approved form by the council as to its opinion on the general purpose financial
report.
(3) The general purpose financial report must be prepared in accordance with this Act and the
regulations and the requirements of:
(a) the publications issued by the Australian Accounting Standards Board, as in force for the time
being, subject to the regulations, and
(b) such other standards as may be prescribed by the regulations.
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(4) (Repealed)
414 (Repealed)
415 Auditing of financial reports
(1) A council’s auditor must audit the council’s financial reports as soon as practicable (having
regard to the requirements of section 416 (1)) after they are referred for audit.
(2) A council’s financial reports must be audited in accordance with the requirements of:
(a) the publications issued by the Australian Accounting Research Foundation, on behalf of the
Australian Society of Certified Practising Accountants and the Institute of Chartered
Accountants in Australia, under the titles Statements of Auditing Standards and Statements of
Auditing Practice, as in force for the time being, subject to the regulations, and
(b) such other standards as may be prescribed by the regulations.
(3) The regulations may prescribe matters that an auditor must consider and provide comment on in
auditing a council’s financial reports.
416 Time for preparation and auditing of financial reports
(1) A council’s financial reports for a year must be prepared and audited within the period of 4
months after the end of that year.
(2) A council may from time to time apply to the Departmental Chief Executive for an extension of
that period.
(3) A council must make such an application if requested to do so by its auditor.
(4) Before deciding whether or not to grant an extension, the Departmental Chief Executive may
require the council to give reasons, additional to those set out in the application, as to why the
extension should be granted.
(5) The Departmental Chief Executive may grant an extension of such period as, in the opinion of
the Departmental Chief Executive, is necessary in the particular circumstances of the case.
(6) A council must notify its auditor of any application for an extension made under this section and
of the outcome of the application.
417 Auditor’s reports
(1) A council’s auditor must prepare 2 reports:
• a report on the general purpose financial report
• a report on the conduct of the audit.
(2) The report on the council’s financial reports must include the following:
(a) a statement as to whether, in the opinion of the auditor, the council’s accounting records have
been kept in accordance with the requirements of this Division,
(b) a statement as to whether, in the opinion of the auditor, the council’s financial reports:
(i) have been prepared in accordance with the requirements of this Division, and
(ii) are consistent with the council’s accounting records, and
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(iii) present fairly the council’s financial position and the results of its operations,
(c) a statement as to whether, in the opinion of the auditor, any information relevant to the conduct
of the audit has been unobtainable by the auditor,
(d) a statement setting out particulars of any material deficiency in the accounting records or
financial reports that has come to light in the course of the audit.
(3) The report on the conduct of the audit may contain such statements, comments and
recommendations as to the conduct of the audit of the council’s financial reports as the auditor
considers appropriate to include in the report.
(4) As soon as practicable after completing the audit, the auditor must send a copy of the auditor’s
reports to the Departmental Chief Executive and to the council.
(5) As soon as practicable after receiving the auditor’s reports, the council must send a copy of the
auditor’s report on the council’s financial reports, together with a copy of the council’s audited
financial reports, to the Departmental Chief Executive and to the Australian Bureau of Statistics.
418 Public notice to be given of presentation of financial reports
(1) As soon as practicable after a council receives a copy of the auditor’s reports:
(a) it must fix a date for the meeting at which it proposes to present its audited financial reports,
together with the auditor’s reports, to the public, and
(b) it must give public notice of the date so fixed.
(2) The date fixed for the meeting must be at least 7 days after the date on which the notice is given,
but not more than 5 weeks after the auditor’s reports are given to the council.
Note. Unless an extension is granted under section 416, the meeting must be held on or before 5
December after the end of the year to which the reports relate.

(3) The public notice must include:
(a) a statement that the business of the meeting will include the presentation of the audited financial
reports and the auditor’s reports, and
(b) a summary, in the approved form, of the financial reports, and
(c) a statement to the effect that any person may, in accordance with section 420, make submissions
(within the time provided by that section and specified in the statement) to the council with
respect to the council’s audited financial reports or with respect to the auditor’s reports.
(4) Copies of the council’s audited financial reports, together with the auditor’s reports, must be kept
available at the office of the council for inspection by members of the public on and from the
date on which public notice of the holding of the meeting is given and until the day after the
meeting (or any postponement of the meeting).
419 Presentation of the council’s financial reports
(1) A council must present its audited financial reports, together with the auditor’s reports, at a
meeting of the council held on the date fixed for the meeting.
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(2) The council’s auditor may, and if so required in writing by the council must, attend the meeting
at which the financial reports are presented.
420 Submissions on financial reports and auditor’s reports
(1) Any person may make submissions to the council with respect to the council’s audited financial
reports or with respect to the auditor’s reports.
(2) A submission must be in writing and must be lodged with the council within 7 days after the date
on which those reports are presented to the public.
(3) The council must ensure that copies of all submissions received by it are referred to the auditor.
(4) The council may take such action as it considers appropriate with respect to any such
submission, including the giving of notice to the Departmental Chief Executive of any matter
that appears to require amendment of the council’s financial reports.
421 Interim reports
(1) A council’s auditor may, at any time during the audit of a council’s financial reports, report to
the Minister on any matter relating to those reports or to the conduct of the audit.
(2) The auditor must give the council a copy of any report made to the Minister under this section.
Division 3Auditors
422 Appointment of auditors
(1) A council must appoint a person as its auditor.
(2) A council’s auditor may be:
(a) an individual who is a registered company auditor, or
(b) a partnership whose members or employees include a registered company auditor, or
(c) a corporation whose employees include a registered company auditor.
(3) If the council’s auditor is a partnership, any member or employee of the partnership may act as
the council’s auditor as long as he or she is a registered company auditor.
(4) If the council’s auditor is a corporation, any employee of the corporation may act as the council’s
auditor as long as he or she is a registered company auditor.
(5) An auditor may not be appointed or reappointed unless tenders for the appointment or
reappointment have been called.
(6) In this section, registered company auditor has the same meaning as it has in the Corporations
Act 2001 of the Commonwealth and includes the Auditor-General.
423 Disqualified persons
(1) A person may not be appointed as a council’s auditor:
(a) in the case of an individual, if he or she is a disqualified person, or
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(b) in the case of a partnership, if any member or employee of the partnership is a disqualified
person, or
(c) in the case of a corporation, if the corporation or any employee of the corporation is a
disqualified person.
(2) In this section, disqualified person means a person:
(a) who is a councillor or an employee of the council, or
(b) who is in debt to the council otherwise than for rates or charges owed by the person as a
ratepayer, or
(c) who has a contractual arrangement with the council that (if the person were the council’s auditor)
might reasonably be seen to give rise to a conflict between the person’s duties as an auditor and
the person’s interests under the arrangement.
424 Auditor’s term of office
(1) A council’s auditor holds office for 6 years and, if otherwise qualified, is eligible for reappointment subject to this section.
(2) The office of auditor becomes vacant if the auditor:
(a) dies, or
(b) completes a term of office and is not re-appointed, or
(c) ceases to be qualified to hold office as auditor or becomes a disqualified person within the
meaning of section 423, or
(d) resigns office by notice in writing addressed to the council, or
(e) becomes a mentally incapacitated person, or
(f) becomes bankrupt, applies to take the benefit of any law for the relief of bankrupt or insolvent
debtors, compounds with his or her creditors or makes an assignment of his or her remuneration
for their benefit, or
(g) is convicted in New South Wales of an offence that is punishable by imprisonment for 12 months
or more or is convicted elsewhere than in New South Wales of an offence that, if committed in
New South Wales, would be an offence so punishable, or
(h) is removed by the council in accordance with this section.
(3) The council may remove an auditor from office only with the consent of the Minister.
(4) If the office of auditor becomes vacant, the council must appoint a qualified person to fill the
vacancy.
425 Auditor-General to be auditor in certain instances
(1) The Auditor-General is authorised to audit a council’s financial reports if the council fails to
appoint an auditor or during any vacancy in the office of auditor.
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(2) The costs certified by the Auditor-General as having been incurred by the Auditor-General in
auditing a council’s financial reports in accordance with the authorisation given by this section
must be paid by the council.
426 Auditor may exercise general power of inspecting accounting records
(1) A council’s auditor:
(a) may inspect the council’s accounting records and other records necessary in order to carry out
the auditor’s functions at any time, and
(b) must inspect those records at such periods as may be prescribed by the regulations,
for the purpose of forming an opinion as to whether the requirements of this Act and the regulations
are being complied with.
(2) The auditor may report to the council or to the Minister on the results of the inspection.
(3) Such a report may deal with such matters concerning the council’s accounting and other records
as, in the auditor’s opinion, should be dealt with by the report.
(4) The auditor must give the council a copy of any report made under this section to the Minister.
427 Powers of auditor
(1) When exercising the functions conferred on a council’s auditor by this Part, a council’s auditor is
entitled at all reasonable times to full and free access to the council’s accounting records and
other records necessary in order to carry out the auditor’s functions and may direct a councillor,
the general manager or any other member of staff of the council:
(a) to produce to the auditor any document relating to those records that is in that person’s custody
or under that person’s control, or
(b) to grant to the auditor such authorities as may be necessary to enable the auditor to gain access to
any document relating to those records that is in the custody or control of any bank, building
society, credit union or other person, or
(c) to answer any question,
being a document or question that, in the opinion of the auditor, is relevant to the carrying out of the
auditor’s functions.
(2) An auditor may make copies of or take extracts from any document to which the auditor gains
access under this section.
Part 4Annual reports
428 Annual reports
(1) Within 5 months after the end of each year, a council must prepare a report (its annual report)
for that year reporting as to its achievements in implementing its delivery program and the
effectiveness of the principal activities undertaken in achieving the objectives at which those
principal activities are directed.
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(2) The annual report in the year in which an ordinary election of councillors is to be held must also
report as to the council’s achievements in implementing the community strategic plan over the
previous 4 years.
(3) An annual report must be prepared in accordance with the guidelines under section 406.
(4) An annual report must contain the following:
(a) a copy of the council’s audited financial reports prepared in accordance with the Local
Government Code of Accounting Practice and Financial Reporting published by the Department,
as in force from time to time,
(b) such other information as the regulations or the guidelines under section 406 may require.
(5) A copy of the council’s annual report must be posted on the council’s website and provided to
the Minister and such other persons and bodies as the regulations may require. A copy of a
council’s annual report may be provided to the Minister by notifying the Minister of the
appropriate URL link to access the report on the council’s website.
428A State of the environment reports
(1) The annual report of a council in the year in which an ordinary election of councillors is to be
held must include a report (a state of the environment report) as to the state of the environment
in the local government area in relation to such environmental issues as may be relevant to the
objectives for the environment established by the community strategic plan (the environmental
objectives).
(2) A state of the environment report must be prepared in accordance with the guidelines under
section 406.
(3) The state of the environment report is to:
(a) establish relevant environmental indicators for each environmental objective, and
(b) report on, and update trends in, each such environmental indicator, and
(c) identify all major environmental impacts (being events and activities that have a major impact on
environmental objectives).
(4) A state of the environment report for a council’s area may be prepared as part of and for the
purposes of a state of the environment report for a larger area (such as a region or a catchment
management area) and a report for the larger area that includes the required information in
respect of the council’s area may be included in the council’s annual report as the council’s state
of the environment report.
Part 5Inquiries, reviews and surcharging
Division 1Inquiries and reviews
429 Provision of documents or information about council
(1) The Minister or Departmental Chief Executive may at any time, by order, direct a council, a
councillor or the general manager of a council to provide such documents or information
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concerning the council, its operations or its activities as the Minister or Departmental Chief
Executive specifies in the order.
(2) A copy of the order must be served on the council or person required to provide the documents
or information.
Note. Failure to comply with a direction is an offence under section 661.

429A Complaints about councils, councillors, delegates and staff
(1) A public official within the meaning of the Public Interest Disclosures Act 1994 may complain
to the Departmental Chief Executive about the conduct of any one or more of the following:
(a) a council,
(b) a delegate of a council,
(c) a councillor,
(d) a member of staff of a council.
(2) A complaint may be made orally or in writing.
(3) The Departmental Chief Executive may deal with a complaint made under this section:
(a) by means of an investigation under this Division, or
(b) in such other manner as the Departmental Chief Executive considers appropriate.
430 Departmental Chief Executive may investigate councils
The Departmental Chief Executive may, at the request of the Minister or on the Departmental
Chief Executive’s own initiative, conduct an investigation into any aspect of a council or of its
work and activities.
431 Powers in connection with investigation
(1) For the purpose of conducting an investigation under this Division, the Departmental Chief
Executive may direct a person to do any one or more of the following:
(a) to appear personally before the Departmental Chief Executive at a time and place specified in the
direction,
(b) to give evidence (including evidence on oath),
(c) to produce to the Departmental Chief Executive any document that is in that person’s custody or
under that person’s control,
(d) to grant to the Departmental Chief Executive such authorities as may be necessary to enable the
Departmental Chief Executive to gain access to any document that is in the custody or under the
control of any bank, building society, credit union or other person.
Note. Failure to comply with a direction is an offence under section 661.

(2) For the purposes of this section, the Departmental Chief Executive may administer an oath.
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(3) The Departmental Chief Executive may take copies of or extracts from any document to which
the Departmental Chief Executive gains access under this section.
432 Entry on to premises
Part 2 of Chapter 8 applies to the Departmental Chief Executive when exercising functions in
respect of an investigation under this Division in the same way as it applies to a council and a
council employee (or other person) authorised by the council.
433 Report of investigation
(1) The Departmental Chief Executive must report to the Minister on the results of an investigation
under this Division and must send a copy of the report to the council concerned.
(2) The report may comment on any matter that, in the Departmental Chief Executive’s opinion,
warrants special mention and may contain such recommendations as the Departmental Chief
Executive considers appropriate.
(3) A report furnished to the council under this section must be presented at the next meeting of the
council after the report is received.
(4) Section 14B of the Royal Commissions Act 1923 applies in relation to any report that the
Minister wishes to lay before both Houses of Parliament in the same way as it applies to a report
made by a commission under that Act.
434 Council’s response to report
(1) A council must, within 28 days after presentation to it of a report made by the Departmental
Chief Executive following an investigation under this Division, give written notice to the
Minister of the things done or proposed to be done to give effect to any recommendations
contained in the report.
(2) The Minister may:
(a) after receiving the council’s notice, or
(b) after the 28-day period,
whichever is the earlier, order the council to do such things or to refrain from doing such things
arising from the recommendations contained in the report as are specified in the order.
(3) A council must comply with the Minister’s order.
(4) An order under this section may state that a failure to comply with the order may lead to legal
proceedings being taken to enforce compliance.
434A Council’s response to Ombudsman’s report
(1) The Minister may order a council to present a copy of a report made by the Ombudsman under
section 26 of the Ombudsman Act 1974 concerning the conduct of the council (together with a
copy of the Minister’s order) at the next meeting of the council occurring after the order is made.
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(2) The council must, within 40 days after the presentation of the Ombudsman’s report and the
Minister’s order, give written notice to the Minister of the things done or proposed to be done to
give effect to any recommendations contained in the report.
(3) At any time after receiving the council’s notice or the expiration of the 40-day period (whichever
is the earlier) the Minister may order the council to do such things or to refrain from doing such
things arising from the recommendations contained in the Ombudsman’s report as are specified
in the order.
(4) The council must comply with any order made by the Minister under this section.
(5) An order under this section may state that a failure to comply with the order may lead to legal
proceedings being taken to enforce compliance.
(6) Nothing in this section affects any other obligation of the council in respect of the Ombudsman’s
report under the Ombudsman Act 1974.
434B Expenses of investigation to be borne by council
(1) The Departmental Chief Executive may recover the reasonable expenses incurred by the
Departmental Chief Executive in respect of an investigation under this Division if the
investigation relates to:
(a) the administration of an election by a general manager, or
(b) a recurring problem with the administration of a council.
(1A) A recurring problem with the administration of a council means any facts or circumstances
with respect to the council, its work or its activities that have been the subject of previous
Ministerial intervention, and that have continued to exist or have recurred, despite that
Ministerial intervention.
(1B) In this section, Ministerial intervention means:
(a) the issue of a performance improvement order, or
(b) the temporary suspension of a council under Part 7.
(2) The Departmental Chief Executive may make a determination of the amount of the expenses
referred to in subsection (1) and serve a notice on the council requiring the amount so determined
be paid in recovery of the expenses.
(3) An amount equal to the expenses as so determined is payable to the Departmental Chief
Executive as a debt by the council concerned, except as determined by the Departmental Chief
Executive.
(4) The council may apply to the Civil and Administrative Tribunal for an administrative review
under the Administrative Decisions Review Act 1997 of whether any part of the expenses so
determined are not reasonable expenses.
(5) The Departmental Chief Executive must give effect to any decision of the Tribunal on an
administrative review of the determination of the amount of the expenses.
(6) In this section, expenses incurred in respect of an investigation under this Division include:
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(a) investigation expenses of the Departmental Chief Executive or departmental staff, and
(b) remuneration paid to departmental staff assisting with the investigation, and
(c) expenses associated with the preparation of a report in respect of the investigation.
(7) The Departmental Chief Executive may certify that an investigation under this Division relates to
a recurring problem with the administration of a council and that certificate is sufficient
evidence, unless the contrary is proved, that the investigation relates to a recurring problem with
the administration of the council.
434C Self-incrimination
(1) A person is not excused from a requirement under this Division to provide records or
information or to answer a question on the ground that the record, information or answer might
incriminate the person or make the person liable to a penalty.
(2) However, any information provided or answer given by a natural person in compliance or in
purported compliance with a requirement under this Division is not admissible in evidence
against the person in criminal proceedings (except proceedings for an offence of failing to
comply with the requirement or of providing information that is false or misleading) if the person
objected at the time to doing so on the ground that it might incriminate the person.
(3) Despite any such objection, any answer or information may be used in connection with a public
inquiry or an investigation under this Division, or an investigation or the taking of disciplinary
action against the person under Division 3 of Part 1 of Chapter 14, and is admissible in
proceedings under this Act relating to misconduct.
(4) Any record provided by a person in compliance with a requirement under this Division is not
inadmissible in evidence against the person in criminal proceedings on the ground that the record
might incriminate the person.
Division 2Surcharging
435 Surcharging by Departmental Chief Executive
(1) If satisfied that any expenditure or transfer, or any entry in a council’s accounts, has been
incurred or made in contravention of this or any other Act or of any regulation in force under this
or any other Act, the Departmental Chief Executive may:
(a) disallow the expenditure, transfer or entry, and
(b) surcharge the amount of the disallowance on the councillor, the general manager or any other
member of staff of the council by whom the expenditure, transfer or entry was incurred or made
or ordered to be incurred or made.
(2) The Departmental Chief Executive may also surcharge on a councillor, the general manager or
any other member of staff of the council the amount of:
(a) any deficiency or loss incurred by the council as a consequence of the negligence or misconduct
of the councillor, general manager or member of staff, or
(b) any money which ought to have been, but has not been, brought into account by the councillor,
general manager or member of staff.
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(3) (Repealed)
436 Procedure for surcharging
(1) Before surcharging a person, the Departmental Chief Executive:
(a) must cause notice of the proposed surcharge, and of the reasons for the proposed surcharge, to be
given to the person, and
(b) must allow the person a reasonable opportunity to make submissions to the Departmental Chief
Executive with respect to the proposed surcharge, and
(c) must take into consideration any submissions duly made by the person with respect to the
proposed surcharge.
(2) The Departmental Chief Executive must certify in the council’s accounts the amount by which
the Departmental Chief Executive has surcharged any person.
(3) Immediately on surcharging an amount on any person, the Departmental Chief Executive must
give notice of that fact to the person.
437 Applications for administrative review by NCAT
(1) A person who is surcharged under this Division may apply to the Civil and Administrative
Tribunal for an administrative review under the Administrative Decisions Review Act 1997 of the
decision to surcharge.
(2) The council must give effect to any decision of the Tribunal on an administrative review of the
decision to surcharge.
438 Recovery of amount surcharged
(1) The amount of a surcharge becomes payable to the council as a debt when the time within which
an appeal may be made against the surcharge expires or, if such an appeal is made and the
surcharge is not annulled, when that appeal is finally determined.
(2) Any money recovered in connection with a surcharge relating to a particular account is to be paid
into the fund in which money in that account is held.
Part 6Performance management
438A Performance improvement order
(1) The Minister may issue an order in respect of a council if the Minister reasonably considers that
action must be taken to improve the performance of the council.
(2) An order issued under this section is a performance improvement order.
(3) A performance improvement order is to specify:
(a) the reasons why the Minister has decided to issue the order, and
(b) the actions that the Minister requires to be taken to improve the performance of the council.
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(4) Actions to improve the performance of a council include any actions the Minister considers
necessary to improve or restore the proper or effective functioning of the council.
(5) The order may require action to be taken by the council, by individual councillors, or both.
(6) A performance improvement order may require the quorum for a meeting of the council to be
determined as specified by the Minister in the performance improvement order.
(6A) The Minister may vary a performance improvement order (and, if an order is varied, a
reference in this Act to the order is a reference to the order as varied).
(7) A copy of the performance improvement order, or the variation of a performance improvement
order, is to be served on the council.
(7A) The making of a performance improvement order, or the fact that such an order is in force,
does not derogate from a power of the Minister or any other person to make any other order or
take any other action under this Act.
(8) In relation to a performance improvement order, a reference to an action, or the taking of any
action, includes a reference to doing any thing or refraining from doing any thing.
438B Criteria to be considered by Minister
(1) The regulations may make provision for or with respect to the criteria to be considered by the
Minister in issuing performance improvement orders (performance improvement criteria).
(2) A performance improvement order may be issued only after consideration of the performance
improvement criteria.
438C Minister to give notice of intention to issue or vary performance
improvement order
(1) The Minister is to give a council notice in writing of his or her intention to issue or vary a
performance improvement order in respect of the council.
(2) If it is proposed to issue a performance improvement order, the notice is to specify the following:
(a) the terms of the proposed performance improvement order, including the period for compliance
with the order,
(b) the reasons why it is proposed to issue the performance improvement order (including any
evidence supporting the Minister’s opinion that improvement is required),
(c) the actions that may be taken by the Minister if the performance improvement order is not
complied with.
(2A) If it is proposed to vary a performance improvement order, the notice is to specify the
following:
(a) the terms of the proposed variation,
(b) the reasons why it is proposed to vary the order.
(3) The notice must invite the council to make submissions in respect of the proposed performance
improvement order or variation within a consultation period specified in the notice.
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(4) The notice is to specify a consultation period of not less than 7 days from the date the notice is
served on the council.
(5) The Minister is to have regard to any submissions made by the council during the consultation
period in deciding:
(a) whether to issue the proposed performance improvement order or proposed variation, and
(b) whether any changes should be made to the terms of the proposed performance improvement
order or proposed variation.
(6) The Minister is not required to give notice to a council of his or her intention to issue or vary a
performance improvement order in respect of the council if:
(a) the council is suspended under Part 7, or
(b) the order is issued or varied in response to the results of a public inquiry in relation to a council.
438D Performance improvement order to be made public
(1) The Departmental Chief Executive is to cause any performance improvement order issued by the
Minister to be published on the Department’s website.
(2) A council is to cause any performance improvement order issued in respect of the council to be
published on the council’s website.
438E Compliance with performance improvement order
(1) The governing body of a council is responsible for ensuring the council’s compliance with a
performance improvement order.
(2) A council complies with a performance improvement order only if the actions required by the
performance improvement order (including any actions required to be taken by individual
councillors) are taken to the satisfaction of the Minister.
438F Compliance report
(1) A council must provide the Minister with written reports on its compliance with a performance
improvement order as required by the order.
(2) Such a report is referred to in this Part as a compliance report.
(3) A compliance report must specify any actions taken that demonstrate compliance with the
performance improvement order.
(4) A compliance report must comply with any requirements specified in the performance
improvement order.
438G Appointment of temporary adviser
(1) If the Minister issues a performance improvement order in respect of a council, the Minister may
appoint one or more persons as a temporary adviser to the council.
(2) A temporary adviser may be appointed in the performance improvement order or by subsequent
order of the Minister served on the council.
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(3) A temporary adviser may be appointed on the recommendation of the council or on the
Minister’s own initiative.
(4) The principal functions of a temporary adviser are:
(a) to provide advice and assistance to the council for the purpose of ensuring that it complies with
the performance improvement order, and
(b) to monitor the council’s compliance with the performance improvement order.
(4A) If a council fails to give a temporary adviser an opportunity to comment on a compliance report
as required by section 438H, the temporary adviser is to inform the Minister of that fact and give
the Minister a report on the council’s compliance with the performance improvement order.
(4B) If a council fails to give the Minister a compliance report as required by section 438F, the
temporary adviser is to give the Minister a report on the council’s compliance with the
performance improvement order.
(5) A temporary adviser has such other functions as are specified in the instrument by which he or
she is appointed.
(6) A temporary adviser is appointed for the term specified in the instrument by which he or she is
appointed. The term must not exceed the period for compliance with the performance
improvement order.
(7) A temporary adviser must be paid a salary from the council’s funds determined by the council (in
the case of an adviser appointed on the recommendation of the council) or by the Minister (in
any other case).
(8) The Minister may terminate a temporary adviser’s appointment at any time.
438H Co-operation with temporary adviser
(1) If a temporary adviser is appointed to a council, the council, councillors and members of the staff
of the council are required to co-operate with the temporary adviser and to provide any
information or assistance the temporary adviser reasonably requires to exercise his or her
functions.
(2) In particular, the council is to give the temporary adviser an opportunity to review any proposed
compliance report at least 14 days before it is given to the Minister and is to give the Minister a
copy of the temporary adviser’s comments (if any) on the compliance report.
(3) A contravention of this section is a failure to comply with a performance improvement order.
438HA Enforcement of performance improvement order against councillor
(1) The Departmental Chief Executive may (and must at the request of the Minister) arrange for a
departmental report to be prepared as to whether a councillor has failed to take action as required
by a performance improvement order.
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(2) The Minister may, on receipt of a departmental report finding that a councillor has failed to take
action as required by a performance improvement order, issue a compliance order to the
councillor.
(3) A compliance order:
(a) must identify the action that the councillor is required to take by a performance improvement
order but has failed to take, and
(b) must, if the councillor is to be allowed to use council facilities, or be paid any amount, for the
purposes of the councillor taking that action, specify the extent to which the councillor may use
council facilities or the amount that may be paid (as the case requires), and
(c) must specify the period (not exceeding 3 months) for which it is to remain in force.
(4) The Minister may, by written notice to the councillor, extend the period for which a compliance
order remains in force, but not so that the order remains in force for a total period of more than 6
months.
(5) Before issuing a compliance order to a councillor, the Minister is to:
(a) give the councillor written notice:
(i) specifying the action that the councillor has failed to take as required by a performance
improvement order, and
(ii) specifying that the Minister proposes to issue a compliance order to the councillor, and
(iii) inviting the councillor to make submissions within a specified period (of not less than 7 days)
about why the order should not be made, and
(b) consider any submissions made by the councillor in accordance with the notice.
(6) The Minister is to withdraw a compliance order if satisfied that the councillor has taken the
action specified in the compliance order.
(7) While a compliance order is in force against a councillor, the councillor:
(a) is not entitled to exercise any of the functions of the councillor other than as necessary to take the
action specified in the compliance order, and
(b) is not entitled to any fee or other remuneration, or to the payment of expenses or to the use of
council facilities, to which he or she would otherwise be entitled as a councillor, except as
specified in the compliance order.
(8) The Minister may:
(a) instead of taking action under this section against a councillor, or
(b) after taking action under this section against a councillor, or
(c) while a compliance order is in force against a councillor,
request the Departmental Chief Executive to refer the matter to the Civil and Administrative
Tribunal for consideration.
(9) A matter is referred to the Tribunal under this section by means of a report presented to the
Tribunal by the Departmental Chief Executive and containing or accompanied by such material
and observations as the Departmental Chief Executive thinks fit.
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(10) The Departmental Chief Executive is to notify the councillor concerned of any request to refer
the matter to the Tribunal.
(11) For the purposes of this section and Part 3 of Chapter 14, failure by a councillor to take action
as required by a performance improvement order is to be taken to be misconduct.
(12) The regulations may make provision for or with respect to the reference of matters to the
Tribunal under this section.
Part 7Temporary suspension of council
438I Power of Minister to suspend council
(1) The Minister may, by order published in the Gazette, suspend a council for a period specified in
the order if the Minister reasonably believes that the appointment of an interim administrator is
necessary to restore the proper or effective functioning of the council.
(2) An order under this section is referred to in this Part as a suspension order.
438J Criteria to be considered by Minister
(1) The regulations may make provision for or with respect to the criteria to be considered by the
Minister in suspending councils under this Part (suspension criteria).
(2) A council may be suspended under this Part only after consideration of the suspension criteria.
438K Minister to give notice of intention to suspend council
(1) The Minister is to give a council notice in writing of his or her intention to suspend the council.
(2) The notice is to specify:
(a) the reasons why it is proposed to suspend the council, and
(b) the duration of the proposed suspension.
(3) The notice must invite the council to make submissions in respect of the proposed suspension
within a consultation period specified in the notice.
(4) The notice is to specify a consultation period of:
(a) not less than 14 days from the date the notice is served on the council, unless paragraph (b)
applies, or
(b) not less than 7 days from the date the notice is served on the council, if the Minister considers
that the suspension is required as a matter of urgency.
(5) The Minister is to have regard to any submissions made by the council during the consultation
period in deciding whether to suspend the council.
438L Effect of suspension on councillors
(1) During the period in which a council is suspended under this Part, any persons holding civic
office in relation to the council are taken also to be suspended from office.
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(2) A person, while suspended from civic office under this section:
(a) is not entitled to exercise any of the functions of the civic office, and
(b) is not entitled to any fee or other remuneration, or to the payment of expenses or to the use of
any council facilities, to which the person would otherwise be entitled as the holder of the civic
office.
438M Appointment of interim administrator
(1) The Minister must, in a suspension order or by subsequent order published in the Gazette,
appoint an administrator of a council that is suspended.
(2) The order is to specify the period for which the administrator is appointed, not exceeding the
period during which the council is suspended.
(3) An administrator appointed under this section is an interim administrator.
(4) More than one interim administrator may be appointed for a council (with the same or different
functions).
(5) An interim administrator of a council has, during the period of appointment as administrator, all
the functions of the council, or, if more than one interim administrator is appointed, the functions
of the council specified in the instrument of appointment.
(6) If more than one interim administrator is appointed for a council, the Minister may give
directions for the purpose of resolving any issues that arise as a result of there being more than
one interim administrator.
(7) An interim administrator must be paid a salary from the council’s funds determined by the
Minister.
(8) The Minister may, by order published in the Gazette, extend the period for which an interim
administrator is appointed if the period during which the council is suspended is extended.
(9) The Minister may terminate an interim administrator’s appointment at any time.
(10) A reference in this or any other Act, or any statutory instrument, to an administrator of a
council includes, unless the context otherwise requires, a reference to an interim administrator.
438N Report by interim administrator
(1) An interim administrator is to give the Minister a written report about his or her administration of
the council.
(2) The report is to include any recommendations of the interim administrator in relation to
improving or restoring the proper and effective functioning of the council.
(3) The interim administrator is to provide the report to the Minister no less than 14 days before the
end of the initial suspension period of the council.
(4) The initial suspension period of the council is the suspension period as initially specified in the
suspension order, before any extension of the period by further order.
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(5) If the Minister amends a suspension order to extend the suspension period of a council, the
interim administrator is to prepare a further report under this section in respect of that extended
period and give that report to the Minister no less than 14 days before the end of the extended
suspension period.
438O Suspension period
(1) The maximum period for which a council can initially be suspended by a suspension order is 3
months.
(2) However, the Minister may, by order published in the Gazette on or before the end of the period
during which the council is suspended, amend the suspension order to extend or further extend
the period during which the council is suspended.
(3) A suspension may be extended only if the Minister reasonably believes that an extension is
necessary to restore the proper or effective functioning of the council.
(4) The maximum total period for which a council can be suspended by a suspension order, as
amended under this section, is 6 months.
(5) The Minister is required to give a council notice in writing of his or her intention to extend the
suspension of the council at least 7 days before the order extending the suspension is made.
(6) The notice is to specify:
(a) the reasons why it is proposed to extend the suspension, and
(b) the duration of the proposed extension.
(7) Submissions in respect of the proposed extension are not to be invited.
438P Performance improvement orders during suspension period
(1) A performance improvement order may be issued in respect of a council even if it is suspended
under this Part.
(2) An order issued in such a case may require action to be taken by individual councillors, even
though they are suspended by the suspension order.
438Q Maximum number of suspensions
(1) The Minister cannot, during the term of a council, make a suspension order in respect of the
council more than twice on the basis of the same facts or circumstances.
(2) This section does not limit the power of the Minister under this Part to extend the period during
which a council is suspended by a suspension order.
438R Ordinary election during suspension period
If an ordinary election of councillors of a council is held during the period in which the council is
suspended under this Part, a suspension under this Part:
(a) is taken to continue after that election, even if it would otherwise have ended, and
(b) is taken to end immediately before the first meeting of the council after the election.
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438S Election of mayor during suspension period
(1) An election of the mayor by councillors is not required to be held during a period in which the
council is suspended under this Part.
(2) However, any election that would, but for this section, be required to be held during a period in
which the council is suspended must instead be held within 14 days after the end of the
suspension period.
(3) Subsection (2) does not apply if the council is dismissed, or an ordinary election of councillors is
held, before the end of the suspension period.
438T No amalgamations or alterations to area during suspension
(1) A proclamation under section 218A or 218B is not to be made in relation to the area of a council
while the council is suspended under this Part.
(2) A proposal that a function be exercised under section 218A or 218B in relation to the area of a
council cannot be made by or to the Minister while the council is suspended under this Part.
Part 8Public inquiries
438U Public inquiries
(1) The Governor or the Minister may appoint a person as commissioner, or two or more persons as
commissioners, to hold a public inquiry and to report to the Governor or the Minister with
respect to:
(a) any matter relating to the carrying out of the provisions of this Act or any other Act conferring or
imposing functions on a council, and
(b) any act or omission of a member of a council, any employee of a council or any person elected or
appointed to any office or position under this or any other Act conferring or imposing functions
on a council, being an act or omission relating to the carrying out of the provisions of the Act
concerned, or to the office or position held by the member, employee or person under the Act
concerned, or to the functions of that office or position.
(2) For the purposes of any inquiry under this section, any person appointed to hold the inquiry has
the powers, authorities, protections and immunities conferred on a commissioner, as well as the
powers, authorities, protections and immunities conferred by Division 1 of Part 2 of the Royal
Commissions Act 1923:
(a) on a sole commissioner (if the person is the only person appointed to hold the inquiry), or
(b) on a chairperson of a commission (if the person is one of two or more persons appointed to hold
the inquiry and has been appointed as chairperson of the inquiry).
(3) The provisions of section 24 of the Local Court Act 2007 apply to any witness or person
summoned by or appearing before the person so appointed in the same way as it applies to
witnesses and persons in proceedings under that Act.
(4) The provisions of the Royal Commissions Act 1923 (section 13 and Division 2 of Part 2
excepted) apply, with any necessary adaptations, to and in respect of any inquiry under this
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section and to and in respect of any witness or person summoned by or appearing before the
person or persons holding the inquiry.
(5) The Minister is to cause the report of the person or persons who have held an inquiry under this
section to be laid before both Houses of Parliament. If neither House of Parliament is sitting,
section 14B of the Royal Commissions Act 1923 applies.
438V Expenses of public inquiry to be borne by council in certain circumstances
(1) The Departmental Chief Executive, on behalf of the State, may recover the reasonable expenses
incurred by the State in holding a public inquiry if the inquiry relates to a recurring problem with
the administration of a council.
(2) A recurring problem with the administration of a council means any facts or circumstances with
respect to the council, its work or its activities that have been the subject of previous Ministerial
intervention, and that have continued to exist or have recurred, despite that Ministerial
intervention.
(3) In this section, Ministerial intervention means:
(a) the issue of a performance improvement order, or
(b) the temporary suspension of a council under Part 7.
(4) The Departmental Chief Executive may make a determination of the amount of the expenses
referred to in subsection (1) and serve a notice on the council requiring the amount so determined
be paid in recovery of the expenses.
(5) An amount equal to the expenses as so determined, unless the Departmental Chief Executive
otherwise decides, is payable to the Departmental Chief Executive as a debt by the council
concerned.
(6) The council may apply to the Civil and Administrative Tribunal for an administrative review
under the Administrative Decisions Review Act 1997 of whether any part of the expenses so
determined are not reasonable expenses.
(7) The Departmental Chief Executive must give effect to any decision of the Tribunal on an
administrative review of the determination of the amount of the expenses.
(8) In this section, expenses incurred in holding a public inquiry include:
(a) remuneration paid to the commissioner or commissioners who hold the public inquiry, and
(b) remuneration paid to staff assisting with the inquiry, and
(c) expenses associated with the attendance of witnesses or other persons at the inquiry.
(9) The Departmental Chief Executive may certify that a public inquiry relates to a recurring
problem with the administration of a council and that certificate is sufficient evidence, unless the
contrary is proved, that the public inquiry relates to a recurring problem with the administration
of the council.
438W Suspension of council during public inquiry

Volume 3

26

NSW ICAC EXHIBIT

(1) The Minister may, by order published in the Gazette, suspend a council if a public inquiry
relating to the council is held or to be held and the Minister considers it in the public interest to
suspend the council.
(2) The suspension:
(a) starts on the date appointed by the Minister in the order as the start date for the suspension (being
a date no earlier than the date the appointment of one or more commissioners to hold the inquiry
takes effect), and
(b) ends when the suspension is terminated or if the council is dismissed.
438X Effect of suspension
(1) During the period in which a council is suspended under this Part, any persons holding civic
office in relation to the council are taken also to be suspended from office.
(2) A person, while suspended from civic office under this section:
(a) is not entitled to exercise any of the functions of the civic office, and
(b) is not entitled to any fee or other remuneration, or to the payment of expenses or to the use of
any council facilities, to which the person would otherwise be entitled as the holder of the civic
office.
438Y Appointment of interim administrator
(1) The Minister must, in an order suspending a council under this Part or by subsequent order
published in the Gazette, appoint an administrator of a council that is suspended.
(2) The order is to specify the period for which the administrator is appointed, not exceeding the
period during which the council is suspended.
(3) An administrator appointed under this section is an interim administrator.
(4) More than one interim administrator may be appointed under this section (with the same or
different functions).
(5) An interim administrator of a council has, during the period of appointment as administrator, all
the functions of the council, or, if more than one interim administrator is appointed, the functions
of the council specified in the instrument of appointment.
(6) If more than one interim administrator is appointed for a council, the Minister may give
directions for the purpose of resolving any issues that arise as a result of there being more than
one interim administrator.
(7) An interim administrator must be paid a salary from the council’s funds determined by the
Minister.
(8) The Minister may terminate an interim administrator’s appointment at any time.
(9) A reference in this or any other Act, or any statutory instrument, to an administrator of a council
includes, unless the context otherwise requires, a reference to an interim administrator.
438Z Termination of suspension
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(1) The Minister may, by order published in the Gazette, terminate the suspension of a council under
this Part.
(2) The Minister is to terminate the suspension of a council under this Part no later than 30 days after
the inquiry report date, unless the council is dismissed on or before that date.
(3) However, a failure to terminate the suspension within that 30-day period does not affect the
validity of an order terminating the suspension that is made after that 30-day period.
(4) For the purposes of this section, the inquiry report date is the date the report of the person or
persons who held the public inquiry is provided to the Governor or the Minister, as the case
requires.
438ZA Ordinary election during suspension period
If an ordinary election of councillors of a council is held during the period in which the council is
suspended under this Part, a suspension under this Part:
(a) is taken to continue after that election, even if it would otherwise have ended, and
(b) is taken to end immediately before the first meeting of the council after the election.
438ZB Election of mayor during suspension period
(1) An election of the mayor by councillors is not required to be held during a period in which the
council is suspended under this Part.
(2) However, any election that would, but for this section, be required to be held during a period in
which the council is suspended must instead be held within 14 days after the suspension ends.
(3) Subsection (2) does not apply if the suspension ends because the council is dismissed or if an
ordinary election of councillors is held before the suspension ends.
438ZC Issue of performance improvement orders in response to public inquiry
(1) A performance improvement order may be issued in response to the results of a public inquiry in
relation to a council.
(2) For the purposes of this Act, a performance improvement order is taken to be issued in response
to the results of a public inquiry if:
(a) a public inquiry in relation to a council is held, and
(b) the performance improvement order specifies, in the reasons why the Minister has decided to
issue the order, that it has been issued in response to the results of the public inquiry.
Note. Under section 255, the Minister may, after considering whether the council has complied with the
performance improvement order, recommend that the council be dismissed.

Part 9General
438ZD Service of Ministerial and departmental documents
(1) Any order, notice or other document that the Minister or Departmental Chief Executive is
required to serve on or give to a council or a person under this Chapter may be served on or
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given to the council or person by electronic means if the council or person has given the
Department an email address for the service of documents.
(2) Service is effected when a copy of the order, notice or other document is sent to that email
address.
(3) This section does not prevent service by post or by any other method permitted by or under this
Act.
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Chapter 1-lntroduction
Foreword by the Chair of the Local Government Acts Taskforce

As Chair of the Local Government Acts Taskforce
(the Taskforce) it is my pleasure to present to the
Minister for Local Government, the Hon Don Page
MP the Taskforce recommendations and findings
for a new Local Government Act for NSW. These
have been developed in collaboration with the
other Taskforce Members Mr Stephen Blackadder,
Mrs Gabrielle Kibble AO and Dr Ian Tiley.
In the formulation of these recommendations the
Taskforce consulted widely, holding workshops,
meeting with individual stakeholders and special
interest groups, as well as inviting written
submissions in response to the Taskforce's two
papers: the " Preliminary Ideas" paper released in
2012 and the Discussion Paper "A New Local
Government Act for NSW" released in 2013.
The Taskforce is very appreciative of the ideas and
constructive suggestions that we received from a
w ide
range of interested
persons
and
stakeholders. The Taskforce was gratified by the
wide support for the proposals we made in our
Discussion Paper.
The Taskforce has considered the feedback and
trusts that the final recommendations contained
in this report reflect the needs of local
government and the community, and will support
a robust and sustainable local government sector
for NSW into the future.
We
have
endeavoured
to
formulate
recommendations for an enabling, principlesbased Local Government Act (the Act) that
simplifies the regulatory aspects of the legislation.
It is important to note that there is considerable
support for the Act and rather than a total rewrite
it is more in need of refocu s, re-emphasis and
simplification.
In particular, it is evident that there is widespread
support for the integrated planning and reporting
{IPR) framework. Reflecting this, the key
recommendation of the Taskforce is the
restructure of the new Act around this framework

(see recommendation 3.2.1). The Taskforce
emphasises that the recommendation for
strengthening IPR does not imply expanding the
detail or level of prescription.
By giving IPR more prominence in the Act and
redrafting and/or incorporating other sections of
the Act into the IPR framework the Taskforce
believes that it is possible to develop a
streamlined Act that eliminates unnecessary red
tape and duplication. More importantly, the IPR
framework will support more autonomy for
councils which engage effectively with their
communities to deliver outcomes that the
community has identified as essential for its
wellbeing and long-term sustainability.
It was also evident that there is the sincere
desire of local government to work more
collaboratively and strategically with the State
Government and to ensure that local, regional
and State strategic plans are more closely
aligned. The Taskforce observed con siderable
support for the Inter-Governmental Agreement
and has the view that it is important this
Agreement is a permanent arrangement.
A number of other important reviews relevant to
local
government
are
being
conducted
concurrently, including the work of the
Independent Local Government Review Panel
and a review of the planning system in NSW. At
the time of making this report none of these
reviews have been finalised . This has impacted
the work of the Taskforce as there are a number
of sections of the Act the Taskforce has been
unable to consider pending the outcome of the
other reviews. These are noted in the report,
together with a recommendation that they are
reviewed in the future.
The Taskforce also reviewed the City of Sydney
Act and has concluded that its current provisions
are working well with the exception of the nonresidential electoral arrangements for Sydney
City Council.
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The Taskforce also recommends that a review of
any new Act is undertaken after 5 years of
operation to ensure that its policy objectives
remain valid and whether the terms of the Act
remain appropriate for securing those objectives.
In undertaking subsequent reviews the Taskforce
urges the State Government and local
government to resist the temptation to amend
any new Act to become more prescriptive, as has
happened to the Act. The Taskforce asks local
government to think carefully before requesting
more regulation as a mechanism of resolving
problems.
I would like to acknowledge and thank the
officers of the Division of Local Government,
particularly Mr Paul Chapman and Ms Tempe
Lees, for the hard and diligent work and
assistance they have provided to the Taskforce.
The Taskforce hopes our recommendations will
result in an enduring Act that will meet the needs
of local government into the future and I
commend this report to the Minister for Local
Government.

John Turner
Chair
Local Government Acts Taskforce
16 October 2013

Page 7
Volume 3

33

NSW ICAC EXHIBIT

1.1

Local Government Acts Taskforce - Terms of Reference

Table 1 - Terms of Reference for the Local Government Act 1993 and the City of Sydney Act

1988 Taskforce

The Local Government Acts Taskforce will consider the provisions of the Local Government Act 1993
and the City of Sydney Act 1988, and their practical operation so as to:
•
•
•
•
•
•
•
•

Ensure that the legislation and statutory framework meet the current and future
needs of the community, local government, and the local government sector.
Strengthen and streamline the legislation to enable local government to deliver
services and infrastructure efficiently, effectively and in a timely manner.
Ensure that the legislation is progressive, easily understood and provides a
comprehensive framework, while avoiding unnecessary red tape.
Recognise the diversity of local government in NSW.
Provide greater clarity on the role and responsibility of local government.
Adopt the decisions of the Government in relation to the recommendations of the
Independent Local Government Review Panel.
Make recommendations to the Minister for Local Government for legislative changes
considered necessary and appropriate for a new Local Government Act.
Identify and recommend to the Minister for Local Government, at any time during the
review process, any legislative changes that need to be implemented prior to the
completion of the review.

Other considerations:
In carrying out its work the Taskforce will:
•

•

•

•

Engage and consult with the wider NSW community and with local government
stakeholders (including the Local Government and Shires Associations of NSW, Local
Government Managers Australia (NSW), local councils, village committees, county
councils, regional organisations of councils, business, community, industrial and
employee associations, relevant professional bod ies, and government agencies) about
the operation of the legislation.
Identify key principles to underpin local government legislation in NSW. In developing
these principles the Taskforce will consider legislation and its application in other
jurisdictions both in Australia and overseas.
Take account of the work, findings and government decisions, in relation to the NSW
Planning System Review, the Destination 2036 Action Plan and the NSW State Plan
"NSW 2021-A Plan to make NSW number one" .
Conduct its work in a manner that recognises the terms of reference and approach
being taken by the Independent Local Government Review Panel.

At the time of finalisation of the Taskforce report the Independent Local Government Review Panel
(Independent Panel) had not submitted its final report to the Minister. The Taskforce report does
not address those issues the Independent Panel is likely to include in its report as potentially
requiring legislation. Furthermore the Taskforce acknowledges that, as listed in Table 3 below
several other local government related reviews have not been completed.
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1.2

Members of the Local
Government Acts Taskforce

The members of the Local Government Acts
Taskforce are:
Mr John Turner (Chair)

In undertaking the review, the Taskforce consulted
widely holding workshops at locations across NSW
and meeting with individual stakeholders and
special interest groups. The Taskfo rce released
two discussion papers and invited written
submissions commenting on the ideas and
proposals contained in these papers.

Mr Stephen Blackadder
Mrs Gabrielle Kibble AO
Dr Ian Tiley
Details of the Taskforce members can be found
on the Taskforce website:

The Taskforce has considered the responses
received from all sources, as well as conducting its
own research on comparative legislation in other
jurisdictions. Using this information the Taskforce
has formulated the recommendations detailed in
this report .

. dlg/dlghome/
m1=10&rnl 2&S€'cHd=MEMBt.RS&Art>.ilndex= l AS
KFORCE

1.3

Executive Summary

In 2012, the Minister for Local Government, the
Hon Don Page MP appointed the Local
Government Acts Taskforce to rewrite the Local
Government Act 1993 (the Act) and review the
City of Sydney Act 1988 (CoSA). Under the terms
of reference the Taskforce w as required to
consult widely and have regard to the outcomes
of other reviews of the local government sector
(listed in Table 3), including the findings of the
Independent Local Government Review Panel
and the review of the planning system in NSW.
At the time of presenting this report neither of
these reviews have been finalised. This has had
the effect of limiting the scope of the Taskforce,
as it has been unable to consider those sections
of the Act that will be impacted by the outcomes
of those reviews.
Purpose and Approach
The purpose of the review is to rewrite the Local
Government Act and review the City of Sydney
Act with th e intention of developing principlesbased, enabling legislation that is streamlined,
easily understood, in a logical framework,
eliminates unnecessary red tape and will provide
a legislative and statutory framework to meet
the current and future needs of th e community
and the loca l government sector.

A New Local Government Act for NSW
The Taskforce recommendations for a new Local
Government Act for NSW are summarised in
section 1.4. The Taskforce has endeavoured to
remove unnecessary prescription from the Act by
recommending principles-based legislation that is
sufficiently flexible to support the diverse local
government secto r.
It is evident that many aspects of the Act still work
well. However, its effectiveness has been eroded
as a consequence of the manner in which the Act
is currently structured which is as a result of
incremental amendments over the past 20 years.
The IPR provisions of the Act, which commenced
in 2009, provide the primary strategic planning
mechanism for local government in NSW. It is
evident to the Taskforce that these provisions are
working extremely well and have widespread
support across local government.
The Taskforce considers it is essential for the long
term sustainability of local government that IPR is
given much greater prominence in the new Act.
Accordingly the primary recommendation of the
Taskforce is that th e IPR sections of the Act are
given more prominence and a new Act be written
using IPR as its central framework.
It is the view of the Taskforce that in restructuring
the Act with IPR as its central framework and
ensuring that wherever possible the other sections
of the Act are redrafted to align with IPR will result
in a more logical, streamlined Act. The IPR
framework will enhance collaboration between
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councils and the State, provide increased
autonomy to councils to facilitate strong and
sustainable local government, capable of
delivering appropriate services and resources
based on community expectations and aspirations.

Review of the City of Sydney Act
In undertaking its review of the CoSA the
Taskforce consulted widely and with specific
stakeholders including representatives of the
Sydney City Council. Meetings were held with
representatives of the NSW and Victorian Electoral
Commission to discuss issues regarding the nonresidential electoral roll. The findings of the 2010
Independent Review of the Central Sydney
Planning Committee were also considered.
The Taskforce has concluded that under the
current boundary arrangements there is a need to
retain a separate Act for the City of Sydney in
recognition of the administrative and economic
importance of the central business district of
Sydney and its unique position in holding events of
local, regional, national and international
significance.
In respect of the non-residential electoral roll the
Taskforce is recommending a number of changes
to the manner in which the roll is compiled and
managed. The recommendations are contained in
Chapter 4 of this report.
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1.4 Recommendations by the Taskforce
Table 2 - Summary of Taskforce Recommendations
Topic

Recommendations
The Taskforce recommends

3.0.0

(1)

integrated planning and reporting form t he cent ral framework for the new Act providing local government
with a robust strategic planning mechanism that is based on community engagement, expectations and
aspi rations, and financial responsibilities

(2)

a fl exible, principles-based legislative fram ework, avoiding excessive pr escription and unnecessary r ed
tape, w ri tten in plain language and presented in a logical format. The new Act should be confined to setting
out t he principles of how councils ar e established and operate. When further detail or explanation is
required as to how t hese principles are to be achieved, regulations, codes and guidelines should be used

(3)

a more consistent appr oach be adopted to the definition, naming and use of regulatory and other
instruments, noting that currently there is inconsistent use of mandatory and discretionary codes,
guidelines, practice notes, discretionary guidelines and the like.

Approach and Principles
for the Development of
the New Act

The Taskforce r ecommends that the new Act is structured w ith the following elements:
Part I - Structural Framework of Local Government in NSW
•

Purpose of Local Government Act - 3.1.1

•

Role of Local Government - 3.1.2

•

Guiding Principles - 3.1.2

•

Legal status of councils (includes establishment) - 3.1.3

•

Roles and Responsibilities of Council Officials - 3.1.4

Part II - Strategic Framework for Local Government in NSW
•

3.1.0
Structure of the New
Local Government Act

Integrated Planning and Reporting-3.2.1

•

Community Engagement - 3.2.2

•

Performance of Local Government - 3.2 .3

Part Ill - Counci l Operations
•

Governance Framework - 3.3.1- 3.3.8

•

Financial practices - 3.3.9 - 3.3.11

•

Public Private Partnerships - 3.3.12

•

Public Land - 3.3.13 - 3.3.14

•

Regulatory Functions - 3.3.15 - 3.3.16

•

Other functions

Part IV - Tribunals and Commissi ons - 3.3. 17
The Taskforce r ecommends t hat the Purposes of the Local Government Act be drafted as follows:
The purpose of t his Act is to provide

3.1.1
Purposes of the local
Government Act

(1)

a legal framework for the NSW system of local government in accordance w ith section 51 of t he
Constitution Act 1902 {NSW}

(2)

t he nature and extent of t he responsibilities and powers of loca l government

(3)

a system of local government t hat is democratically elected, interactive with and accountable to t he
community, and is sustainable, flexible, effective and maximises value.

The Taskforce recommends the inclusion of a new Role of local government and a set of Guiding Principles for
local government as follows:
Role of Local Government
The Role of l ocal governm ent is to provide local democracy, strategic civic leadership, stewardship and sound
govern ance to achieve sustainable social, economic, environmental, healt h and wellbeing and civic engagement
t hrough:
(1)

utilising integrated planning and r eporting

3.1.2

(2)

Role and Guiding
Principles of local
Government

working in cooperative arrangements with the community, other councils, State and Commonwealth
Governments to achieve and report outcomes based on community pri ority as established through
integrated planning and reporting

(3)

providing or procuring effective, efficient and financially affordable economic assets, services and
regulation

(4)

exerci sing democratic local leadership and inclusive decision-making

(5)

having r egard to the long term and cumulative effects of its decisions

(6)

va luing local difference and system diversity

(7)

committing to the application of the Guiding Principles of local government
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Topic

Recommendations
Guiding Principles of local Government
Guiding Principles to be observed by local government are to:

3.1.2

(1)

provide elected community·based representative and participatory local democracy, and open and
accountable government

(2)

foster and balance the needs, interests, social and economic wellbei ng of individuals, diverse groups
and community

(3)

adhere to the social j ustice principles of equity, rights, access and participation

(4)

encourage stewardship and facilitate sustainable, responsible management of resources,
infrastructure and development

(5)

consider future generations by protecting, restoring and enhancing t he quality of the environment
t o maintain ecologically sustainable development, reduce risks to human health and prevent
environmental degradation

(6)

ensure sustainable management and that all decisions incorporate considerations of risk
management and long-term sustainability

(7)

recognise the responsibility of other levels of government in the provision of local services while
accepting that local choices should be made at the local level wherever possible under the principle
of subsidiarity

(8)

achieve and maintain accepted best practice public governance and administration, and act fairly,
responsibly, ethically, transparently and in the public interest

(9)

optimise technology, and foster innovation and continuous improvement.

Role and Guiding Principles
of local Government
cont'd

The Taskforce recommends that the legal status of councils remains as a "body politic".

3.1.3
Constitution of Councils

3.1.4
Roles and Responsibilities of
Council Officials

The Taskforce recommends following consideration of the final report of t he Independent Pa nel, the roles
and responsibilities of mayors, councillors and general managers are reviewed to ensure they align with the
requirements of the strengthened IPR framework (see section 3.2.1 below) and any recommendations of the
Independent Panel that may be adopted by the State Government.

The Taskforce recommends
(1)

elevating IPR to form the central framework of the new Act and t he primary strategic tool that
enables councils to fulfil their civic leadership role and deliver infrast ructure, services and regulation
based on community priorities identified by working in partnership wit h t he community, other
councils and the State Government

(2)

strengthening and embedding the principles of IPR in t he Act more broadly, setting minimum
standards in the Act and defining process through regulation, codes and/or guidelines

3.2.1

(3)

Integrated Planning and
Reporting (IPR)

removing duplication from other parts of the Act, where the principle or practice is already captured
in the IPR legislation or guidelines

(4)

ensuring the legislation facilitates a strategic leadership role for councils in their local communities

(5)

moving sections of the Act to other legislation, in order to create an Act t hat better reflects the
strategic role of councils and the framework that ensures and enables that role. The Taskforce
proposes the outline displayed in Table 6 as t he chapter structure of the new Act

(6)

simplifying the provisions of IPR to increase flexibility for councils to deliver IPR in a locally
appropriate manner.

The Taskforce recommends
(1)

councils prepare t he most locally appropriate and flexible community engagement strategy
guidelines. This will provide communities the opportunity to engage, through the following and
other locally appropriate principles, and allow a flexible framework for continuing community
engagement. The principles for such strategy will:

a.

include commitment to the community being at the centre of local government using ongoing
engagement which ensures fairness in t he distribution of resources; rights are recognised and
promoted; people have fairer access to t he economic resources and services essential to
meet their basic needs and t o improve t heir quality of life; and people have better
opportunities to become informed and involved especially through use of technology

b.

consider and understand that persons who may be affected by, or have an interest in, a
decision or matter should be provided with access to relevant information concerning the
purpose of the engagement and the scope of the decision(s) to be taken

3.2.2
Community Engagement
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Topic

Recommendations
c.

consider and understand that interested persons should have adequat e tim e and reasonable
opportunit y to present their views to t he council in an appr opriat e manner and format

d.

ensure t hat the views presented to the council will be given due consideration

e.

consider and understand that councils, i n exercising their discretion as to how engagement will
proceed in any particular circumstance, will have regard to the reasonable expectations of the
community, the nature and significance of the decision or matter, the costs and benefits of the
consultation process, and to intergenerational equity

3.2.2
Community Engagement
cont'd
f.

arrange flexible special engagement procedures in particular instances

g.

consider all groups, even though it may be difficult to
and some groups w ill choose not to engage.

rP~ch

every diverse community group,

The Taskforce re commends that a performance system is developed that is linked to IPR and includes the
following elements:

3.2.3

(1)

a standard series of measures that can compare the performance of councils across the State

(2)

an analysis of the performance measures results so that councils can identify the actions required to
elevate performance

Perform ance of l ocal
Government

(3)

a self-assessment of the performance of the governing body on an annual basis

(4)

in lieu of an end of term report, councils provide a mid-term report as to progress wit h the Com munity
Strategic Plan.

The Taskforce recommends
(1)

as a general principle the Act should enable optimal, flexible and innovative use of technology by
council s to promote efficiency and enhance accessibility and engagement for the benefit of
constituents

(2)

the Act should allow each council t o determine the most appropriate use of technology taking into
account the Guiding Principles of local government and community engagement through the IPR
framework.

3.2.4
Technology

The Taskforce recommends

3.3.1

(1)

councils to have the option of using univer sal postal voting or alternative means of voting such as
technology assisted voting where feasi bl e as a means of increasing efficiency and voter participation
and reducing council cost s

(2)

the Act be drafted so as to enable the adoption of new technologies such as technology assisted voting
when feasible to do so

(3)

include mechanisms for removing the need for by-elections, w hen a vacancy occurs either in the fi rst
year following an ordinary council election or up to 18 months prior to an or dinary election as a means
of avoiding the hold ing of costly by-elections

(4)

a counting system should be adopted as an appropriate mechanism for filling vacancies that occur
within the first year following an ordinary election whereby the unelected candidate who had t he next
highest number of votes be appointed to fill the vacant position

(5)

councils to be requi red to fill vacancies occurring after the fir st year following an ordinary election and
up to 18 months prior to the next ordinary election by the postal voting method

(6)

where universal postal voting is used for any election, a candidate information booklet is to be
included in ballot packs as a way of increasing voter knowledge of t he candidates

(7)

the transfer of local government elections law to a single new Elections Act to consolidate all State and
local government election provisions along with t he regulation of campaign fin ance and expendit ure

(8)

the term of mayors elected by t he councillors to be extended from 1 year to 2 years.

Elections

The Taskforce recommends that the provisions relating to council meetings be:
(1)

consolidated into a generic mandatory Code of Meeting Practice that may if necessary be
supplemented to meet loca l requirements, provided the amendments are not inconsistent with the
provisions of the Act and standard Code of Meeting Practice

3.3.2

(2)

modernised and unnecessary prescri ption and red tape removed

Meetings

(3)

designed to facilitat e councils utilising current and emerging technologies i n t he conduct of meetings
and facilitating public access

(4)

flexi ble to enable remote attendance t hrough technology at council meetings in emergencies such as
natural disasters.
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Topic

Recommendations
The Taskforce recommends
(1)

the strategic responsibilities of the council be clearly separated from operational resp onsibilities and
be aligned with IPR by:
•

the council being responsible:
•

for determi ning those services and priorities r equired by t he communit y, and for providing
the necessary resources to achieve the council's Delivery Program; and

•

on the advice of the general manager, the council determine the organisation structure to
the level that directly r eports to the general manager

•

3.3.3
Appoi ntment and
Management o f Staff

the general manager being responsible:
•

for determining the balance of the organisation structure; and

•

for recruiting all staff with appropriate qualifications to fulfill each role w it hin the structure.
The general manager will consult with council regarding the appointment and dismissal of
senior staff

(2)

positions meeting the criteria as senior staff b e appointed under the prescribed standa rd contract for
senior staff, identified as senior staff positions withi n the organisation structure, and remuneration be
reported in the council's annual report

(3)

each council to determine ar rangements for regulatory respon sibilities other than under the Act

(4)

the current prescription in the Act relating to the advertising of staff positions and staff appointments
be transferred to regulation or to the relevant industr ial award

(5)

that the maximum term allowable for temporary staff appointments be extended from 1 year to 2
years

The Taskforce recommends
(1)

the Act include a mechanism enabling councils to form statutory entities to undertake regional
strategic collaboration activities. The Taskforce is of the view that, in place of Regional Organisations of
Councils, a model similar to that developed by the Hunter Councils - Council of Mayor s provides a
suitable mechanism for achieving regional strategic collaboration, with the exception of Western NSW.
ROCs could transition to a Council of Mayors to broaden joint collaboration between councils

(2)

the provisions of the Act relating to the formation of corporations and other entities should continue.

3.3.4
Regional Strategic
Organisations of Councils and
Formation and Involvement in
Corporatio ns and Other
Entities

3.3.S

The Taskforce does not propose changes to the liability provisions of the Act.

Protection from l iability

3.3.6

The Taskforce does not propose changes to the conduct provisions of the Act.

Code of Conduct
The Taskforce recommends
(1)

the pecuniary i nter est provisions be reviewed to ensure they are written i n plain language, easily
understood and with unnecessary red tape removed

(2)

consideration be given to utilising technology to assist with the submission and maintenance of
pecuniary interest disclosures and to facilitate appropriate access to this information, while ensuring
that privacy rights are protected.

3.3.7
Pecuniary Interest

The Taskforce recommends

3.3.8
Delegations

(1)

that the provisions of the Act relating to delegations be reviewed to ensure that they are streamlined,
written in plain language and are reflective of the roles and responsibilities of the council and the
general manager to facilitate the efficient, effective and accountable operation of local government.

(2)

that the exceptions to delegations of an operational nature not b e carr ied forward to the new Act,
ensuring the council focuses on strategic decisions, consistent w ith IPR. These would include for
example:
•

acceptance of tenders

•

provision of minor financial assistance to community groups

•

delegation of regulatory functions to another council or shared services body.
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Topic

Recommendations
The Taskforce recommends
(1)

there be greater focus on pri nciples and definition of financia l systems and minimum standards in
the new legislative framework and for assimilation of financial governance wit h the IPR
requirements

(2)

there be a realignment of the r egulat ory focus under the legislative framework towards systems and
risk management rather than process prescri ption

(3)

complementing the Guiding Principles of local government, t he new Act should articulate a set of
financial (or corporate) governance principles that align more effectively with the principles and
objectives of IPR, especially in relation to stewardship of resources and accountability. For example:
a.

3.3.9
Financial Governance
(4)

safeguarding integrity in financial reporting

b.

making timely and balanced disclosur es

c.

recognising and managing risk

minimum expectations be prescribed by legislation or sub-regulatory instrument. A potential
framework is:
a.

financial management governance and oversight

b.

financial management structure, systems, policies and procedures

c.

financial management reporting

(5)

financia l statement requirements be included under IPR annual reporting requirements

(6)

a further review of rating and finance matters be undertaken as required after the Independent
Panel recommendations are determined by t he State Government.

The Taskforce recommends
(1)

(2)

3.3.10

accountability
value for money

c.

probity, equity, fairness and risk management

d.

efficient and effective competition

e.

market assessment

main considerations for each principle be contained i n t he Act o r regulations, with further
considerations contained in guideli nes or a mandatory code

(3)

a council's procurement framework be consistent with its IPR framework
rather than the legislation setting a monetary threshold, a more flexible principles-based approach
be established to enable councils t o determine their threshold based on risk assessment of the
proposed procu rement and the procureme nt principles

(5)

regulation of pr ocurement support councils entering into collaborative procurement arrangements
and utilising technologies to assist with efficient, effective and economic procurement processes
that are accessible to all relevant stakeholders and are fair, open and transparent

(6)

a r egulation or code to express councils' default procurement framework

(7)

councils be qualified to adopt a more strategic approach through "earned autonomy" whereby:

(8)

Capital Expenditure
Framework

a.
b.

(4)

Procurement

3.3.11

the adoption of central principl es of procurement combined w ith a medi um level of regulation to
ensure support of the following principles:

a.

the Division of Local Government may exempt a council from compliance with a requirement
under the regulation or code where it is satisfied that a council's procurement framework is
consistent with the procurement principles; and

b.

qualification for a council's earned autonomy may be through an accreditation process or by
council's development and diligent maintenance of policies and practices that are consistent
wit h requirements issued by the Division of Local Government or other oversight entity.
Qualification by accreditation is preferred as this should increase the accountability of
councils to t he com m unity.

councils continue to be able to take advantage of purchasing from Commonwealth and State
Government procurement panels and the State Government policies which afford exemption from
tendering obligations such as when purchasing from registered Australian Disability Enterprises.

The Taskforce recommends a capital expenditure and monitori ng guideline be developed that integrates
with the IPR framework and enables the appr opriate management of risk by councils. This guideline should
be tailored to risk levels, including significance of the project, materiality and whole of life costs, and not
based on arbitrary monetary thresholds or procurement vehicles.
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Topic

Recommendations
The Taskforce recommends

3.3.12

(1)

that PPP projects continue t o be subject to regulation due to the significance of the risks involved

Public Private Partnerships
(PPP)

(2)

aspects that could be streamlined or simplified be identified and mechanisms for ensuring PPPs be
considered for inclusion in the IPR framework.

The Taskforce recommends council plans for t he compulsory acquisition of land be linked w ith the IPR

3.3.13

processes, and in particular the expressed opinion of the community in the Community Strategic Plan on the
need for additional public land or the ~:.le of public land be included in Delivery Program provisions.

Acquisition of Land

The Taskforce recommends
(1)

councils be required to strategically manage council-owned public land as assets through the IPR
framework

{2)

balancing reasonable protections for public land use and disposal by retaining the classification r egi me
of public land as either community or operational land and require a council resolution at the time of
acquiring or purchasing land to specify the classification, category and proposed use or uses

{3)

a proposed change in the use or disposal of community land be addressed thr ough the council's Asset
Management Planning and Delivery Program

{4)

a public hearing be held by an independent person where it is proposed to change the existing
dominant use or to dispose of community land, with the results of the public hearing to be reported to
and considered by the council before a decision is made

{5)

any use of a public hear ing or o t her consultation process under the Act be specified i n t he council's
Community Engagement Strategy

3.3 .14
Public Land

{6}

recognising the LEP zoning processes and restrictions applying to council owned public land

{7)

simplifying and reducing the categories and sub-categories of use to which community land may be
applied through the Asset Management Planning process so as to identify and accomm odate other
ancillary or compatible uses appropriate to the cur rent and future needs of the community

(8)

ceasing the need for separate plans of management for community land to be prepared and
maintained, and in lieu, utilise the Asset Management Planning and Delivery Program of the IPR
process

(9)

ceasing the need for a separate report to be obtained from the Department of Planning and the need
for ministerial approval where council proposes to grant a lease, licence or other estate over
community land in excess of the current 5 years, where an objection has been received by the council

(10)

proposed leases and licences be addressed as part of the council's Asset Management Plan and
adopted Community Engagement Strategy with the 30 year maximum term to remain unchanged.

The Taskforce recommends
(1)

regulatory provisions be reviewed to ensure t hat the Act provides guidance on regulatory principles
but contains flexibi lity and less prescription i n regu lation implementation, provision of statutory
minimum standards or t h resh olds, and councils havi ng discretionary "on-the-ground" functions

(2)

consideration be given to the notion of a risk based approval p rocess where persons or corporations
are given general approval to conduct certain w or k rather than dealing with applications on a
piecemeal basi s

(3)

within this fram ework, the prescriptive processes of approvals and orders b e streamlined and, subject
to risk assessment, be placed w here possible into regulations

(4)

removal of as many approvals and orders as possible and placing in specialist legislation if they cannot
be repealed

(5)

the principles for dealing w ith app rovals and orders be incorporated i nto a council's IPR framework
through the Delivery and Operational Plans, including adoption of an Enforcement Policy and any LAPs
and LOPS

(6)

penalties for offences in the Act and regulations be increased to ensure t hey are proportionate to the
nat ure of t he offence, and that the ability to serve a penalty notice sh ould be made an option for
additional offences

(7)

councils be required to adopt an Enforcement Policy stating what factors will be considered in
determining whether or not to take action, including the level of risk. The factors should be consistent
across all councils

3 .3.15
Approvals, Orders and
Enforcement

(8)

improving councils' ability to recover costs for conducting work on private land

(9)

aligning council powers of entry with contemporary legislative standards

(10)

increasing the time l imit for commencing summary proceedings from 6 to 12 months.
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Topic

Recommendations

3.3.16

The Taskforce supports changes proposed to water recycling provisions which w ill consolidate and simplify t he
legislative framework. Otherwise the Taskforce makes no r ecommendations regarding the structures for the
delivery of water and sewerage in non-urban areas, noting that the Taskforce gave t he issue consideration but
is aware this area is being dealt with by other reviews.

Water Management

The Taskforce notes

3.3.17

(1)

it is expected the Local Government Pecuniary In terest and Disciplinary Tribunal will be consolidated
into the newly constituted NSW Civil and Administrative Tribunal

(2)

the Independent Panel is examining the issue of structures and boundaries, how boundary changes
might be facilitate(!, and possi ble change of method of operation of the Local Government Boundaries
Commission and accordi ngly makes no comment pending the outcom e of this r eview

(3)

consideration be given whether to merge the Local Government Remuneration Tribunal w ith the
St atutory and Other Officers Remuneration Tribunal.

Tribunal s and Commissions

The Taskforce recommends

3.3.18

(1)

consistent with Taskforce recommendation 1.3, t hat in place of sections 23A and lOB(S) that the Act
empowers the Dir ector General to issue mandatory codes on operational and governance matters
relevant to local government

(2)

a formal Oath of Office for councillors is introduced as a mechanism for inducting councillors into their
role and reinfor cing the serious nature of the role and the chief responsibilities and duties t he role
entails

(3)

the provisions of the Act governing councils' expenses and facilities policy are reviewed to ensure they
are streamlined and unnecessary red tape eliminated

(4)

a review be undertaken of cir cumstances that do not invalidate council decisions and including
consideration of the appropria teness of adding the follow ing to those circumstances that do not
invalidate council decisions - "a failure to comply with the consultation and engagement principles"

(S)

conferring authority on councils to allocate, maintain and enforce property numbering

(6)

councils be provided with an effective means to regulate camping in vehicles on road and road related
areas

Other Matters

(7)

the following matters be reviewed dependi ng on the outcomes of other reviews currently incomplete:
a.

how councils are financed, particularly rating. The Taskforce consistently received feedback
detailing issues with the provisions of the Act relating to how councils are financed

b.

community engagement to ensure consistency with t he planning community participation
proposals under the new Planning Act if adopted

c.

Tribunals and Commissions, particularly the role and functions of the Boundaries Commission
to ensure that the Act supports recommendations of the Independent Panel adopted by the
State Govern ment

d.

roles and responsibilities of council officials. It is essential that the Act clearly defines the roles
and responsibilities of the mayor, councillors and the general manager. The Taskforce
recommends that these definitions are reviewed to ensure they reflect recommendations of
the Independent Panel adopted by the State Government.
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Topic

Recom mendations
The Taskforce recommends
(1)

a separate Act for the City of Sydney be retained (pending the report and recommendations of t h e
Independent Panel) noting that the Sydney City Council is also subject to the provisions of the Local
Government Act

(2)

the electoral provisions applying to the Sydney City Council be transferred from the CoSA to a new
Elections Act, as recommended at section 3.3. 1 above, thereby providing a single repository for NSW
electoral law

(3)

residents of the City of Sydney who are at the relevant date enrolled, within the meaning of the
Parliamentary Electorates and Elections Act 1912, on the roll for any electoral district and whose place of
living as described on the rolls is within the City of Sydney, shall be entitled to one vote provided that if a
person is so entitled to vot e because they are a resident of the City of Sydney, they shall not be entitled to
be enrolled as an elector in any other capacity

(4)

(i) that persons present ly entitled to vote and corpor ations who are entitled to nominate a person to vote
on its behalf to vote under the CoSA at Council elections be entitled to enroll to vote
(ii) that persons, other than those on the roll as set out in recommendation 4.1(3) being presently entitled
to vote under the CoSA at Council elections, retain that entitlement to enrol to vote. If a person so entitled
to enrol to vote or a corporation who is entitled to nominate a person to enrol to vote on their behalf has
not enrolled to vote by the due date or being a corporation nominated a person to enrol to vote on their
behalf by the due date, then those persons so entitled to vote as individuals or on behalf of corporations
shall be deemed to be enrolled to vote at the Council election

4.1
City of Sydney Act

(iii) in the case of corpor ations, if no nomination has been made by a corporation of a person to be entitled
to vo te on behalf of the corporation the Council will, from the records of ASIC, as mentioned in
recommendation 4.l(S) hereof, enroll the first director in alphabetical order to vote on behalf of that
corporation and if that director may be disqualified to vote for any reason, the next director in alphabetical
order until a director is validly appointed to vote on behalf o f the corporation
(5)

the Sydney City Council determines, from all available Council information and records as well as
information provided by ASIC, the person deemed to be entitled to vote on behalf of non-resident owners
and corporations

(6)

to determin e the occupiers entitled to vote, the Sydney City Council canvas the businesses within the City
of Sydney six months before council elections to determine su ch entitlement

(7)

the non-residential rolls be prepared and maintained by the Sydney City Council with the General Manager
of the Council to certify the rolls

(8)

for the Sydney City Council election, the postal voting method be compulsory for all people enrolled or
deemed to be enrolled as non-re sidential enrollees

(9)

that non-compulsory candidate information be required to be distributed with the ballot papers sent out as
part of the postal voting procedure, limited to a photo of the candidate and 250 words

(10)

that those enrolled as non-resident enrollees shall remain on the rolls for two ordinary elections unless
they sooner loose their qualification or are disqualified from being an enrollee.
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3.1.0

Structure and Elements of the New Local Government Act

3.1.0

The Taskforce recommends that the new Act is structured with the
following elements:

Part I - Structural Framework of Local Government in NSW
•

Purpose of Local Government Act - 3.1.1

•

Role of Local Government - 3.1.2

•

Guiding Principles - 3.1.2

•

Legal Status of Councils (includes Establishment) - 3.1.3

•

Roles and Responsibilities of Council Officials- 3.1.4

Part II - Strategic Framework for Local Government in NSW
•

Integrated Planning and Reporting - 3.2.1

•

Community Engagement - 3.2.2

•

Performance of Local Government - 3.2.3

Part Ill - Council Operations
•

Governance Framework - 3.3.1 - 3.3.8

•

Financial Practices - 3.3.9 - 3.3.11

•

Public Private Partnerships - 3.3.12

•

Public Land -3.3.13 - 3.3.14

•

Regulatory Functions - 3.3.15 - 3.3.16

•

Other functions

Part IV - Tribunals and Commissions - 3.3.17

3.1.1

Purposes of the Local

3 . 1.1

Government Act

The Taskforce recommends
that the Purposes of the
Local Government Act be
drafted as follows:

Commentary
There were comparatively few suggestions in
the submissions for change or additions to the
Purposes. It is the view of the Taskforce that a
genuinely best system of local government
should contain all the attributes in part three of
this recommendation.

The purpose of this Act is to provide
(1)

a legal framework for the NSW system
of local government in accordance with
section 51 of the Constitution Act 1902
(NSW)

(2)

the nature and extent of the
responsibilities and powers of local
government

(3)

a system of local government that is
democratically elected, interactive with
and accountable to the community, and
is sustainable, flexible, effective and
maximises value.
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3.1.2

Role and Guiding Principles of Loca l Government

Commentary
The importance that the Act clearly articulates
the Role and Guiding Principles for local
government was evident from the workshops

Guiding Principles of Local
Government

and written submissions. Having considered the
responses the Taskforce has amended the
recommended Role and Guiding Principles for
local government to replace the current Charter.

3.1.2

Guiding Principles to be observed by local
government are to:
{1)

provide
elected
community-based
representative and participatory local
democra cy, and open and accountable
government

(2)

foster and balance the needs, interests,
social and economic wellbeing of
individuals,
diverse
groups
and
community

(3)

adhere to the social justice principles of
equity, rights, access and participation

(4)

encourage stewardship and facilitate
sustainable, responsible management of
resources,
infrastructure
and
development

(5)

consider
future
generations
by
protecting, restoring and enhancing the
quality of the environment to maintain
ecologically sustainable development,
reduce risks to human health and
prevent environmental degradation

(6)

ensure sustainable management and
that
all
decisions
incorporate
considerations of risk management and
long-term sustainability

(7)

recognise the responsibilit y of other
levels of government in the provision of
local services while accepting that local
choices should be made at the local
level wherever possible under the
principle of subsidiarity

(8)

achieve and maintain accepted best
practice
public
governance
and
adm inistration,
and
act
fairly,
responsibly, ethically, transparently and
in the public interest

(9)

optimise
technology,
innovation
and
improvement.

The Taskforce recommends
the inclusion of a new Role
of local government and a
set of Guiding Principles
for local government as
fo l lows:

Role of Local Government
The Role of local government is to provide
local democracy, strategic civic leadership,
stewardship and sound governance to achieve
sustainable social, economic, environmental,
health and wellbeing and civic engagement
through :
(1)

utilising
integrated
reporting

planning

and

(2)

working in cooperative arrangements
with the community, other councils,
State and Commonwealth Governments
to achieve and report outcomes based
on community priority as established
through
integrated
planning
and
reporting

(3)

providing or procuring effective, efficient
and financially affordable economic
assets, services and regulation

(4)

exercising democratic local leadership
and inclusive decision-making

(S)

having rega rd to the long term and
cumulative effects of its decisions

(6)

valuing local
diversity

(7)

difference and system

committing to the application of the
Guiding Principles of local government

and
foster
continuous
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3 . 1.3 Consti t ution of Councils
Commentary
The Taskforce received some feedback that the
legal status of councils should be returned from
being a "body politic" to a "body corporate". In
the submissions the view was expressed that
councils as a body politic are unable to apply for
construction work on Australian Government
funded projects as they are not corporations.
However, no firm evidence was provided to
support this view. The Taskforce considered the
submissions and has formed the view that at this
time there is no compelling reason to
recommend that the legal status of councils is
changed.

3 .1. 3 The Taskforce recommends
that the legal status of councils remains as a
"body politic" .

3 . 1.4

Roles and
Responsib i lities of
Council Officials

Commentary
The Taskforce recognises the importance of the
Act clearly defining the role of the elected
councillors, the mayor and the general manager.
The Taskforce acknowledges that under its
terms of reference the Independent Panel is
reviewing this matter. Accordingly the Taskforce
has not considered this topic in detail.

3.1.4

The Taskforce recommends

following consideration of the final report of the
Independent
Panel,
the
roles
and
responsibilities of mayors, councillors and
general managers are reviewed to ensure they
align with the requirements of the strengthened
IPR framework (see section 3.2.1 below) and
any recommendations of the Independent
Panel that may be adopted by the State
Government.
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From: Tim Hurst [mailto: Ii
J
Sent: Wednesday, 10 February 2016 5:43 PM
Toi''
Subject: RE: ICAC: CP request for documentation [DLM=Sensitive]

Hi'
just confirming that the s.22 documents have been prepared and will be
hand delivered in the morning. We weren't able to get them to you this evening as
they need to be driven up to Sydney from Nowra.
In terms of the additional questions I'm happy to respond by email as follows:

Are Local Government Councils legally required to give OLG copies of
their annual external auditors report (Management Letters) as well as the Financial
Statements?
There is no statutory requirement for councils to give OLG copies of Management
Letters written by external auditors. They are only required to provide a copy of
the auditor's reports (a report on the general purpose financial report and a
report on the conduct of the audit, as defined in the Local Government Act) .

If so, does this include Councils' responses to issues raised in
management letters?
Not applicable.

If so, does OLG provide any feedback/comment about the issues raised by
external audits ~ and to whom would feedback be addressed (e.g. General Manager,
Council Audit Committees)?
Not applicable.

What direction, if any, does OLG give about who external auditors should
submit management letters to in Council
(e.g. either a position or a Council
committee)?
The OLG does not give any direction in relation to who should submit management
letters.

What position(s) or Committee(s)
Management Letters?

(etc) in Council should be able to see

The Responsible Accounting Officer is responsible for keeping the council's
accounting records. The General Manager must ensure that the provisions of the Act
and Regulations relating to councils' financial obligations or the keeping of
accounts by council are complied with. Senior executives that are responsible for
implementing actions as suggested in a management letter may also be required to
see management letters.

I of 3

Do OLG learn about issues (of concern) that are raised in Council Audit
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Committees? If not, then how do OLG identify issues of concern (this relates to
the orocess of the 'list' we have asked for in the S22l?
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Do OLG learn about issues (of concern) that are raised in Council Audit
Committees? If not, then how do OLG identify issues of concern (this relates to
the process of the 'list' we have asked for in the S22)?
No. The OLG reviews financial reports, reviews the auditors reports, reviews
Pul?-1.icly ,,p,..vailable council information, uses financial data to perform a risk
analysis and also discusses the issues with councils in most circumstances to
assess the level of complexity and risk.

If you need any more information on this or any other matter please let me know.
Regards,
Tim.

From:
llifHYPERLINK "rnail~111r111.r1111•···1 •.Y.•
Sent: Tuesday, 9 February 2016 4:43 PM
To: Tim Hurst
Subject: RE: ICAC: CP request for documentation [DLM=Sensitive]

7

Hi Tim

Thank you very much for providing the information we needed to send the 822, which
hopefully by now you have had sight of, and I also thank you in anticipation of
receiving the documents very soon.

In addition, I have a few more questions to ask of you, or a relevant staff
member.
In the interests of speed, I've noted them below with the intention of
calling you to discuss further.
If it suits you better to respond by email, that
would also be great.

Are Local Government Councils legally required to give OLG copies of
their annual external auditors report (Management Letters) as well as the Financial
Statements?
If so, does this include Councils'
management letters?

responses to issues raised in

If so, does OLG provide any feedback/comment about the issues raised by
external audits - and to whom would feedback be addressed (e.g. General Manager,
Council Audit Committees)?
What direction, if any, does OLG give about who external auditors should
submit management letters to in Council
(e.g. either a position or a Council
committee)?
What position(s) or Committee(s)
Management Letters?

{etc) in Council should be able to see

Do OLG learn about issues {of concern) that are raised in Council Audit
Committees?
If not, then how do OLG identify issues of concern (this relates to
the process of the 'list' we have asked for in the S22)?
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All the best for now,
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6.

Findings and Recommendations

6.1

Main Findings

From its assessment of the 152 Councils and its analysis of the outcomes, TCorp's main findings are:
1. Operating deficits are unsustainable • The majority of Councils are reporting operating
deficits. In 2012 only one third of Councils (50) reported an operating surplus. Over the 2009
to 2012 Review Period, based on the analysis, the cumulative operating deficits for all
Councils in NSW totalled $1.0b. The Asset Revaluations process, introduced over the 2009 to
2012 period, (a necessary change to reflect Accounting Standards), has adversely impacted
reported operating results due to increased depreciation charges. Whilst operating deficits
may be acceptable from time to time, continuing deficits will not allow Councils to maintain or
expand their assets and services, or address their Infrastructure Backlogs
2. 2012 operating deficits are understated· The cumulative operating deficit of all Councils in
2012 of $288m understates the severity of the current position. In the 2012 financial year the
Federal Government prepaid half of the 2013 Financial Assistance Grants which most
Councils declared as revenue in 2012. Removing the impact of this prepayment results in the
normalised deficit for the 2012 financial year being $469m, an increase of $181 m
3.

Sustainability is deteriorating • The sustainability position is expected to deteriorate over the
short term for nearly 50% of all Councils, based on current LTFP. Should the current Outlooks
eventuate, 70 of the 152 Councils in NSW (46%) would be rated as Weak or lower within
three years

4. Consultation with the community is required · Addressing the expected continued
deterioration of Councils financial positions will require an extensive consultation process with
the community to consider a combination of revenue increases, expenditure reductions and
service level reviews
5. Need to prevent further deterioration • Achieving a breakeven operating position for
Councils is one factor that will assist in preventing further deterioration in the financial position
of the local government sector. The achievement of a breakeven operating position would
provide sufficient funds to meet future requirements for maintenance of assets and services,
but it would not provide sufficient funds to address the current (2012) reported Infrastructure
Backlog of $7.2b, nor any as yet unquantified asset maintenance funding gap that may exist
6. Improved focus created by the IP&R process · The introduction of the IP&R process in
2009 has increased Councils' focus on longer term planning and strategy. TCorp recognises
that Councils are at different stages of implementing the full suite of IP&R requirements.
Continued work on refining AMPs, and methodologies for valuing Infrastructure Backlog will
improve the quality of LTFPs and assets information over time. Council's who have not as yet
completed their initial work under the IP&R process, need to do this urgently to provide a
clearer picture of their financial status and future financial requirements
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7. Asset management planning is improving - Asset planning is improving but will require
further (and ongoing) iterations for most Councils. Whilst the majority of Councils have now
completed their initial AMP, the analysis and discussions with Councils indicates that it can
take a number of iterations before a high level of certainty can be attached to the outputs of
the AMP
8. An asset maintenance gap exists - Councils reported expenditure on the maintenance of
their assets shows an annual shortfall in spending on asset maintenance. In 2012 alone the
reported maintenance gap was $387m across the local government sector in NSW, and has
totalled $1 .57b over the last four years
9.

Regional performance varies - There is a higher proportion of Councils rated as Weak and
Very Weak in the north coast region and the far western region of the State, compared to
other regions. The reasons for the weakness varies between the regions, highlighting that
both areas with growing and declining population can have a weak sustainability position

10. Population density is a key factor- There is a strong positive correlation between the
population density of a LGA and the ability of a Council to generate its own revenue so that it
can be self funding. Lower population density means that Councils have a greater reliance on
receiving external operating grants and contributions
11. Depreciation rates and expenses, and methodologies vary across Councils - TCorp's
analysis shows that depreciation rates as a proportion of infrastructure asset values are higher
for Councils that TCorp has rated as weaker in terms of their FSA. This indicates that further
work may need to be undertaken in respect of the analysis of depreciation, particularly for
lower rated Councils to ensure that they are depreciating assets at the correct rate to reflect
the applicable asset lives. Abnormalities such as accounting gains and losses when Councils
replace their assets can also arise if incorrect depreciation rates are used
12. Liquidity levels in Councils are generally considered to be acceptable and in some
cases overly conservative - 93% of Councils (142) met or exceeded the Unrestricted
Current Ratio in 2012, indicating strong liquidity positions exist. 78 Councils reported an
Unrestricted Current Ratio of more than 3.0x versus a benchmark of 1.5x, indicating overly
conservative practices are adopted that could be reviewed to improve performance. 19
Councils recorded a Cash Expense Ratio of above 1Omonths coverage of cash expenses in
2012. Some Councils could increase their use of term deposits to enhance investment
returns
13. Management of cash reserves and invested funds - Councils have been increasing their
cash reserves and invested funds with $6.8b held as at 30 June 2012. In 2012, invested
funds by Councils increased by $530.0m from 2011 largely driven by the Federal government
decision to prepay half of the 2013 FAG. It is important to note Councils are required to hold a
substantial percentage of their funds for restricted purposes (eg Section 94 contributions).
The level of restricted funds varies across Councils but can be up to 80% for some Councils
(and averages 50% to 60%). Councils' investments in the credit troubled Collateralised Debt
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Obligation market has reduced significantly with total exposures reducing from nearly $600m
in 2008 to less than $100m as at 30 June 2012
14. Whilst the reported Infrastructure Backlog across all Councils as at 30 June 2012 has
decreased marginally to $7.2b, these numbers are not audited and require further
refinement - TCorp's analysis indicates that there is not a consistent methodology adopted
across all Councils in calculating the Infrastructure Backlog value. Additionally, some Councils
are still working on their initial AMP and determination of their Infrastructure Backlog value.
The level of AMP development varies across Councils from high level desktop estimates to
detailed condition reports
15. Long term financial planning is improving but further work needs to be done - Under the
IP&R process, Councils are moving from a short term budgeting focus to a longer term
financial forecasting focus. Further improvements are still needed, particularly in linking AMPs
and strategic plans to the financial plans. This will provide an understanding of the future
funding requirements and enable the development of strategies
16. The transparency of the rate setting process is improving as IPART continues its work
in this area - The SRV methodology used by IPART allows Councils to seek rate increases
over and above the rate peg increases granted each year. With the community consultation
process, this provides an opportunity for the constituents to determine their level of
satisfactory service and their capacity to pay for this
17. There are a small number of Councils increasing their charges at rates lower than CPI Councils need to consider the impact on their financial position of decisions to not increase
charges at levels consistent with the cost increases of delivering services. Councils need to
balance their consideration of their long term financial position with the community's desires
for low rates and charges
18. Water and Sewer Funds should be self sufficient and not incur financial deficits that
undermine the overall financial position of the Council - Where Councils provide water
and sewer services, these need to be provided on the basis that they generate sufficient funds
to meet ongoing operating and capital costs. The analysis indicates that there are a small
number of Councils where these funds are operating at deficits
19. Major projects expertise and resources available to Councils need to be considered
before committing to projects - The analysis shows that some Councils are not resourced
to deal with the complexities of major projects, such as large civic or entertainment facilities.
Careful consideration of all requirements including ongoing operational costs should be
included in the preparation of overall business plans and individual project plans to ensure that
projects are effectively delivered and do not become an unexpected financial burden for
Councils
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20. Access to skilled staff can be an issue particularly for more remote Councils - Providing
assistance to Councils in respect of specialist skills such as engineering and finance needs to
be considered. Some form of shared resource may be appropriate where a resource can
cover two or more Councils
21. Debt is underutilised and there are opportunities for it to be structured in a more cost
effective manner - Some Councils have low or zero debt, strong cash flows and outstanding
Infrastructure Backlogs. For some of these Councils the use of debt can be an efficient
means of addressing Backlog issues, enhancing intergenerational equity and improving asset
quality and services. For many Councils with existing debt, overty conservative debt
management practices are adopted which could be improved to deliver enhanced value and a
lower cost of funds for Councils
22. There are opportunities for improving the consistency of reporting Council data - One
of the difficulties with undertaking the assessment process has been that in some cases,
comparative data is prepared on inconsistent bases across Councils. Many of these issues
can be simply resolved by providing clearer guidelines for Councils so that a consistent
methodology is adopted
23. Cost shifting occurs between different levels of government - TCorp has sighted
examples of instances where Councils have been adversely impacted by other levels of
government transferring responsibility for certain assets without appropriate funds being
provided. Examples of cost shifting include where a State and/or regional road is re-classified
as a local road and the responsibility for these assets are transferred to the local Council
without adequate compensation to maintain the assets. Other examples include revenue
generating activities, such as the operation of caravan parks, that Councils have used to cross
subsidise maintenance or other services, being taken from them without adequate
compensation or recognition of the adverse impact on the Council
24. Shared services are not necessarily the solution to all problems - There have been, and
continue to be, a number of examples where shared services have been a major failure.
Establishing the correct governance structure is critical to the success of shared services.
TCorp sees some value in the use of shared resources particularly for smaller regional and
rural Councils where a highly skilled resource such as an engineer could be 'shared' by more
than one Council. Positive examples of resource sharing include joint procurements and
coordinated road maintenance scheduling between adjoining Councils
25. The provision of capital grants to build non-commercial projects can adversely impact
Councils - Some Councils have been adversely impacted by using one-off capital grant
funding to construct major and often non-core assets such as entertainment or recreational
facilities that burden the community for future years as the facilities cannot be operated on a
commercial or break even basis. In such circumstances, other services may have to be cut to
pay for the operating costs of the new assets. Such a strategy is acceptable so long as the
community is aware and accepting of this trade-off
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Based on the findings from its review into the financial assessment and sustainability of the local
government sector in New South Wales, TCorp's recommendations are:
1. At least breakeven operating positions are essential - Councils need to achieve at least a
breakeven operating position on an on-going basis. The future sustainability of Councils is
dependent upon generating sufficient funds to meet the costs of maintaining and renewing
assets to deliver services. Councils who have been operating with deficits and are forecasting
to continue to do so, are not generating sufficient funds to continue providing services and
renewing assets at their current levels. These Councils need to develop options to correct this
position. Such options will necessarily involve extensive consultation with their communities,
and will need to consider options for revenue increases, reductions in expenditure, and
reviews of existing service levels and standards. Surpluses generated can be used to
address Infrastructure Backlogs
2.

Pricing paths are needed for the medium term - IPART, DLG and Councils should work
together to consider the development of a medium or long term, and achievable, pricing path
so that Councils can achieve at least a breakeven operating position. A clear strategy across
the local government sector is needed to promote future sustainability for Councils

3. Rate increases must meet underlying costs - Future increases in all rates and annual
charges for Council services should be based on the underlying cost of delivering these
services and the annual movement in the cost of these services. Where a decision by Council
is made to increase rates and charges at a lower than required factor, the impacts of such
actions must be clear in the context of each Council's sustainability
4. Asset management planning must be prioritised - Councils need to prioritise the
completion and validation of their AMP and Infrastructure Backlog values so that a clear
picture is available as to the total funding requirements in respect of their assets. Without this
certainty, Councils cannot accurately forecast their future funding requirements and put in
place appropriate strategies
5. Councillor and management capacity must be developed - Councils and the DLG should
continue to articulate the benefits of the IP&R process, by increasing the focus on linking long
term strategies, asset management planning and long term financial forecasting to assist with
decision making and promoting sustainability. Enhancing the knowledge and skills of Council
management and elected officials, particularly in respect of the importance of financial and
asset management, would greatly assist in this area
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6. Improved use of restricted funds - A review of the system and guidelines for accessing
restricted funds is needed. Under the current requirements, most Councils are required to
hold substantial funds in reserve for specific purposes, often for lengthy periods of time. On
average 50% to 60% of funds held by Councils are externally restricted. Being able to access
more of these funds (eg through s 41 Ointernal borrowing arrangements) could allow Councils
to meet current asset renewal and maintenance requirements and be a more efficient use of
funds
7. Increased use of debt - Debt is underutilised by some Councils and there are opportunities
for more cost effective borrowing and debt management. Some Councils have low or zero
debt, strong cash flows and outstanding Infrastructure Backlogs. For some of these Councils
the use of debt can be an efficient means of addressing Infrastructure Backlog issues,
enhancing intergenerational equity and improving asset quality and services. For many
Councils with existing debt, overly conservative debt management practices are adopted
which could be improved to deliver enhanced value and a lower cost of funds for Councils
8. DLG should consider developing and implementing training programs for Council staff
and Councillors in financial management and planning - In particular, training in the
development of effective LTFPs would promote a greater understanding of the impact of
decisions made by Councils on their finances. The assessment indicates that some Councils
need assistance in understanding how to approach the development of an effective LTFP. For
example, the use of a base case and various scenarios with supporting data that aligns with
Councils' strategic plans
9. Consideration be given to providing Councils with a standard set of economic and
financial assumptions to be used in preparing their LTFP- Standardising the assumptions
such as CPI forecasts, and increases in residential rates would assist in comparative data
analysis and consistency of forecasts
10. Councils should look to identify their skills gaps and seek to address these needs,
particularly in the areas of engineering, and financial management and reporting - For
smaller Councils the use of a skilled resource shared across two or three Councils could
assist in providing access to the necessary skills
11. A review of the current IP&R guidelines should be conducted - With the IP&R system
having been in place since 2009, TCorp considers that it is opportune for DLG and Councils to
conduct a review to see if improvements in the guidelines and methodologies are needed.
Potential areas for review include reporting definitions, calculation methodologies covering
areas such as the Infrastructure Backlog, (including the meaning of 'satisfactory' standard)
and the calculation of data included in the various Special Schedules required to be presented
as part of each Council's annual reporting
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12. A review be undertaken to ensure that the current Special Schedules (particularly
schedules 7 and 8) attached to each Council's annual accounts are providing relevant
information - Councils are currently required to provide a range of additional asset and
maintenance information. The TCorp review process has shown that inconsistent approaches
to preparing the information in these Schedules are adopted by Councils. It is considered
appropriate that information in these Schedules should be relevant and consistently prepared
across Councils to allow for comparative analysis and facilitate informed decisions in respect
of any issues raised
13. Consideration be given to have the Special Schedules attached to each Councils
annual accounts audited to verify the accuracy of the information - TCorp's review
process has shown an inconsistency in the approach of Councils to calculating the data
included in these Schedules, particularly Schedules 7 and 8. Without a high level of
confidence in the data presented, it is more difficult to make informed decisions. Including
these Schedules in the annual audit process would promote a higher level of accuracy
14. A review should be conducted to ensure that a consistent approach to auditing of
annual accounts is being undertaken - The TCorp assessment process has shown
examples such as where the treatment of items of expenditure on assets may be expensed by
some Councils but capitalised by others. Whilst not widespread, there would be value in
having a consistent approach from Councils including an over-riding audit review, perhaps by
the Audit Office of NSW to ensure that a consistent approach to audits and accounting
treatment is occurring
15. Further development and analysis of the benchmarking data and methodologies is
required - The work undertaken to-date by TCorp has generated a significant amount of data.
Some of the benchmarks TCorp has adopted have not been used or seen by Councils prior to
the work. TCorp consider that further development of the benchmarking work would prove
beneficial to the sector and ultimately could be used for an analysis across the Australian local
government sector. For example, the methodology needs to be refined to take into account
the differences that exist between Rural and Urban Councils
16. Councils should arrange for a regular independent review of their financial position to
be undertaken - A review process on at least a three yearly basis could be used to inform
Councils and promote improved forecasting, reporting, consistency of methodologies and
decision making

17. Treasury management policies need to be reviewed to improve Council management of
liquidity • The variable performance across the Council sector indicates that some Councils
are not managing their cash reserves to the most efficient level with cash reserves left in bank
accounts earning low interest, rather than utilising term deposits or other approved investment
facilities with higher yields. This is illustrated where our analysis has shown Councils holding
relatively high levels of cash and not taking advantage of investments in approved instruments
such as term deposits. Further, Councils with high Unrestricted Current Ratios could improve
their financial performance with improved use of their funds. In 2012, 78 Councils had
Unrestricted Current Ratios of over 3.0x which is a level twice the benchmark
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18. A full analysis of the depreciation and AMP methods being used be conducted to
ensure that Councils are depreciating assets in an accurate and consistent manner •
TCorp's analysis has revealed a significant range of average depreciation rates used by
Councils across the sector. Average depreciation rates for infrastructure assets vary from
2.5% to more than 5.0%. Such a range appears too large and further analysis needs to be
conducted to validate the depreciation and AMP information. With depreciation expense
being a significant portion of Council's annual expenses, this is an important exercise to
ensure Councils can adequately fund the replacement and renewal of their depreciating
assets on an ongoing basis
19. The potential use of alternative funding and provisioning arrangements for expenses
such as Workers Compensation be investigated - Opportunities exist for considering
alternate models for such expenses. There are examples where Councils have adopted such
alternate models and achieved significant financial savings. This analysis could be extended
to the overall costs associated with workers compensation costs in the local government
sector
20. Consideration be given for Councils to be offered assistance by some State
government agencies in respect of major and complex asset procurements - The State
government has available through its existing resources, in-house skills that could be used to
provide assistance to local government
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1.5

Factors Affecting Sustainability

1.5.1

Population and Demographics

Treasury Corporation

The graph below shows that Councils in regional and rural areas (DLG Groups 4, 8, 9, 10 and 11) have
a much higher value of infrastructure assets per person to maintain. As these Groups also have lower
population densities this increases the pressure on local ratepayers to fund infrastructure.
Graph 2 - Amount of Infrastructure Assets per Person (by DLG Group)
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Population density compared to the amount of infrastructure managed by a Council is an important
factor in determining the sustainability of a Council. Graph 2 shows on the horizontal axis the dollar
value of infrastructure assets per person in the LGA. This excludes land and property, plant and
equipment. The graph shows a distinct difference between Urban Councils in Groups 1 to 7 compared
to the Rural Councils in Groups 8 to 11. Urban Councils generally have less of the cost of the
infrastructure burden per resident. Each resident in a Rural Council has to support a greater amount of
infrastructure asset. This is generally due to the lower population density in rural areas compared to
the volume of assets, particularly length of roads.
It is important to note, that Councils in groups such as 8, 9 and 10 which had the higher dollar value of
infrastructure assets per resident also had the highest proportion of Councils rated Weak and Very
Weak. Group 11 Councils which are rural in nature had a much lower proportion of Councils in the
Weak and Very Weak categories. This Group also had a lower rate of dollar value of infrastructure
assets per resident compared to the other rural Council groups.
If a Council has a higher proportion of residents compared to its infrastructure value, it is generally less
reliant on external sources of funds, more financially flexible and more likely to be self sustaining.

1.5.2

Features of a Sustainable Council

While a high population density and low reliance on external sources of funds are important factors to a
sustainable Council, other factors which can assist their sustainability position include:
•

•

•

Quality management and staff
o An experienced management team which understands the business and are
focused on sustainability
o Appropriately qualified engineering staff who are able to understand relevant tasks
required
o Skilled grant officers and financial reporting staff which produce quality reporting
data to assist in decision making and in the application for grants
o Ability to attract and secure quality and skilled employees
o Rural Councils are able to use State road contracts to provide some critical mass for
the Council's roadwork team and equipment. It also helps in attracting and retaining
expertise in the engineering area
A responsible Council that understands its role
o It is important for the Council to have a long term vision particularly when it manages
assets with long useful lives
o In respect of capital expenditure, Councils should concentrate on 'fit for purpose'
standards for its assets and at levels agreed with the community
Good reporting and budgeting
o Conservative budgeting can be used as a tool to keep pressure on operating
budgets. Surpluses generated can be allocated for capital expenditure
o Producing good quality data and reports so that a Council is able to secure its
appropriate entitlement of grants, such as flood grant funding
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Regional Factors Impacting Sustainability
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In conducting the review, TCorp has identified particular geographical regions which had relatively
lower FSR and Outlooks when compared to other regions. This is not to say that all Councils in these
areas were lower rated, with some regions having a large range of outcomes from Sound to Very
Weak. In particular, two regions stood out as having lower FSR and Outlooks.
These two regions are firstly, the coastal and near coastal areas of the north coast of NSW, where 11
Councils are rated by TCorp as being in the lowest 24 FSR rated Councils in NSW. The second region
covers the most western areas of NSW where eight Councils are in the lowest 24 FSR rated Councils
in NSW.
We have considered these further and identified some factors affecting these regions.
In the north coast region, many of these Councils have some or all of the following characteristics:
•
•
•
•

Highly prone to floods and storms (which have been prevalent in recent years)
The coastal Councils suffer from holiday peak crowds that place great pressure on facilities
Due to the popularity of many of these Council areas for retirement, ageing populations are a
significant issue
High demand for a large variety of services due to the age mix of the local (and tourist)
populations

In the western region, most of these Councils have some or all of the following characteristics:
•
•
•
•
•

Declining populations
Large land areas and road networks
Very low population densities
Low rate bases, so Councils are heavily reliant on government operating and capital grants
Susceptible to the full range of natural disasters of drought, floods and bushfires

Whilst many other Councils in NSW will also have some or all of these features, they are not in general
affected by these factors to the same extent as these two regions.

1.5.4

Urban Councils

Given that population density is an important factor in sustainability, a lesser portion of Urban Councils
have been assigned a Weak or Very Weak rating compared to Rural Councils. However, 19.8% of
Urban Councils are still considered Weak or Very Weak. Most of these Councils were in regional areas
outside of Sydney. Some of the factors which contributed to a low FSR score for Urban Councils are:
•
•
•

Substantial increases in employee expenses, particularly workers compensation costs and
superannuation
High Infrastructure Backlogs and an inability to reduce this in the short term
Underspending on asset maintenance and renewal
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•

1.6

Incomplete AMPs and Asset Revaluations which presents risks to their forecasts and reported
numbers
Substantial and unmitigated risks from undertaking major projects

Infrastructure Backlog

GraQh 3 • Total Infrastructure Backlog for All 152 NSW Councils
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Infrastructure Backlog is defined as the estimated cost to bring infrastructure, building, other structures
and depreciable land improvements to a satisfactory standard, measured at a particular point in time.
For the purpose of this assessment TCorp has used the unaudited figures stated within Special
Schedule 7 that accompanies the Councils' annual financial statements.
The total Infrastructure Backlog for NSW Councils has increased from a reported $5.8b in 2009 to
$7.2b in 2012, an increase of $1.Sb (25.4%) over the Review Period. The main component of the
Infrastructure Backlog is public roads (including footpaths and car parks) at $4.4b (61.2%) as at 2012.
This reported increase is not necessarily a reflection of a sudden deterioration in asset quality across
the State. Rather, it is at least partly a reflection of the improved reporting that has resulted from the
introduction of the IP&R process and the work undertaken in respect of AMPs.
One of the major drivers of the Infrastructure Backlog is the underspending on the maintenance of
assets. The total reported underspending on required asset maintenance over the Review Period was
$1.6b, a number not inconsistent with the increase in the Infrastructure Backlog value over the same
period ($1.5b).
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Disclaimer
This report has been prepared by New South Wales Treasury Corporation (TCorp) in accordance with
the appointment of TCorp by the Division of Local Government (DLG) as detailed in TCorp’s letters of
22 December 2011 and 28 May 2012. The report has been prepared to assist the DLG and the
Independent Local Government Review Panel in its consideration of the Sustainability of each local
government area in NSW.
The report has been prepared based on information provided to TCorp as set out in Section 2.2 of this
report. TCorp has relied on this information and has not verified or audited the accuracy, reliability or
currency of the information provided to it for the purpose of preparation of the report. TCorp and its
directors, officers and employees make no representation as to the accuracy, reliability or
completeness of the information contained in the report.
In addition, TCorp does not warrant or guarantee the outcomes or projections contained in this report.
The projections and outcomes contained in the report do not necessarily take into consideration the
commercial risks, various external factors or the possibility of poor performance by the Council all of
which may negatively impact the financial capability and sustainability of the Council. The TCorp report
focuses on whether the Council has reasonable capacity, based on the information provided to TCorp,
to take on additional borrowings, and Council’s future Sustainability, within prudent risk parameters and
the limits of its financial projections.
The report has been prepared for City of Botany Bay Council, the DLG and the Independent Local
Government Review Panel. TCorp shall not be liable to City of Botany Council or have any liability to
any third party under the law of contract, tort and the principles of restitution or unjust enrichment or
otherwise for any loss, expense or damage which may arise from or be incurred or suffered as a result
of reliance on anything contained in this report.
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Section 1

Executive Summary

This report provides an independent assessment of City of Botany Bay Council’s (the Council) financial
capacity, and its future Sustainability. The analysis is based on a review of the historical performance,
current financial position, and long term financial forecasts. It also benchmarks the Council against its
peers using key ratios.
TCorp’s approach has been to:



Review the most recent four years of Council’s consolidated financial results
Conduct a detailed review of the Council’s 10 year financial forecasts, with a particular focus
on a council’s General Fund. Where a council operates a Water or other Fund the financial
capacity of these other Funds may be reviewed where considered necessary.

The Council has been reasonably managed over the review period based on the following
observations:
 Council has reported operating deficits, excluding capital grants and contributions, over the
four year period
 Council’s Own Source Revenue Ratio has been above benchmark in all review years
indicating Council is not heavily reliant on external funding
 Council does not have any borrowings
 Council’s underlying annual operating performance (measured using EBITDA) has decreased
by $3.9m since 2009 to $4.2m in 2012
The Council reported $36.9m of Infrastructure Backlog in 2012 which represents 24.4% of its
infrastructure asset value of $150.9m. Other observations include:




Council’s Infrastructure Backlog has remained at consistent levels over the past four years
Council is underspending the amount required to maintain their existing assets at an
acceptable level
Council is in the process of completing their Asset Revaluations and Asset Management
Plans (AMP’s). Council has advised preliminary reports indicate their Backlog could be
significantly reduced in their June 2013 accounts. Council has also advised that they set
aside $1.0m p.a. in their LTFP to reduce their backlog

The key observations from our review of Council’s 10 year forecasts for its General Fund are:
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The forecast shows surplus positions are expected each year of the forecast period, when
capital grants and contributions are excluded
Council’s Own Source Revenue Ratio is above benchmark for the entire forecast period
Council has not forecast any borrowings over the 10 years forecast
Council’s Capital Expenditure Ratio is below benchmark for the entire forecast period
Council’s Cash Expense Ratio is below benchmark for the entire forecast period
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In our view, the Council has the capacity to undertake borrowings of up to $17.0m based on the current
version of the LTFP. This is based on the following analysis:


Based on a benchmark of DSCR>2x, up to $17.0m could be borrowed

TCorp believes Council is currently in a weak Sustainability position. Based on the current LTFP, this
position is likely to improve slightly in the future. This forecast improvement is based on Council
achieving the forecast operating result in their LTFP.
In considering the longer term financial Sustainability of the Council we make the following comments:






Council has reported deficit positions, excluding capital grants and contributions, each year of
the review period
Council’s current LTFP forecasts operating surpluses for the entire period mainly due to
reduced forecast employee expenses and higher revenue from the airport business unit
Council has no borrowing at present however the use of borrowing may assist Council to
reduce its Infrastructure Backlog and to fund asset renewal programs
Capital expenditure is below the level required to maintain assets at an acceptable standard
over the forecast period
Council is in the process of completing their Asset Revaluations and developing their AMP.
This will assist in providing greater certainty in respect of their Infrastructure Backlog valuation

In respect of the Benchmarking analysis TCorp has compared the Council’s key ratios, on a
consolidated basis, with other councils in DLG group 2. The key observations are:
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Council’s financial flexibility is in a moderate financial position as indicated by the Own Source
Operating Revenue Ratio being above benchmark and tracking the group’s average over the
review period. It remains above benchmark in the medium term. The Operating Ratio is
below benchmark and the group’s average over the review period but improves above
benchmark outperforms its peer group in the medium term
Council was in a weak liquid position. While the Unrestricted Current Ratio tracks benchmark
levels the Cash Expense Ratio is below benchmark for the past four years and forecast to
remain at this level in the medium term
DSCR and Interest Cover Ratio has not been calculated as Council has no borrowings
Council’s Infrastructure Backlog Ratio is the highest in the group. The Asset Maintenance
Ratio increased above benchmark and the group average in 2012. Council’s Building and
Infrastructure Asset Renewal Ratio was below benchmark and the group’s average over the
review period. The Capital Expenditure Ratio general tracked the group average. The ratio
increased above benchmark in 2012 however is forecast to fall below benchmark and its peer
group in the medium term

City of Botany Bay Council

Page 5

70

NSW ICAC EXHIBIT

Section 2
2.1:

Introduction

Purpose of Report

This report provides the Council with an independent assessment of their financial capacity,
Sustainability and performance measured against a peer group of councils. It will complement
Council’s internal due diligence, the IP&R system of the Council and the DLG, together with the work
being undertaken by the Independent Local Government Review Panel.
The report is to be provided to the DLG and the Independent Local Government Review Panel.
The key areas focused on are:



2.2:

The financial capacity of the Council
The long term Sustainability of the Council
The financial performance of the Council in comparison to a range of similar councils and
measured against prudent benchmarks
Scope and Methodology

TCorp’s approach was to:











Review the most recent four years of the Council’s consolidated audited accounts using
financial ratio analysis. In undertaking the ratio analysis TCorp has utilised ratio’s
substantially consistent with those used by Queensland Treasury Corporation (QTC) initially in
its review of Queensland Local Government (2008), and subsequently updated in 2011
Conduct a detailed review of the Council’s 10 year financial forecasts including a review of the
key assumptions that underpin the financial forecasts. The review of the financial forecasts
focused on the Council’s General Fund
Identify significant changes to future financial forecasts from existing financial performance
and highlight risks associated with such forecasts, including those that could impact Council’s
Sustainability
Conduct a benchmark review of a Council’s performance against its peer group
Prepare a report that provides an overview of the Council’s existing and forecast financial
position and its capacity to meet increased debt commitments and achieve long term
Sustainability
Conduct a high level review of the Council’s IP&R documents for factors which could impact
the Council’s financial capacity, performance and Sustainability

In undertaking its work, TCorp relied on:
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Council’s audited financial statements (2008/09 to 2011/12)
Council’s financial forecast model
Council’s IP&R documents
Discussions with Council officers
Other publicly available information such as information published on the IPART website
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In completing the report, TCorp worked closely with Council management to analyse and understand
the information gathered. The Council was given a draft copy of the report for their review and
comment. Based on our discussions with Council:





Council acknowledges the report findings based upon historic financial data. Council believes
their current forecast projections and long-term projections anticipate strong improvement
Council is confident its financial position will demonstrate the veracity of these forecast
projections upon completion of the 2012/13 Financial Statements, particularly in regard to
infrastructure backlog, operating surplus and cash position.
Council would welcome a further TCorp assessment after the auditing of its 2012/13 Financial
Statements

Definition of Sustainability
In conducting our reviews, TCorp has relied upon the following definition of sustainability to provide
guidance:
"A local government will be financially sustainable over the long term when it is able to generate
sufficient funds to provide the levels of service and infrastructure agreed with its community."
Benchmark Ratios
In conducting our review of the Councils’ financial performance, forecasts and Sustainability we have
measured performance against a set of benchmarks. These benchmarks are listed below.
Benchmarks do not necessarily represent a pass or fail in respect of any particular area. One-off
projects or events can impact a council’s performance against a benchmark for a short period. Other
factors such as the trends in results against the benchmarks are critical as well as the overall
performance against all the benchmarks.
As councils can have significant differences in their size and population densities, it is important to note
that one benchmark does not fit all. For example, the Cash Expense Ratio should be greater for
smaller councils than larger councils as a protection against variation in performance and financial
shocks. Therefore these benchmarks are intended as a guide to performance.
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The Glossary attached to this report explains how each ratio is calculated.
Ratio

Volume 3

Operating Ratio

Benchmark
> (4.0%)

Cash Expense Ratio

> 3.0 months

Unrestricted Current Ratio

> 1.50x

Own Source Operating Revenue Ratio

> 60.0%

Debt Service Cover Ratio (DSCR)

> 2.00x

Interest Cover Ratio

> 4.00x

Building and Infrastructure Backlog Ratio

< 0.02x

Asset Maintenance Ratio

> 1.00x

Building and Infrastructure Asset Renewal Ratio

> 1.00x

Capital Expenditure Ratio

> 1.10x
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2.3:

Overview of the Local Government Area
City of Botany Bay Council LGA
Locality & Size
Locality
Area
DLG Group

South East Sydney
21.7km²
2

Demographics
Population as at 2011

39,356

% under 18

24%

% between 18 and 59

57%

% over 60

19%

Expected population 2021

47,227

Operations
Number of employees (FTE)
Annual revenue

307
$46.9m

Infrastructure
Roads
Parks and Playgrounds

90km
65

Infrastructure Backlog value

$36.9m

Total infrastructure value

$151.0m

The City of Botany Bay Council Local Government Area (LGA) is located in the south east suburbs of
Sydney.
Botany Bay LGA is bounded by Gardeners Road to the north, Bunnerong Road and Beauchamp Road
to the east, Botany Bay to the south and Sydney Airport and Alexander Canal to the west.
The population of the Botany Bay City Council is forecast to increase by approximately 2.0% p.a. from
39,356 in 2011 to 47,227in 2021.
Council had 307 full time equivalent employees at 30 June 2012.
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Section 3

Review of Financial Performance and Position

In reviewing the financial performance of the Council, TCorp has based its review on the annual
audited accounts of the Council unless otherwise stated.
3.1:

Revenue

Figure 1 - Revenue Sources for 2008/09 to 2011/12 ($'000s)
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Council’s total revenue, excluding capital grants and contributions, increased by 9.7% ($4.6m)
over the four year period to $46.7m in 2012.
Rates and annual charges increased by 4.9% ($1.2m) in 2010 as a result of a 6.5% ($0.3m)
increase in domestic waste management charges. In 2012, rates and annual charges
increased by 5.0% ($1.3m) driven by a $0.9m increase in business rates and annual charges
as a result of additional rateable properties. Waste management charges also increased by
5.7% ($0.2m) in 2012.
Following an increase of 42.0% ($2.0m) in 2010, grants and contributions for operating
purposes decreased in 2011 and 2012. In 2010 Council received an increase of $2.4m in exgratia rates from Sydney Airport Corporation which leases Sydney Airport from the Federal
Government. Part of the lease stipulates that the lessee must make a contribution each year
to Council equal to what the rates would be. 2010 saw increased contributions covering
previous years contributions which had been unpaid. The decreases in 2011 and 2012 were
as a result of delays in agreed contributions from Sydney Airport which impacted the result.
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3.2:

Expenses

Figure 2 - Expenses for 2008/09 to 2011/12 ($'000s)
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Council’s overall expenses increased by 20.7% ($8.9m) from 2009 to $51.8m in 2012.
Following an increase of 1.9% in 2011, employee costs increased 10.1% ($2.3m) in 2012.
This was due to a $1.2m increase in salaries and wages driven by an increase of 34 in the
number of full time equivalent employees (FTE). The 2012 audited accounts included four
additional business unit staff and also casual staff from Council’s swimming centre. Casual
staff were previously expensed under employee benefits and on costs however Council’s
auditors requested that they be included in 2012 salaries and wages. Workers Compensation
Insurance also increased by $0.8m as a result of increased claims, particularly back injury
claims, in 2012. This is not expected to be repeated.
Materials and contracts expenses have fluctuated over the period. In 2011 they increased by
17.4% ($2.5m) as a result of additional contractors being used for maintenance works on
Council’s roads and footpaths.
Council’s annual depreciation charge decreased by 5.4% ($0.3m) in 2012 as a result of the
Asset Revaluations process. Council’s infrastructure assets have remained static for the past
three years. In 2010 Council’s Net Assets decreased by $1,080.5m following a revaluation of
some of Council’s community land.
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3.3:

Operating Results

TCorp has made some standard adjustments to focus the analysis on core operating council results.
Grants and contributions for capital purposes, realised and unrealised gains on investments and other
assets are excluded, as well as one-off items which Council have no control over (e.g. impairments).
TCorp believes that the exclusion of these items will assist in normalising the measurement of key
performance indicators, and the measurement of Council’s performance against its peers.
All items excluded from the income statement and further historical financial information is detailed in
Appendix A.
Figure 3 - Operating Results for 2008/09 to 2011/12 ($'000s)
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Council has reported net operating deficits (excluding capital grants and contributions) each
year of the review period. The 2011 results were adversely affected by increases in materials
and contracts expenses while increased employee expenses in 2012 further impacted the
result.
Council expenses include a non-cash depreciation expense of $5.4m in 2012 which is an
increase of $0.4m from 2009 following the Asset Revaluations process. Whilst the non-cash
nature of depreciation can favourably impact on ratios such as EBITDA that focus on cash,
depreciation is an important expense as it represents the allocation of the value of an asset
over its useful life.
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3.4:

Financial Management Indicators

Performance Indicators

Year ended 30 June
2012

2011

2010

2009

EBITDA ($’000s)

305

2,386

3,374

4,257

Operating Ratio

(11.0%)

(7.3%)

(3.9%)

(1.9%)

Interest Cover Ratio

N/A

N/A

N/A

N/A

Debt Service Cover Ratio

N/A

N/A

N/A

N/A

Unrestricted Current Ratio

1.38x

1.38x

1.71x

1.51x

Own sourced revenue

73.6%

76.4%

73.3%

76.9%

Cash expense ratio

0.5 months

0.6 months

0.5 months

3.5 months

Net assets ($'000s)

296,562

296,266

296,483

1,377,001

Key Observations
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Council’s EBITDA has decreased by $3.9m since 2009 to $0.3m in 2012. 2012 saw the most
significant decrease of $2.0m following increased employee expenses in 2012.
The Operating Ratio has been below benchmark for each year of the review period and is
declining.
Council does not have any borrowings and therefore no Interest Cover or DSCR is calculated.
Council’s Unrestricted Current Ratio was below benchmark in 2011 and remained at this level
in 2012.
The Own Source Operating Revenue was above benchmark in each year of the review
period. This indicated Council operates with sufficient financial flexibility.
The Cash Expense Ratio has been below the benchmark of 3.0 months for the past three
years.
Council’s Net Assets decreased by $1,080.5m in 2010 following a change in accounting
practices which saw the value of Council’s Community land decrease by $1,103.5m.
Council’s Net Assets have remained static since 2010 at approximately $296.5m however
Council has not completed their Asset Revaluation process.
When the Asset Revaluations are excluded, the underlying trend in all four years has been an
increase in the infrastructure, property, plant and equipment (IPP&E) asset base with asset
purchases being greater than the combined value of disposed assets and annual
depreciation. Over the review period this amounted to a $4.6m increase in IPP&E assets.
Council has not had any borrowings since 1994.
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3.5:

Statement of Cashflows

Figure 4 - Cash and Cash Equivalents for 2008/09 to 2011/12 ($'000s)
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Cash and cash equivalents have been maintained at consistent levels over the past three
years. Cash assets decreased significantly in 2010 due to an increase in IPP&E purchases
and the reclassification of some cash to investment securities
Within Council’s current cash, cash equivalents and investments of $19.2m, $13.5m was
externally restricted, $4.1m was internally restricted and $1.6m was unrestricted.
Council’s investment portfolio of $17.4m as at 30 June 2012 comprised of $15.0m in term
deposits and $2.4m in managed funds.
Council holds $0.5m in non- current CDO’s. Council is currently involved in legal action
against the Lehman Brothers and anticipate they will recover 95.0% of the principal
investment.
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3.6:

Capital Expenditure

The following section predominantly relies on information obtained from Special Schedules 7 and 8 that
accompany the annual financial statements. These figures are unaudited and are therefore Council’s
estimated figures.
3.6(a): Infrastructure Backlog

Figure 5 - Infrastructure Backlog for 2008/09 to 2011/12($'000s)
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Figure 6 - Infrastructure Backlog Composition for 2011/12
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Council reported $36.9m in Infrastructure Backlog in 2012, an increase of $1.5m since 2009. Of this,
83.0% ($30.8m) relates to public roads, 11.0% ($3.9m) to drainage and 6.0% ($2.1m) to buildings.
Council does not have any water or sewer infrastructure assets.
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Council’s Backlog has remained at relatively consistent levels since 2009. Council has advised that
they are currently spending sufficient funds on maintaining their buildings and other structure assets.
In terms of their roads, footpaths and drainage infrastructure assets Council has advised that due to
the substructure of their soil, the ground is very stable, there is little erosion, good drainage and
therefore roads and drainage assets deteriorate slowly.
However Council has not completed their Asset Revaluations or their AMP’s. Council prepared their
first Asset Management Policy and Strategy in 2012 which will form the basis for their AMP’s which are
currently being developed. Council has advised that the lifecycle condition and value of each asset in
each asset category has been determined but the full Asset Revaluation has not been completed.
Council anticipate that their Asset Revaluations and AMP’s will be completed by 30 June 2013. While
there is a risk that Council’s Backlog may be understated Council has advised that preliminary reports
indicate that Council’s Backlog could be significantly reduced in their June 2013 accounts. Council has
included a provision to spend additional funds to reduce their Backlog in their LTFP.
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3.6(b): Infrastructure Status

Infrastructure Status

Year ended 30 June
2012

2011

2010

2009

Bring to satisfactory standard ($'000s)

36,905

35,330

35,155

35,444

Required annual maintenance ($'000s)

1,924

3,460

3,450

3,276

Actual annual maintenance ($'000s)

3,351

1,640

1,285

1,333

Total value infrastructure assets ($'000s)

150,969

148,435

150,110

162,291

Total assets ($'000s)

313,572

312,558

312,357

1,391,574

Building and Infrastructure Backlog Ratio

0.24x

0.24x

0.23x

0.22x

Asset Maintenance Ratio

1.74x

0.47x

0.37x

0.41x

Building and infrastructure asset renewal ratio

0.74x

0.62x

0.36x

0.79x

Capital Expenditure Ratio

1.48x

0.86x

1.73x

0.83x

The Building and Infrastructure Backlog Ratio has been above the benchmark of 0.02x each year of
the review period.
The Asset Maintenance Ratio was below benchmark in three of the four years reviewed. The ratio
increased above benchmark in 2012 due to additional works on Council’s footpaths.
The Building and Infrastructure Asset Renewal Ratio has been well below benchmark each year.
The Capital Expenditure Ratio, which takes into account assets which improve performance or
capacity, was above benchmark in two of the past four years. In 2010 Council completed a major
upgrade to Hensley Athletic Field and the rebuilding of Mascot library. The ratio increased in 2012 as a
result of works carried over from the previous year.
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3.6(c): Capital Program
The following figures are sourced from Council’s Annual Financial Statements at Special Schedule No.
8 and are not audited. New capital works are major non-recurrent projects.
Capital Program ($’000s)

Year ended 30 June
2012

2011

2010

2009

New capital works

1,000

2,000

8,000

4,000

Replacement/refurbishment of existing assets

2,000

3,000

1,000

4,000

Total

3,000

5,000

9,000

8,000

Major Capital Works Programs 2008-2012
Hensley Athletic Park Upgrade

$4.0m

Mascot Library Refurbishment

$1.1m

L’Estrange Park Playground Upgrades

$0.9m

Booralee Park Playground Upgrades

$0.8m

Botany Aquatic Centre Upgrades

$0.5m

Botany and Mascot Depot Upgrades

$0.3m

Council are currently reviewing their Community Strategic Plan in conjunction with the 2013/2014 IPR
documents and future capital works programs will be determined once this review has been completed
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3.7:

Specific Risks to Council






Ageing Population. The LGA has an ageing population and supporting older residents to stay
healthy and active, and remain in the area has become an increasing priority. An increasing
ageing population will place additional pressure on existing infrastructure and services. Some
Council services may also need to adjust to cater for the changes in the community.
Ageing Workforce. Over 50% of the current staff is aged 46 and over and 25% of the
workforce is over 55. Council is highly reliant on mature aged workers and this will lead to
high attrition rates associated with older workers over time. Council recognises the need to
address this and one strategy to maintain skills and knowledge base within Council is to
provide professional development to staff seeking medium to long term careers in local
government. Another potential strategy is to increase the number of traineeships for young
people.
Waste Disposal. Soil and groundwater contamination resulting from the legacy of former
industries within the area continue to be a significant challenge to the LGA. Land use and
industrial development are now strictly controlled. Air and water quality are carefully
monitored, and new high tech industries have been attracted to the area, replacing the
hazardous industries which predominated years ago. One well known site currently
undergoing remediation is the Orica Southlands site, which was the location for the storage of
the highly toxic chemicals. For many years Council has been actively lobbying for the safe
and environmentally sound destruction of the waste from the Orica site. The safe destruction
of toxic waste remains a significant problem in the LGA. Orica is examining options for
destruction of this waste and Council continues to monitor the situation.

.
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Section 4

Review of Financial Forecasts

The financial forecast model shows the projected financial statements and assumptions for the next 10
years. As Council only operate one fund we have focused our financial analysis upon the General
Fund.
4.1:

Operating Results

Figure 7- Operating Ratio for General Fund
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The Operating Ratio is above benchmark for the entire forecast period.
The ratio increases significantly in 2013 primarily due to a forecast $7.0m increase in other revenue.
The increase of $7.0m in other revenue is partly due to the movement of business unit income from
user fees and charges to other revenue in 2013. Council has a business unit which operates out of
Sydney Airport, which in previous years had minimal impact on Council’s finances. They maintained a
number of areas which includes litter collection, pavement maintenance and repairs, motor vehicle
repairs and landscape construction and maintenance within the airport under contract from Sydney
Airport Corporation Limited (SACL).
This unit recently signed a large contract to maintain various sections of the airport with SACL. The
contract is for a period of up to six years with a contracted income of $5.0m p.a. In addition the
business unit has secured numerous contracts with other organisations for maintenance and cleaning.
It is noted that Council has not assumed a reduction in their revenue in 2018 when the contract is due
to be completed. If the contract with SACL is not renewed and under the same terms this will have a
major impact on Council’s operating result, although we presume that operating costs would be
reduced if the contract was not renewed.
Council has also forecast a 12.8% increase in rates and annual charges in 2013 due to an increase
in Council’s domestic waste management charge. This also has a favourable impact on the result in
2013.
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4.2:

Financial Management Indicators

Liquidity Ratios
Figure 8 - Cash Expense Ratio for General Fund
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Council’s Cash Expense Ratio is below benchmark for the entire forecast period.
This ratio does not take into account Council’s investments. In 2012 Council held $15.0m in term
deposits. The majority of these are held in short term deposits of up to 120 days which Council has
advised they can make liquid at short notice if the need should arise. If these are taken into account
Council will not face liquidity issues

Figure 8 (a)- Cash Expense Ratio for General Fund including Investments
6.0 months
5.0 months
4.0 months
3.0 months
2.0 months

1.0 months
0.0 months
2011

2012

2013

2014

2015

2016

Cash Expense Ratio

Volume 3

City of Botany Bay Council

2017

2018

2019

2020

2021

2022

Benchmark

Page 21

86

NSW ICAC EXHIBIT

Fiscal Flexibility Ratios

Figure 9- Own Source Operating Revenue Ratio for General Fund
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Council’s Own Source Operating Revenue Ratio is above benchmark for the entire forecast period. In
2013 Council has forecast a decrease of $4.0m in user fees and charges due a change in accounting
practices. In 2013 business unit income was moved from user fees and charges to other revenue
which causes the ratio to decrease in 2013.
Debt Ratios
Council has been debt free since 1994 and has not forecast any borrowings in their Long Term
Financial Plan.
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4.3:

Capital Expenditure

Figure 10 - Capital Expenditure Ratio for General Fund
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Council’s Capital Expenditure Ratio is well below benchmark for the entire forecast period. In 2013
IPP&E purchases have been forecast to decrease by $3.2m to $1.7m which is what has been
approved by Council. Council has developed a five year plant replacement program but is still in the
process of developing their AMP’s. The AMP’s will form the basis of Council’s capital works program
and will be implemented in the 2013 budget.
The ratio fluctuates for the forecast period due to the timing of projects as well as Council’s works
program and this will be refined as Council completes their AMP’s.
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4.4:

Financial Model Assumption Review

Councils have used their own assumptions in developing their forecasts.
In order to evaluate the validity of the Council’s forecast model, TCorp has compared the model
assumptions versus TCorp’s benchmarks for annual increases in the various revenue and expenditure
items. Any material differences from these benchmarks should be explained through the LTFP.
TCorp’s benchmarks:







Rates and annual charges: TCorp notes that the LGCI increased by 3.4% in the year to
September 2011, and in December 2011, IPART announced that the rate peg to apply in the
2012/13 financial year will be 3.6%. Beyond 2013 TCorp has assessed a general benchmark
for rates and annual charges to increase by mid-range LGCI annual increases of 3.0%
Interest and investment revenue: annual return of 5.0%
All other revenue items: the estimated annual CPI increase of 2.5%
Employee costs: 3.5% (estimated CPI+1.0%)
All other expenses: the estimated annual CPI increase of 2.5%

Key Observations and Risks
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The LTFP submitted is based on the continuation of existing services at current levels and
existing levels of investment in infrastructure maintenance and renewal.
Rates and annual charges are forecast to increase by 12.8% in 2013 due to an increase in
Council’s domestic waste management charge. From 2014 they are forecast to increase by
3.1% p.a. which is considered reasonable.
User fees and charges are forecast to decrease by 42.8% in 2013. This is due to the
movement of business unit income from user fees and charges to other revenue. From 2014
they are forecast to increase by 3.0% p.a. which we consider reasonable.
Council has forecast operating grants to decrease by 17.0% ($4.3m) in 2013 following the
prepayment of half the 2013 FAG in 2012. From 2014 they are forecast to increase by
2.5% p.a. which is considered reasonable.
Employee expenses are forecast to decrease 17.1% ($4.3m) in 2013. Council plans to
achieve these savings through better management of workers compensation, decreases in
overtime payments and savings following the retirement of some long term employees. From
2014 employee expenses are forecast to increase up to 3.0% p.a. Given the recent
increases of 9.6% in 2010 and 10.1% in 2012 we consider this forecast to be inconsistent with
recent experiences. If Council is unable to achieve the savings in employee costs identified in
their LTFP in 2013, employee costs may be understated.
Materials and contracts costs are forecast to increase by 27.0% in 2013 driven by increased
business unit expenses. From 2014 they are forecast to increase by 3.0% p.a. which is
considered reasonable.
Council has forecast other revenue to increase by $7.4m in 2013 due to a shift in income from
user fees and charges to other income, and also due to increased revenue anticipated from
their Airport Business Unit. While a contract has been signed for six years this revenue has
been assumed to be in Council’s revenue base for the entire forecast. If this income is not
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achieved for the entire forecast period, we presume that Council will be able to decrease its
operating costs by a similar amount to maintain its financial position.
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4.5:

Borrowing Capacity

When analysing the financial capacity of the Council we believe Council would be able to incorporate up
to $17.0m of loan funding in 2013. Some comments and observations are:



Based on a benchmark of DSCR>2x, up to $17.0m could be borrowed.
This scenario has been calculated by basing borrowing capacity on a 10 year amortising loan at
a rate of 7.5% p.a. and using the current LTFP

Figure 11 - DSCR for General Fund
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4.6

Sustainability

TCorp believes Council is currently in a weak Sustainability position. Based on the current LTFP and
once the final Infrastructure Backlog numbers are completed and included in Council’s 2013 accounts,
this position is likely to improve in the future. This is based on Council achieving the forecast operating
results in their LTFP.
In considering the longer term financial Sustainability of the Council we make the following comments:
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Council has reported deficit positions, excluding capital grants and contributions, each year of
the review period
Council’s current LTFP shows surplus positions are expected over the entire forecast period.
While the operating result improves over the period this is based on achieving operating results
and maintaining expenses at levels forecast in their LTFP. Council must achieve the anticipated
revenue from their Airport Business Unit in all 10 years of the LTFP while also saving $4.3m in
annual employee expenses from 2013
Capital expenditure is below the level required to maintain assets at an acceptable standard
over the forecast period
Council has no borrowing at present however the use of borrowing may assist Council to reduce
their Infrastructure Backlog and to fund asset renewal programs
Council is in the process of developing their AMP’s and as a result a more accurate
Infrastructure Backlog valuation should be reported once this is completed. Any changes need
to be incorporated into their future LTFP
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Section 5

Benchmarking and Comparisons with Other Councils

As discussed in section 2 of this report, each council’s performance has been assessed against ten key
benchmark ratios. The benchmarking assessment has been conducted on a consolidated basis (that is,
for councils that operate more than one fund, the results of all funds are included). This section of the
report compares the Council’s performance with its peers in the same DLG Group. The Council is in
DLG Group 2. There are 14 councils in this group and at the time of preparing this report, we have data
for all of these councils.
In Figure 12 to Figure 21, the graphs compare the historical performance of Council with the benchmark
for that ratio, with the average for the Group, with the highest performance (or lowest performance in the
case of the Infrastructure Backlog Ratio where a low ratio is an indicator of strong performance), and with
the forecast position of the Council as at 2016 (as per Council’s LTFP). Figures 19 to 21 do not include
the 2016 forecast position as those numbers are not available.
Where no highest line is shown on the graph, this means that Council is the best performer in its group
for that Ratio. For the Interest Cover Ratio and Debt Service Cover Ratio, we have excluded the highest
Councils because very low debt levels have resulted in very high ratios.
Financial Flexibility
Figure 12 - Operating Ratio Comparison
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City of Botany Bay Council

Council’s Operating Ratio has been below benchmark and the group average since 2010. Council’s
operating result is forecast to increase above benchmark and outperform the group average in the
medium term.
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Figure 13 - Own Source Operating Revenue Ratio Comparison
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Council’s Own Source Operating Revenue Ratio was above benchmark and tracked the group average
over the review period. The ratio is forecast to decrease in the medium term in contrast to the group
average which is forecast to improve.
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Liquidity

Figure 14 - Cash Expense Ratio Comparison
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Figure 15 - Unrestricted Current Ratio Comparison
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Council’s Cash Expense Ratio has been below benchmark and the group average for the past four
years. The ratio is forecast to remain at this level in the medium term.
The Unrestricted Current Ratio tracks benchmark however remains below the group average over the
review period. Council has not provided data for a forecast over the medium term.
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Debt Servicing
As the City of Botany Bay Council does not have any borrowings we have excluded the debt servicing
graphs.
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Asset Renewal and Capital Works

Figure 16 - Capital Expenditure Ratio Comparison
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Figure 17- Asset Maintenance Ratio Comparison
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Figure 18- Infrastructure Backlog Ratio Comparison
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Figure 19 - Building and Infrastructure Asset Renewal Ratio
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Council’s Infrastructure Backlog is well above benchmark and the group average over the review period.
Council’s Asset Maintenance was below benchmark and its peer group until 2011. The ratio increased
above benchmark and the group average in 2012 following increased maintenance on Council’s
footpaths. The Building and Infrastructure Asset Renewal Ratio while below benchmark has tracked the
group average since 2011. Council’s Capital Expenditure Ratio has generally tracked the group average.
The ratio increased above benchmark in 2012 as a result of works carried over from the previous year
however is forecast to decrease below benchmark and the group average in the medium term.
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Section 6

Conclusion and Recommendations

Based on our review of both the historic financial information and the 10 year financial forecast within
Council’s current LTFP we consider Council to be currently in a weak financial position. We base our
recommendation on the following key points:








Council’s operating result, excluding capital grants and contributions, has been in deficit
positions for each year of the review period.
Council’s operating result, excluding capital grants and contributions, is forecast to be in surplus
position for the entire forecast period. However this is based on Council achieving the results
forecast in their LTFP
Council’s Operating Ratio and Own Source Operating Revenue Ratio are both above
benchmark for the entire forecast period
When investments are included, Council’s Cash Expense Ratio is above benchmark for the
entire forecast period. This ratio does not take into account Council’s level of investments.
When these are considered, Council will not face liquidity issues
Council has not completed its AMP and this presents a downside risk to Council’s financial
forecast. Council is in the process of completing their Asset Revaluations and Asset
Management Plans (AMP’s) and has advised that once completed their Backlog could be
significantly reduced in their June 2013 accounts. Council has also advised that it has set aside
$1.0m p.a. in their LTFP to reduce their backlog

However we would also recommend that the following points be considered:
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Council’s policy of not borrowing could be reconsidered to assist in reducing the current Backlog
Achieving the forecast reductions in employee expenses is critical to returning Council to a
surplus position
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Appendix A Historical Financial Information Tables
Table 1- Income Statement

Income Statement ($'000s)

Year ended 30 June

% annual change

2012

2011

2010

2009

2012

2011

2010

Rates and annual charges

27,886

26,556

25,643

24,449

5.0%

3.6%

4.9%

User charges and fees

10,721

11,004

9,567

10,835

(2.6%)

15.0%

(11.7%)

Interest and investment revenue
Grants and contributions for operating
purposes

1,350

1,352

1,220

1,056

(0.1%)

10.8%

15.5%

6,220

6,512

6,986

4,919

(4.5%)

(6.8%)

42.0%

Other revenues

580

590

590

919

(1.7%)

0.0%

(35.8%)

Total revenue

46,757

46,014

44,006

42,178

1.6%

4.6%

4.3%

25,191

22,871

22,446

20,475

10.1%

1.9%

9.6%

0

0

0

0

N/A

N/A

N/A

Materials and contract expenses

17,197

16,509

14,064

14,291

4.2%

17.4%

(1.6%)

Depreciation and amortisation

5,435

5,743

5,069

5,063

(5.4%)

13.3%

0.1%

Other expenses

4,064

4,248

4,122

3,155

(4.3%)

3.1%

30.6%

Total expenses
Operating result (excluding capital grants
and contributions)
Operating result (including capital grants
and contributions)

51,887

49,371

45,701

42,984

5.1%

8.0%

6.3%

(5,130)

(3,357)

(1,695)

(806)

(52.8%)

(98.1%)

(110.3%)

457

(387)

2,313

2,900

218.1%

(116.7%)

(20.2%)

Revenue

Expenses
Employees
Borrowing costs

Table 2 - Items excluded from Income Statement

Excluded items
Grants and contributions for capital purposes

5,587

2,970

4,008

3,706

80

102

357

26

Gain/(Loss) from Interest in joint ventures

(321)

(141)

(322)

(662)

Fair Value Adjustment on Investments

100

209

306

(341)

Gain/(loss) from disposal of Assets
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Table 3 - Balance Sheet
Balance Sheet ($’000s)

Year Ended 30 June
2012

2011

2010

% annual change
2009

2012

2011

2010

Current assets
Cash and cash equivalents

1,856

2,023

1,824

11,186

(8.3%)

10.9%

(83.7%)

Investments

17,355

18,743

17,146

9,388

(7.4%)

9.3%

82.6%

Receivables

4,653

4,877

4,532

3,270

(4.6%)

7.6%

38.6%

234

274

243

162

(14.6%)

12.8%

50.0%

0

0

0

N/A

N/A

24,098

25,917

23,745

24,006

(7.0%)

9.1%

(1.1%)

Investments

560

590

2,225

1,888

(5.1%)

(73.5%)

17.8%

Receivables

393

404

299

265

(2.7%)

35.1%

12.8%

0

0

0

0

N/A

N/A

N/A

287,284

284,684

285,470

1,364,943

0.9%

(0.3%)

(79.1%)

1,237

963

618

472

28.5%

55.8%

30.9%

Total non-current assets

289,474

286,641

288,612

1,367,568

1.0%

(0.7%)

(78.9%)

Total assets

313,572

312,558

312,357

1,391,574

0.3%

0.1%

(77.6%)

9,441

9,523

9,233

8,397

(0.9%)

3.1%

10.0%

0

0

0

0

N/A

N/A

N/A

7,062

6,531

6,405

5,953

8.1%

2.0%

7.6%

16,503

16,054

15,638

14,350

2.8%

2.7%

9.0%

0

0

0

0

N/A

N/A

N/A

Provisions

507

238

236

223

113.0%

0.8%

5.8%

Total non-current liabilities

507

238

236

223

113.0%

0.8%

5.8%

17,010

16,292

15,874

14,573

4.4%

2.6%

8.9%

296,562

296,266

296,483

1,377,001

0.1%

(0.1%)

(78.5%)

Inventories
Other
Total current assets

0 N/A

Non-current assets

Inventories
Infrastructure, property, plant &
equipment
Investment property

Current liabilities
Payables
Borrowings
Provisions
Total current liabilities
Non-current liabilities
Borrowings

Total liabilities
Net assets
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Table 4-Cashflow
Cash Flow Statement ($'000s)

Volume 3

Year ended 30 June
2012

2011

2010

2009

Cash flows from operating activities

3,682

5,103

7,371

9,099

Cash flows from investing activities

(3,849)

(4,904)

(16,733)

(7,970)

Proceeds from borrowings and advances

0

0

0

0

Repayment of borrowings and advances

0

0

0

0

Cash flows from financing activities
Net increase/(decrease) in cash and
equivalents

0

0

0

0

(167)

199

(9,362)

1,129

Cash and equivalents

1,856

2,023

1,824

11,186
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Appendix B Glossary
Asset Revaluations
In assessing the financial sustainability of NSW councils, IPART found that not all councils reported
assets at fair value.1 In a circular to all councils in March 20092, DLG required all NSW councils to
revalue their infrastructure assets to recognise the fair value of these assets by the end of the 2009/10
financial year.
Collateralised Debt Obligation (CDO)
CDOs are structured financial securities that banks use to repackage individual loans into a product that
can be sold to investors on the secondary market.
In 2007 concerns were heightened in relation to the decline in the “sub-prime” mortgage market in the
USA and possible exposure of some NSW councils, holding CDOs and other structured investment
products, to losses.
In order to clarify the exposure of NSW councils to any losses, a review was conducted by the DLG with
representatives from the Department of Premier and Cabinet and NSW Treasury.
A revised Ministerial investment Order was released by the DLG on 18 August 2008 in response to the
review, suspending investments in CDOs, with transitional provisions to provide for existing investments.
Division of Local Government (DLG)
DLG is a division of the NSW Department of Premier and Cabinet and is responsible for local
government across NSW. DLG’s organisational purpose is “to strengthen the local government sector”
and its organisational outcome is “successful councils engaging and supporting their communities”.
Operating within several strategic objectives DLG has a policy, legislative, investigative and program
focus in matters ranging from local government finance, infrastructure, governance, performance,
collaboration and community engagement. DLG strives to work collaboratively with the local government
sector and is the key adviser to the NSW Government on local government matters.
Depreciation of Infrastructure Assets
Linked to the asset revaluations process stated above, IPART’s analysis of case study councils found
that this revaluation process resulted in sharp increases in the value of some council’s assets. In some
cases this has led to significantly higher depreciation charges, and will contribute to higher reported
operating deficits.

1IPART

2

Volume 3

“Revenue Framework for Local Government” December 2009 p.83

DLG “Recognition of certain assets at fair value” March 2009
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EBITDA
EBITDA is an acronym for “earnings before interest, taxes, depreciation, and amortisation”. It is often
used to measure the cash earnings that can be used to pay interest and repay principal.
Grants and Contributions for Capital Purposes
Councils receive various capital grants and contributions that are nearly always 100% specific in nature.
Due to the fact that they are specifically allocated in respect of capital expenditure they are excluded from
the operational result for a council in TCorp’s analysis of a council’s financial position.
Grants and Contributions for Operating Purposes
General purpose grants are distributed through the NSW Local Government Grants Commission. When
distributing the general component each council receives a minimum amount, which would be the
amount if 30% of all funds were allocated on a per capita basis. When distributing the other 70%, the
Grants Commission attempts to assess the extent of relative disadvantage between councils. The
approach taken considers cost disadvantage in the provision of services on the one hand and an
assessment of revenue raising capacity on the other.
Councils also receive specific operating grants for one-off specific projects that are distributed to be spent
directly on the project that the funding was allocated to.
Independent Commission Against Corruption (ICAC)
ICAC was established by the NSW Government in 1989 in response to growing community concern
about the integrity of public administration in NSW.
The jurisdiction of the ICAC extends to all NSW public sector agencies (except the NSW Police Force)
and employees, including government departments, local councils, members of Parliament, ministers,
the judiciary and the governor. The ICAC's jurisdiction also extends to those performing public official
functions.
Independent Pricing and Regulatory Tribunal (IPART)
IPART has four main functions relating to the 152 local councils in NSW. Each year, IPART determines
the rate peg, or the allowable annual increase in general income for councils. They also review and
determine council applications for increases in general income above the rate peg, known as “Special
Rate Variations”. They approve increases in council minimum rates. They also review council
development contributions plans that propose contribution levels that exceed caps set by the
Government.
Infrastructure Backlog
Infrastructure backlog is defined as the estimated cost to bring infrastructure, building, other structures
and depreciable land improvements to a satisfactory standard, measured at a particular point in time. It is
unaudited and stated within Special Schedule 7 that accompanies the council’s audited annual financial
statements.
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Integrated Planning and Reporting (IP&R) Framework
As part of the NSW Government’s commitment to a strong and sustainable local government system, the
Local Government Amendment (Planning and Reporting) Act 2009 was assented on 1 October 2009.
From this legislative reform the IP&R framework was devised to replace the former Management Plan
and Social Plan with an integrated framework. It also includes a new requirement to prepare a long-term
Community Strategic Plan and Resourcing Strategy. The other essential elements of the new framework
are a Long-Term Financial Plan (LTFP), Operational Plan and Delivery Program and an Asset
Management Plan.
Local Government Cost Index (LGCI)
The LGCI is a measure of movements in the unit costs incurred by NSW councils for ordinary council
activities funded from general rate revenue. The LGCI is designed to measure how much the price of a
fixed “basket” of inputs acquired by councils in a given period compares with the price of the same set of
inputs in the base period. The LGCI is measured by IPART.
Net Assets
Net Assets is measured as total assets less total liabilities. The Asset Revaluations over the past years
have resulted in a high level of volatility in many councils’ Net Assets figure. Consequently, in the short
term the value of Net Assets is not necessarily an informative indicator of performance. In the medium to
long term however, this is a key indicator of a council’s capacity to add value to its operations. Over time,
Net Assets should increase at least in line with inflation plus an allowance for increased population and/or
improved or increased services. Declining Net Assets is a key indicator of the council’s assets not being
able to sustain ongoing operations.
Roads and Maritime Services (RMS)
The NSW State Government agency with responsibility for roads and maritime services, formerly the
Roads and Traffic Authority (RTA).
Section 64 Contribution
Development Servicing Plans (DSPs) are made under the provisions of Section 64 of the Local
Government Act 1993 and Sections 305 to 307 of the Water Management Act 2000.
DSPs outline the developer charges applicable to developments for Water, Sewer and Stormwater within
each Local Government Area.
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Section 94 Contribution
Section 94 of the Environmental Planning and Assessment Act 1979 allows councils to collect
contributions from the development of land in order to help meet the additional demand for community
and open space facilities generated by that development.
It is a monetary contribution levied on developers at the development application stage to help pay for
additional community facilities and/or infrastructure such as provision of libraries; community facilities;
open space; roads; drainage; and the provision of car parking in commercial areas.
The contribution is determined based on a formula which should be contained in each council's Section
94 Contribution Plan, which also identifies the basis for levying the contributions and the works to be
undertaken with the funds raised.
Special Rate Variation (SRV)
A SRV allows councils to increase general income above the rate peg, under the provisions of the Local
Government Act 1993. There are two types of special rate variations that a council may apply for:



a single year variation (section 508(2)) or
a multi-year variation for between two to seven years (section 508A).

The applications are reviewed and approved by IPART.
Sustainability
A local government will be financially sustainable over the long term when it is able to generate sufficient
funds to provide the levels of service and infrastructure agreed with its community

Ratio Explanations
Asset Maintenance Ratio
Benchmark = Greater than 1.0x
Ratio = actual asset maintenance / required asset maintenance
This ratio compares actual versus required annual asset maintenance, as detailed in Special Schedule 7.
A ratio of above 1.0x indicates that the council is investing enough funds within the year to stop the
infrastructure backlog from growing.
Building and Infrastructure Renewals Ratio
Benchmark = Greater than 1.0x
Ratio = Asset renewals / depreciation of building and infrastructure assets
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This ratio compares the proportion spent on infrastructure asset renewals and the asset’s deterioration
measured by its accounting depreciation. Asset renewal represents the replacement or refurbishment of
existing assets to an equivalent capacity or performance as opposed to the acquisition of new assets or
the refurbishment of old assets that increase capacity or performance.
Cash Expense Cover Ratio
Benchmark = Greater than 3.0 months
Ratio = current year’s cash and cash equivalents / (total expenses – depreciation – interest costs)*12
This liquidity ratio indicates the number of months a council can continue paying for its immediate
expenses without additional cash inflow.
Capital Expenditure Ratio
Benchmark = Greater than 1.1x
Ratio = annual capital expenditure / annual depreciation
This indicates the extent to which a council is forecasting to expand its asset base with capital
expenditure spent on both new assets, and replacement and renewal of existing assets.
Debt Service Cover Ratio (DSCR)
Benchmark = Greater than 2.0x
Ratio = operating results before interest and depreciation (EBITDA) / principal repayments (from the
statement of cash flows) + borrowing interest costs (from the income statement)
This ratio measures the availability of cash to service debt including interest, principal and lease
payments
Building and Infrastructure Backlog Ratio
Benchmark = Less than 0.02x
Ratio = estimated cost to bring assets to a satisfactory condition (from Special Schedule 7) / total
infrastructure assets (from Special Schedule 7)
This ratio shows what proportion the backlog is against total value of a council’s infrastructure.
Interest Cover Ratio
Benchmark = Greater than 4.0x
Ratio = EBITDA / interest expense (from the income statement)
This ratio indicates the extent to which a council can service its interest bearing debt and take on
additional borrowings. It measures the burden of the current interest expense upon a council’s operating
cash.
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Operating Ratio
Benchmark = Better than negative 4%
Ratio = (operating revenue excluding capital grants and contributions – operating expenses) / operating
revenue excluding capital grants and contributions
This ratio measures a council’s ability to contain operating expenditure within operating revenue.
Own Source Operating Revenue Ratio
Benchmark = Greater than 60%
Ratio = rates, utilities and charges / total operating revenue (inclusive of capital grants and contributions)
This ratio measures the level of a council’s 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
Benchmark = 1.5x (taken from the IPART December 2009 Revenue Framework for Local Government
report)
Ratio = Current assets less all external restrictions / current liabilities less specific purpose liabilities
Restrictions placed on various funding sources (e.g. Section 94 developer contributions, RMS
contributions) complicate the traditional current ratio because cash allocated to specific projects are
restricted and cannot be used to meet a council’s other operating and borrowing costs. The Unrestricted
Current Ratio is specific to local government and is designed to represent a council’s ability to meet debt
payments as they fall due.
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Disclaimer
This report has been prepared by New South Wales Treasury Corporation (TCorp) in accordance
with the appointment of TCorp by the City of Botany Bay (the Council) as detailed in TCorp's letter
of 8 November 2013.
The report has been prepared based on information provided to TCorp . TCorp has relied on this
information and has not verified or audited the accuracy, reliability or currency of the information
provided to it for the purpose of preparation of the report. TCorp and its directors, officers and
employees make no representation as to the accuracy, reliability or completeness of the information
contained in the report.
In addition, TCorp does not warrant or guarantee the outcomes or projections contained in this
report. The projections and outcomes contained in the report do not necessarily take into
consideration the commercial risks , various external factors or the possibility of poor performance by
the Council all of which may negatively impact the financial capability and sustainability of the
Council. The TCorp report focuses on Council 's future Sustainability, within prudent risk parameters
and the limits of its financial projections.
The report has been prepared for the City of Botany Bay Council. TCorp shall not be liable to the
City of Botany Bay Council or have any liability to any third party under the law of contract, tort and
the principles of restitution or unjust enrichment or otherwise for any loss, expense or damage which
may arise from or be incurred or suffered as a result of reliance on anything contained in this report.
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1

Executive Summary

In April 2013 TCorp provided the City of Botany Bay Council (the Council) with a Financial
Assessment, Sustainability and Benchmarking Report as part of the work undertaken for the
Independent Local Government Review Panel.
In the report TCorp made the following observations:
• Council had reported deficit positions, excluding capital grants and contributions, each year of the
review period .
• Council's LTFP forecasts operating surpluses for the entire period mainly due to reduced forecast
employee expenses and higher revenue from the airport business unit.
• Capital expenditure was below the level required to maintain assets at an acceptable standard
over the forecast period .
• Council was in the process of completing their Asset Revaluations and developing their Asset
Management Plan (AMP). This will assist in providing greater certainty in respect of their
Infrastructure Backlog valuation .
TCorp's report stated that "TCorp believes Council is currently in a weak Sustainability position.
Based on the current LTFP, this position is likely to improve slightly in the future . This forecast
improvement is based on Council achieving the forecast operating result in its LTFP" .
Following receipt of the report Council has updated its LTFP and financial forecasts. Council has
not completed its updated AMPs, however Council has advised that all available data has been
incorporated into its current LTFP. In 2013 Council engaged ARRB Road Services to review its
roads Infrastructure Backlog . Following physical examination and testing of all roads in the area,
Council's roads backlog has been revised downwards. Council is currently reviewing other
infrastructure items which may lead to further reductions in its Infrastructure Backlog.
The key observations from our review of Council's latest audited accounts for the 2013 financial
year and updated 10 year forecasts for its General Fund are:
• Council posted an operating surplus in 2013, when capital grants and contributions are excluded .
The result improved in 2013 primarily due to an increase in user fees and charges and decrease
in employee expenses.
• Council has forecast a deficit position from 2014 until 2019, when capital grants and contributions
are excluded.
• When investments are included, Council's Cash Expense Ratio is above benchmark for the
forecast period
• Council has been debt free since 1994 and has not forecast any borrowing in its LTFP.
Based on the updated and revised information provided to TCorp for the Base Case scenario,
Council is currently assessed to have a FSR of Moderate with an Outlook for the next three years of
Neutral.
In respect of the long term Sustainability of the Council our key observations are:
• Council has forecast a deficit position in seven of the 1O years forecast, and the result improves
from negative $2.3m in 2014 to a surplus of $0.2m in 2023.
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• Council's Capital Expenditure Ratio is above benchmark for the majority of the forecast period.
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2

Review of Financial Performance and Position

TCorp has updated its review based on the 2013 annual audited accounts of the Council

2.1

Revenue

Figure 1 - Revenue Sources for 2008/09 to 2012/13 ($'000s)
60 ,000
50 ,000
40 ,000
30,000
20 ,000
10,000
0
2013

2012

• Rates and annual charges
• Interest and investment revenue
Other revenues

2011

2010

2009

• User charges and fees
• Grants and contributions for operating purposes

Key Observations
• Council's total revenue, excluding capital grants and contributions, increased by 25 .6% ($10 .8m)
since 2009 to $52.9m in 2013.
• Rates and annual charges increased by 7.4% ($2.0m) in 2013 primarily because of a 25.9%
($1 .2m) increase in domestic waste charges. Residential rates increased by 7.6% ($0.6m) in
2013 which included an increase in the number of assessments.
• User fees and charges increased by 30.3% ($3.3m) in 2013. Restorations increased by $1. 7m
because of a specific restoration project for Ausgrid while contract services from Council's
business unit increased by $1 .1m.
• Operating grants and contributions increased by 8.0% ($0.5m) in 2013. Even though the
Financial Assistance Grant (FAG) decreased by $0 .3m, Community Care Services grants
increased by $0.2m and ex-gratia rates from the lease of Sydney Airport, increased by $0.3m.
• In 2013 capital grants increased by 86.1 % ($4.8m) primarily due to a $7.9m increase in Section
94 developer contributions. This was partly offset by a $3.6m capital contribution received in
2012 which was not received in 2013. This capital contribution was for a bridge in Botany from
Sydney Ports.
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2.2

Expenses

Figure 2 - Expenses for 2008/19 to 2012/13 ($'000s)
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5,063
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• Depreciation and amortisation

2012
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• Borrowing costs
Other expenses

2010
2009
• Materials and contract expenses

Key Observations
• Council 's annual expenses increased by 22.5% ($9.6m) since 2009 to $51. ?m in 2013.
• Employee expenses decreased by 5.6% ($1.4m) in 2013 as a.result of $0.8m in employee costs
being capitalised in 2013 due to Council staff being used on capital projects.
• Materials and contracts expenses increased by 5.5% ($1.0m) in 2013. Although raw materials
and consumables decreased by $1.3m on the previous year, contractor and consultancy fees
increased by $2.5m. This was due to increased parks and roads infrastructure projects which
could not be completed by Council staff, as well as a number of consultants in one-off projects.
Council does not expect this to continue in the long term.
• Following the revaluation of buildings infrastructure Council's depreciation expense increased by
17.2% ($1 .0m) in 2013.
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2.3

Operating Results

TCorp has made some standard adjustments to focus the analysis on core operating council results.
Grants and contributions for capital purposes, realised and unrealised gains on investments and
other assets are excluded, as well as one-off items which Council has no control over (e .g.
impairments).
TCorp believes that the exclusion of these items will assist in normalising the measurement of key
performance indicators, and the measurement of Council 's performance against its peers.
All items excluded from the income statement and further historical financial information is detailed
in Appendix A.

Key Observations

Figure 3 - Operating Results for 2008/09 to 2012/13 ($'000s)
12,000

10,731

10,000
8,000
6,000
4,000
2,000
0
(2,000)
(4,000)
(6 ,000)

(5 ,130)
• Operating result (excluding capital grants and contributions)
• Operating result (including capital grants and contributions)

• Council has posted an operating deficit in four of the last five years . Council's deficit increased in
2012 driven by increased employee expenses . In 2013 an operating surplus was achieved as a
result of an increase in user fees and charges revenue and a decrease in employee expenses.
• Capital grants and contributions increased by $4.8m in 2013 due to a $7.9m increase in Section
94 developer contributions .
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2.4

Financial Management Indicators

EBITDA ($'000s)

6,702

Operating Ratio

0.6%

305

2,386

3,374

4,257

(11.0%)

(7.3%)

(3.9%)

(1.9%)

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

Unrestricted Current Ratio

1.42x

1.38x

1.38x

1.71x

1.51x

Own Sourced Revenue

69.3%

73.8%

76.7%

73.3%

76.9%

0.3 months

0.5 months

0.6 months

0.5 months

3.5 months

339,359

296,562

296,266

296,483

1,377,001

Interest Cover Ratio
' Debt Service Cover Ratio

Cash Expense Ratio
· Net assets ($'000s)

'

Key Observations
• Council's EBITDA increased by $2.4m since 2009, to $6.7m in 2013. EBITDA has moved in line
with Council's operating result over the review period.
• Council has been debt free since 1994.
•

Council's Unrestricted Current Ratio improved in 2013 however remained below the benchmark
of 1.5x.

• Council's Own Source Operating Revenue Ratio decreased in 2013, in line with the increase in
capital grants and contributions .
•

Council's Cash Expense Ratio decreased further below benchmark in 2013. This ratio does not
include investments . In 2013 Council held $28.4m in investments of which $25.9m were term
deposits. If term deposits were included, the Cash Expense Ratio would be well above
benchmark for the entire review period .

•

Council 's Net Assets increased by 14.4% ($42.8m) since 2012 to $339.4m in 2013 due mainly to
the revaluation of operational land and buildings infrastructure. In 2013 when excluding Asset
Revaluations, Council's IPP&E asset base increased by $0.1 m.
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2.5

Statement of Cashflows

Figure 4 - Cash and Cash Equivalents for 2008/09 to 2012/13 ($'000s)
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Key Observations
• Cash assets decreased significantly in 2010 due to an increase in IPP&E purchases and the
reclassification of some cash to investment securities. In 2013 cash and cash equivalents
decreased by $0.8m due to an increase in the purchase of investment securities and IPP&E
assets.
• Of the $29.Sm in cash, cash equivalents and investments, $23.2m was externally restricted,
$6.3m was internally restricted and $0 .04m was unrestricted .
• In 2013 Council held $2.4m in managed funds, $0.1 m in CDO's and $25.9m in term deposits.
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2.6

Capital Expenditure

The following section predominantly relies on information obtained from Special Schedules 7 and 8
that accompany the annual financial statements. These figures are unaudited and are therefore
Council's estimated figures . ·

Infrastructure Backlog

2.6.1

Figure 5 - Infrastructure Backlog for 2008/09 to 2012/13($'000s)
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Figure 6 - Infrastructure Backlog Composition for 2012/13
• Buildings and other structures

• Public roads (inc. footpaths and car
parks)

• Drainage works

Council's Infrastructure Backlog decreased by 97.8% ($18.2m) in 2013 to $18.6m. Of this 73.0%
($13.6m) related to public roads, 19.0% ($3.5m) to drainage works and 8.0% ($1.6m) to buildings
and other structures. Council does not have any water or sewerage infrastructure assets.
In 2013 Council engaged ARRB Road Services to review Council's roads Infrastructure Backlog.
Following physical examination and testing of all roads in the area Council's roads backlog was
revised downwards by $17.2m to $13.6m in 2013. Council is currently reviewing other infrastructure
items which may lead to further changes to the reported backlog.
Council's AMPs are currently being finalised.
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2.6.2

Infrastructure Status

2009
Bring to satisfactory standard ($'000s)

18,650

36,905

35,310

35, 155

35,444

Required annual maintenance ($'000s)

2,405

1,924

3,460

3,450

3,276

Actual annual maintenance ($'000s)

4,273

3,351

1,640

1,285

1,333

Total value infrastructure assets ($'000s)

165,733

150,969

148,435

150, 110

162,291

Total assets ($'000s)

356,003

313,572

312,558

312,357

1,391,574

Infrastructure Backlog Ratio

0.11x

0.24x

0.24x

0.23x

0.22x

Asset Maintenance Ratio

1.78x

1.74x

0.47x

0.37x

0.41x

Infrastructure asset renewal ratio

1.04x

0.74x

0.62x

0.36x

0.79x

Capital Expenditure Ratio

1.02x

1.48x

0.86x

1.73x

0.83x

Council's Infrastructure Backlog Ratio improved in 2013 however it was still above the benchmark of
0.02x.
Council 's Asset Maintenance Ratio increased significantly in 2012 as a result of additional works on
Council 's footpaths . The ratio was maintained at the same level in 2013.
Council 's Infrastructure Asset Renewal Ratio increased above benchmark in 2013. In 2013 Council
included parks infrastructure and playground equipment in this ratio which were not previously
included.
Following an increase in 2012 because of works carried over from the previous year, the Capital
Expenditure Ratio decreased to slightly below benchmark in 2013.
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2.7

Capital Program

The following figures are sourced from the Council's Annual Financial Statements at Special
Schedule No. 8 and are not audited. New capital works are major non-recurrent projects.

New capital works

2,000

1,000

2,000

8,000

4,000

ReplacemenUrefurbishment
of existing assets

7,000

2,000

3,000

1,000

4,000

Total

9,000

3,000

5,000

8,000

9,000

Major Capital Work 2013/2014
Mascot Regional Park upgrades

$0.9m

L'Estrange Park Playground upgrades

$0.3m

Garnet Jackson Reserve Park improvements

$0 .3m

Footpaths upgrades

$0.3m

Railway Road Drainage upgrades

$0.2m

Laycock Street upgrades

$0.2m

L'Estrange Park Public Amenities Refurbishment

$0 .1m

Major Capital Projects 2014-2023
New 8,000 sqm park

$8.0m

Linear Park Mascot construction

$1.0m

Linear Park road upgrades

$1 .0m

Jellico Park Amenities upgrade

$0.5m

Flint Street drain replacement

$0 .5m

Botany Bay shopping centre upgrade

$0.4m
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3

Review of Financial Forecasts

The revised financial forecast model shows the projected financial statements and assumptions for
the next 10 years . As the Council operates only one fund we focused our review on this General
Fund
The LTFP has been based on maintaining the existing services to the community while making
them more efficient, as well as improving existing services such as their recycling service in 2013
and traffic facilities in 2014.

3.1

Operating Results

Figure 7- Operating Ratio for General Fund
4.0%
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Based on the updated LTFP , Council's Operating Ratio is above benchmark in nine of the 10 years
forecast and has forecast a breakeven position from 2019.
In 2014 operating revenue is forecast to increase by 2.4% ($1.3m) however operating expense is
forecast to increase by 9.3% ($4.9m). Operating revenue increases at a lower rate due to a 15.0%
($1.1 m) decrease in operating grants after the prepayment of half the 2014 FAG in 2013. User fees
and charges also decrease by 10.7% ($1.5m) following the one off payment of $1.1 m from Ausgrid
in2013.
In 2014 employee expenses increase by 10.3% ($2.4m) as a result of increased superannuation ,
workers compensation and an increase in staff levels. It is anticipated the increased staff levels will
lead to a reduction in contractors and consultants in the future . Materials and contracts expenses
are also forecast to increase by 10.4% ($1.9m) in 2014 due to restoration works for Ausgrid carried
over from the previous year.
In 2016 depreciation expense is forecast to increases by 14.2% ($0.9m) as a result of the plant and
equipment reaching their residual value. In 2017 depreciation expense has been forecast to
decrease by 30. 7% ($2.6m) due to the purchase of new plant and equipment.
For the remainder of the period operating revenue has been assumed to increase by an average of
3.0% p.a. while operating expenses are forecast to increase by 2.9% p.a ..
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3.2

Financial Management Indicators

Liquidity Ratios
Figure 8 - Cash Expense Ratio for General Fund
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Council's Cash Expense Ratio is below benchmark each year of the forecast period. In 2014
Council has forecast a one-off increase of $12.2m in cash and cash equivalents due to an increase
in Section 94 contributions, and this causes the ratio to peak that year.
The ratio does not include Council's investments. When investments are included Council 's Cash
Expense Ratio is above benchmark each year (see Fig. 8(a)). Council has advised that the majority
of its investments are held in term deposits. In 2013, Council held $28.4m in investments of which
91.1 % ($25.9m) were held in term deposits.
In its LTFP Council has forecast its current investments to increase from $28.4m in 2013 to $76.4m
in 2023. Council has advised that there had been a number of significant major developments
scheduled for Botany Bay prior to the GFC which were subsequently put on hold. The
developments are now recommencing, and as a result Council has forecast an increase in
investments from Section 94 developer contributions over the period . Council has not provided a
list of these developments.
-

Figure 8(a) - Cash Expense Ratio for General Fund incl Investments
16.0 months

-

14.0 months
12.0 months
10.0 months
8.0 months
6.0 months

/

/

/

4.0 months
2.0 months
0.0 months
2012

2014

2013
-

2015
2017
2016
Cash Expense Ratio

15 of 32 I City of Botany Bay Council
Volume 3

2018
-

2019

2020

2021

2022

2023

Benchmark

COMMERCIAL-IN-CONFIDENCE
123

NSW ICAC EXHIBIT

Figure 9 - Unrestricted Current Ratio for General Fund
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Council's Unrestricted Current Ratio is above benchmark each year of the forecast period . The ratio
increases significantly in 2014 as a result of the forecast increase in Council 's current assets.
Fiscal Flexibility Ratios
Figure 10 - Own Source Operating Revenue Ratio for General Fund
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Council's Own Source Operating Revenue is above benchmark for the entire forecast period.
Capital grants have been forecast at higher than historic levels between 2013 and 2015, and this
skews the ratio downwards. The increase in capital grants is due to increased works being funded
by Section 94 contributions . From 2016 they are maintained at historic levels for the remainder of
the forecast period.
Debt Ratios
Council has been debt free since 1994 and has not forecast any borrowings in their LTFP.
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3.3

Capital Expenditure

Figure 13 - Capital Expenditure Ratio for General Fund
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Benchmark

Council 's Capital Expenditure Ratio fluctuates over the period due to the timing of various projects
such as funding allocated for the purchase of a garbage plant and street sweeping equipment. Over
the forecast period Council has forecast to spend $69.6m on IPP&E purchases, of which $51 .3m is
allocated to asset renewal/replacement and $18.3m for new assets.
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3.4

Financial Model Assumption Review

Councils have used their own assumptions in developing their forecasts .
In order to evaluate the validity of the Council's forecast model , TCorp has compared the model
assumptions versus TCorp's benchmarks for annual increases in the various revenue and
expenditure items. Any material differences from these benchmarks should be explained through
the LTFP.
TCorp's benchmarks:
• Rates and annual charges : TCorp notes that the Local Government Cost Index, (LGCI) increased
by 3.4% in the year to September 2011, 2.8% in 2012, and 3.6% in 2013 and 3.4% in 2014. In
December 2013 IPART announced that the rate peg to apply in the 2014/15 financial year will be
2.3%. Beyond 2015 TCorp has assessed a general benchmark for rates and annual charges to
increase by mid-range LGCI annual increases of 3.0% .
• IPART developed the LGCI to use for setting the maximum allowable increase in general income
for local government in NSW (rate peg). The LGCI is the measure of movement in the unit costs
incurred by NSW council activities funded from the general rate base.
• Interest and investment revenue: annual return of 5%
• All other revenue items: the estimated annual CPI increase of 2.5%
• Employee costs : 3.5% (estimated CPl+1 %)
• All other expenses: the estimated annual CPI increase of 2.5%
Key Observations and Risks

• The LTFP has been based on maintaining existing services to the community while making them
more efficient. Council is also focussed on improving existing services, such as their recycling
service in 2013 and traffic facilities in 2014.
• Rates and annual charges have been forecast to increase by 8.5% ($2.5m) in 2014 due to
forecast increases in business rates and domestic waste management services. From 2015 they
have been forecast to increase by 2.9% p.a.
• User fees and charges have been forecast to decrease by 10.7% ($1 .5m) in 2014 following a one
off Ausgrid payment in 2013. From 2015 they have been forecast to increase by 3.0% p.a. for
the remainder of the period .
• Council has forecast a 15.0% ($1 .1m) decrease in operating grants in 2014 following the
prepayment of half the 2014 FAG in 2013. From 2015 they are forecast to increase by
approximately 3.0% p.a.
• Employee expenses have been forecast to increase by 10.2% ($2.4m) in 2014 as previously
discussed . From 2015 employee expenses have been forecast to increase by 3.0% p.a. This
increase is slightly conservative when compared to the average historic increase of 4.0% p.a.
• Materials and contract expenses have been forecast to increase by 10.4% ($1.9m) in 2014. This
is due to restoration works for Ausgrid carried over from the previous year. From 2015 they are
forecast to increase by 3.0% p.a. This increase would appear conservative when compared with
the average historic increase of 6.4%, however since Council anticipate they will use less
contractors in the future this assumption may be reasonable.
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• Council 's depreciation expense is forecast to increase by 14.2% ($0.9m) in 2016 and decrease
by 30.6% ($2.2m) in 2017 as discussed previously. From 2018 it increases by an average of
1.35% p.a. which is conservative compared to historic results .
• While Council 's revenue items appear reasonable, based on historic performance, Council's
expense items may be understated and as a result the operating result may be slightly
overstated.

3.5

Sustainability

Based on the information received and the revised LTFP, TCorp believes the Council to be currently
in a Moderate Sustainability position . The Outlook for Council is currently Neutral
In considering the longer term financial Sustainability of the Council we make the following
additional comments:
• Council is forecasting to return to a breakeven position from 2019, when capital grants and
contributions are excluded , and a minor surplus operating result is forecast from 2022.
• Council's Unrestricted Current Ratio is above benchmark and improving over the entire forecast
period .
• Council's Own Source Operating Ratio is forecast above benchmark for the entire forecast period
which indicates Council is not heavily reliant on external sources of revenue .
• Council's Capital Expenditure Ratio is at or above benchmark in nine of the 10 years forecast.
• This result is based on Council achieving the operating result and maintaining expenses at levels
forecast in the LTFP .
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Conclusion
Our review has considered both the historic financial information and the 10 year financial forecasts
within Council's long term financial plans. We consider Council to be in a Moderate Sustainability
position over the period of its LTFP with an Outlook of Neutral. This is based on Council
maintaining its expenses at the levels forecast in the LTFP.
Some of Council 's operating expense assumptions are forecast to increase at lower levels than
what has been achieved in the historic results and these need to be managed carefully. As Council
has forecast a marginal surplus position by 2023 any additional increase in Council's operating
expenses will have a significant negative effect on the Operating Ratio.

20 of 32 I City of Botany Bay Council
Volume 3

COMMERCIAL-IN-CONFIDENCE
128

NSW ICAC EXHIBIT

rrp
Appendix A Historical Financial Information Tables
Table 1-lncome Statement

7.4%

5.0%

3.6%

4.9%

9,567

10,835

30.3%

(2 .6%)

15.0%

(11 .7%)

1,352

1,220

1,056

(3 .7%)

(0 .1%)

10.8%

15.5%

6,220

6,512

6,986

4,919

8.0%

(4.5%)

(6.8%)

42.0%

1,046

580

590

590

919

80.3%

(1 .7%)

0.0%

(35.8%)

52,981

46,757

46,014

44,006

42,178

13.3%

1.6%

4.6%

4.3%

23,789

25, 191

22,871

22,446

20,475

(5.6%)

10.1 %

1.9%

9.6%

0

0

0

0

0

N/A

N/A

N/A

N/A

17,197

16,509

5.5%

4.2%

17.4%

(1.6%)

17.2%

(5.4%)

13.3%

0.1%

(4.3%)

3.1%

30.6%

1.5%

5.1%

8.0%

6.3%

27,886

26,556

25,643

13,973

10,721

11 ,004

1,300

1,350

6,719

Other revenues
Total revenue

-

-·

---

-

User charges and fees
Interest and investment revenue

Grants and contributions for operating purposes
-

-:-

Expenses
Employees
Borrowing costs

18,148
Materials and contract expenses
- ------- 6,371
Depreciation and amortisation
--·-.+ -·
-·-· -- ---· 4,342
Other expenses
--- -- - ·- ------- ----- ---·-Total expenses
I 52,650
-· - - -- - ·-- - -- - -· - - - - --- -- - Operating result (excluding capital grants and contributions)
331
-

Operating result (including capital grants and contributions)
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24,449

29,943

Rates and annual charges

10,731

-

14,064
-·

5,435

5,743

4,064

i

4,248

5,069
4,122

-· --

-· --

51,887

--

49,371

14,291
-t-- 5,063
3,155

6.8%

-+-

'

45,701

--

-·-

42,984
-

'

(5,130)

(3,357)

(1,695)

(806)

106.5%

(52.8%)

(98.1%)

(110 .3%)

457

(387)

2,313

2,900

2248 .1%

218 .1%

(116.7%)

(20.2%)
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Table 2 - Items excluded from Income Statement
Excluded items
Grants and contributions for capital purposes

I

2013

2012

2011

2010

2009

5,587

2,970

4,008

3,706

29

80

102

357

26

(409)

(321)

(141)

(322)

(662)

121

100

209

306

(341)

I

10,400
·-"--·

Gain/(loss) from disposal of Assets
Gain/(loss) from Interest in joint ventures
- -- Fair Value Adjustments on Investments
- ~
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Table 3 - Balance Sheet

1,024

1,856

2,023

1,824

11, 186

(44 .8%)

(8.3%)

10.9%

(83.7%)

Investments

28,462

17,355

18,743

17,146

9,388

64 .0%

(7.4%)

9.3%

82.6%

Receivables

3,761

4,653

4,877

4,532

3,270

(19.2%)

(4.6%)

7.6%

38 .6%

272

234

243

162

16.2%

(14 .6%)

12.8%

50.0%

23,745

24,006

39.1%

(7.0%)

9.1%

(1.1%)

78.6%

(5.1%)

(73 .5%)

17.8%

(19.1%)

(2 .7%)

35.1%

12.8%

N/A

N/A

N/A

N/A

Cash and cash equivalents

Inventories
-·

Total current assets

-

-

-

·- ---·

33,519

24,098

274
- -- 25,917

·- -·--

™'111iii¥iin
Investments

1,000

560

Receivables

318

393

Inventories

0

0 .

- ·

590

2,225

1,888

404

299

265

0

0

0

'I

319,753

287,284

284,684

285,470

1,364,943

11 .3%

0.9%

(0.3%)

(79.1%)

1,413

1,237

963

618

472

14.2%

28.5%

55.8%

30.9%

Total non-current assets

322,484

289,474

286,641 '

288,612

1,367,568

11.4%

1.0%

(0 .7%)

(78.9%)

Total assets

356,003

313,572

312,558

312,357

1,391,574

13.5%

0.3%

0.1%

(77.6%)

Infrastructure, property, plant & equipment
Investment property
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9,019

9,441

9,523

9,233

8,397

0

0

0

0

7,174

7,062

6,531

16, 193

16,503

0

Provisions
Total non-current liabilities

Payables
Borrowings
Provisions
Total current liabilities

Borrowings

Total liabilities
Net assets

24 of 32 I City of Botany Bay Council
Volume 3

(4.5%)

(0 .9%)

3.1%

10.0%

0

N/A

N/A

N/A

N/A

6,405

5,953

1.6%

8.1%

2.0%

7.6%

16,054

15,638

14,350

2.8%

2.7%

9.0%

0

0

0

0

N/A

N/A

N/A

N/A

451

507

238

236

223

(11.0%)

113.0%

0.8%

5.8%

451 :

507 '

238

236

223

(11 .0%)

113.0%

0.8%

5.8%

16,644

17,010

16,292

15,874

14,573

(2.2%)

4.4%

2.6%

8.9%

339,359

296,562

296,266

296,483

1,377,001

14.4%

0.1%

(0.1%)

(78.5%)
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Table 4-Cashflow

17,703

3,682

5,103

7,371

9,099

(18,535)

(3,849)

(4,904)

(16,733)

(7,970)

0

0

0

0

0

0

0

0

199

(9,362)

1,129

2,023

1,824

11 ,186

Cash flows from operating activities
Cash flows from investing activities

t

Proceeds from borrowings and advances
-

..

-·

---·-· -

-- .
- - I·

-

Net increase/(decrease) in cash and equivalents

-··-- -----

•·

-·- -

Volume 3

· -

-- -

-

0
---

0

--

0

i

-···

0
---------(832)
-- --

25 of 32 I City of Botany Bay Council

-

0

Repayment of borrowings and advances
, Cash flows from financing activities

0

1,024

0

I
I

-

,

(167)

- -·
-- -

.

1,856

-

---

-

- ----

'

I

-

--

-
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Appendix B Glossary
Asset Revaluations
In assessing the financial sustainability of NSW councils , IPART found that not all councils reported
assets at fair value 1 . In a circular to all councils in March 2009 2 , OLG required all NSW councils to
revalue their infrastructure assets to recognise the fair value of these assets by the end of the
2009/10 financial year.

Collateralised Debt Obligation (COO)
CDOs are structured financial securities that banks use to repackage individual loans into a product
that can be sold to investors on the secondary market.
In 2007 concerns were heightened in relation to the decline in the "sub-prime" mortgage market in
the USA and possible exposure of some NSW councils, holding CDOs and other structured
investment products, to losses.
In order to clarify the exposure of NSW councils to any losses, a review was conducted by the OLG
with representatives from the Department of Premier and Cabinet and NSW Treasury.
A revised Ministerial investment Order was released by the OLG on 18 August 2008 in response to
the review, suspending investments in CDOs, with transitional provisions to provide for existing
investments.

Office of Local Government (OLG)
OLG is a division of the NSW Department of Premier and Cabinet and is responsible for local
government across NSW. OLG's organisational purpose is "to strengthen the local government
sector" and its organisational outcome is "successful councils engaging and supporting their
communities" . Operating within several strategic objectives OLG has a policy, legislative,
investigative and program focus in matters ranging from local government finance, infrastructure,
governance, performance, collaboration and community engagement. OLG strives to work
collaboratively with the local government sector and is the key adviser to the NSW Government on
local government matters.

Depreciation of Infrastructure Assets
Linked to the asset revaluations process stated above, IPART's analysis of case study councils
found that this revaluation process resulted in sharp increases in the value of some council's assets.
In some cases this has led to significantly higher depreciation charges, and will contribute to higher
reported operating deficits.

EBITDA
EBITDA is an acronym for "earnings before interest, taxes, depreciation, and amortisation" . It is
often used to measure the cash earnings that can be used to pay interest and repay principal.

1

2

IPART "Revenue Framework for Local Government" December 2009 p.83
OLG "Recognition of certain assets at fair value" March 2009
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Financial Sustainability Rating (FSR)
The FSR is an assessment of a council's capacity to meet its financial commitments in the short,
medium and long term. The FSR for each Council has been determined based on the review and
consideration of a Council's historical performance against a set of benchmark indicators. The
rating methodology consists of seven FSR categories. The FSR is calculated using weighted
benchmarks according to the relative importance of each benchmark in terms of a Council 's
financial capacity and sustainability.
Grants and Contributions for Capital Purposes
Councils receive various capital grants and contributions that are nearly always 100% specific in
nature. Due to the fact that they are specifically allocated in respect of capital expenditure they are
excluded from the operational result for a council in TCorp's analysis of a council's financial position.
Grants and Contributions for Operating Purposes
General purpose grants are distributed through the NSW Local Government Grants Commission.
When distributing the general component each council receives a minimum amount, which would be
the amount if 30% of all funds were allocated on a per capita basis. When distributing the other
70%, the Grants Commission attempts to assess the extent of relative disadvantage between
councils. The approach taken considers cost disadvantage in the provision of services on the one
hand and an assessment of revenue raising capacity on the other.
Councils also receive specific operating grants for one-off specific projects that are distributed to be
spent directly on the project that the funding was allocated to.
Independent Commission Against Corruption (ICAC)
ICAC was established by the NSW Government in 1989 in response to growing community concern
about the integrity of public administration in NSW.
The jurisdiction of the ICAC extends to all NSW public sector agencies (except the NSW Police
Force) and employees, including government departments, local councils, members of Parliament,
ministers, the judiciary and the governor. The ICAC's jurisdiction also extends to those performing
public official functions.
Independent Pricing and Regulatory Tribunal (IPART)
!PART has four main functions relating to the 152 local councils in NSW. Each year, !PART
determines the rate peg, or the allowable annual increase in general income for councils. They also
review and determine council applications for increases in general income above the rate peg,
known as "Special Rate Variations" . They approve increases in council minimum rates .
They also review council development contributions plans that propose contribution levels that
exceed caps set by the Government.
Infrastructure Backlog
Infrastructure backlog is defined as the estimated cost to bring infrastructure, building, other
structures and depreciable land improvements to a satisfactory standard, measured at a particular
point in time. It is unaudited and stated within Special Schedule 7 that accompanies the council's
audited annual financial statements.
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Integrated Planning and Reporting (IP&R) Framework
As part of the NSW Government's commitment to a strong and sustainable local government
system, the Local Government Amendment (Planning and Reporting) Act 2009 was assented on 1
October 2009. From this legislative reform the IP&R framework was devised to replace the former
Management Plan and Social Plan with an integrated framework . It also includes a new
requirement to prepare a long-term Community Strategic Plan and Resourcing Strategy. The other
essential elements of the new framework are a Long-Term Financial Plan (L TFP), Operational Plan
and Delivery Program and an Asset Management Plan .

Local Government Cost Index (LGCI)
The LGCI is a measure of movements in the unit costs incurred by NSW councils for ordinary
council activities funded from general rate revenue. The LGCI is designed to measure how much
the price of a fixed "basket" of inputs acquired by councils in a given period compares with the price
of the same set of inputs in the base period. The LGCI is measured by IPART.

Net Assets
Net Assets is measured as total assets less total liabilities . The Asset Revaluations over the past
years have resulted in a high level of volatility in many councils ' Net Assets figure . Consequently, in
the short term the value of Net Assets is not necessarily an informative indicator of performance. In
the medium to long term however, this is a key indicator of a council 's capacity to add value to its
operations. Over time, Net Assets should increase at least in line with inflation plus an allowance
for increased population and/or improved or increased services. Declining Net Assets is a key
indicator of the council's assets not being able to sustain ongoing operations.

Roads and Maritime Services (RMS)
The NSW State Government agency with responsibility for roads and maritime services, formerly
the Roads and Traffic Authority (RTA).

Outlook
The Outlook assigned to Council is TCorp's assessment of the potential movement of Council's
FSR within the next three years . The outlook methodology consists of three categories. A positive
Outlook indicates that a Council's FSR is likely to improve in the short term, whilst a Neutral Outlook
indicates that the FSR is likely to remain unchanged. A Negative Outlook indicates that a Council 's
FSR is more likely to deteriorate and is a sign of a general weakening in performance and
sustainability.
Section 64 Contribution
Development Servicing Plans (DSPs) are made under the provisions of Section 64 of the Local
Government Act 1993 and Sections 305 to 307 of the Water Management Act 2000.
DSPs outline the developer charges applicable to developments for Water, Sewer and Stormwater
within each Local Government Area.

Section 94 Contribution
Section 94 of the Environmental Planning and Assessment Act 1979 allows councils to collect
contributions from the development of land in order to help meet the additional demand for
community and open space facilities generated by that development.
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It is a monetary contribution levied on developers at the development application stage to help pay
for additional community facilities and/or infrastructure such as provision of libraries; community
facilities; open space; roads; drainage; and the provision of car parking in commercial areas.
The contribution is determined based on a formula which should be contained in each council's
Section 94 Contribution Plan, which also identifies the basis for levying the contributions and the
works to be undertaken with the funds raised.
Special Rate Variation (SRV)
A SRV allows councils to increase general income above the rate peg, under the provisions of the
Local Government Act 1993. There are two types of special rate variations that a council may apply
for:
• a single year variation (section 508(2)) or
• a multi-year variation for between two to seven years (section 508A).
The applications are reviewed and approved by IPART.
Sustainability
A local government will be financially sustainable over the long term when it is able to generate
sufficient funds to provide the levels of service and infrastructure agreed with its community.

Ratio Explanations
Asset Maintenance Ratio
Benchmark
Ratio

=Greater than 1.0x

=actual asset maintenance I required asset maintenance

This ratio compares actual versus required annual asset maintenance, as detailed in Special
Schedule 7. A ratio of above 1.0x indicates that the council is investing enough funds within the
year to stop the infrastructure backlog from growing.
Building and Infrastructure Renewals Ratio
Benchmark

=Greater than 1.0x

Ratio = Asset renewals I depreciation of building and infrastructure assets
This ratio compares the proportion spent on infrastructure asset renewals and the asset's
deterioration measured by its accounting depreciation. Asset renewal represents the replacement
or refurbishment of existing assets to an equivalent capacity or performance as opposed to the
acquisition of new assets or the refurbishment of old assets that increase capacity or performance.
Cash Expense Cover Ratio
Benchmark

=Greater than 3.0 months

=

Ratio current year's cash and cash equivalents I (total expenses - depreciation - interest
costs)*12
This liquidity ratio indicates the number of months a council can continue paying for its immediate
expenses without additional cash inflow.
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Capital Expenditure Ratio
Benchmark = Greater than 1.1x
Ratio = annual capital expenditure I annual depreciation
This indicates the extent to which a council is forecasting to expand its asset base with capital
expenditure spent on both new assets, and replacement and renewal of existing assets.

Debt Service Cover Ratio (DSCR)
Benchmark = Greater than 2.0x
Ratio = operating results before interest and depreciation (EBITDA) I principal repayments (from the
statement of cash flows) + borrowing interest costs (from the income statement)
This ratio measures the availability of cash to service debt including interest, principal and lease
payments

Building and Infrastructure Backlog Ratio
Benchmark= Less than 0.02x
Ratio = estimated cost to bring assets to a satisfactory condition (from Special Schedule 7) I total
infrastructure assets (from Special Schedule 7)
This ratio shows what proportion the backlog is against total value of a council's infrastructure.

Interest Cover Ratio
Benchmark = Greater than 4.0x
Ratio = EBITDA I interest expense (from the income statement)
This ratio indicates the extent to which a council can service its interest bearing debt and take on
additional borrowings . It measures the burden of the current interest expense upon a council 's
operating cash .

Operating Ratio
Benchmark = Better than negative 4%
Ratio= (operating revenue excluding capital grants and contributions - operating expenses) I
operating revenue excluding capital grants and contributions
This ratio measures a council's ability to contain operating expenditure within operating revenue.

Own Source Operating Revenue Ratio
Benchmark = Greater than 60%
Ratio = rates, utilities and charges I total operating revenue (inclusive of capital grants and
contributions)
This ratio measures the level of a council's 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.
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Unrestricted Current Ratio
Benchmark = 1.5x (taken from the IPART December 2009 Revenue Framework for Local
Government report)
Ratio = Current assets less all external restrictions I current liabilities less specific purpose liabilities
Restrictions placed on various funding sources (e.g . Section 94 developer contributions, RMS
contributions) complicate the traditional current ratio because cash allocated to specific projects are
restricted and cannot be used to meet a council's other operating and borrowing costs. The
Unrestricted Current Ratio is specific to local government and is designed to represent a council 's
ability to meet debt payments as they fall due.

31 of Volume
32 I City
of Botany Bay Council
3

COMMERCIAL-IN-CONFIDENCE
139

NSW ICAC EXHIBIT

This material is provided for information purposes only and is intended for your use only. The material should
not be relied on for trading or other business purposes. The material does not constitute investment advice
and NSW Treasury Corporation (TCorp) does not make any recommendation as to the suitability of any of the
products or transactions mentioned. This material is not intended to forecast or predict future events.
Past performance is not a guarantee or indication of future results. Any estimates and opinions contained in
- - - - - - - - - + - - this material constitute TCorp's judgement as at the date the material is made available and may be subject to
change without notice . TCorp does not guarantee the accuracy, timeliness , reliability or completeness of the
New South Wales
Treasury Corporation
information or data and will not be liable for any errors or actions taken in reliance on the information or data.
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Disclaimer
This report has been prepared by New South Wales Treasury Corporation (TCorp) in accordance
with the appointment of TCorp by City of Botany Bay Council (the Council) as detailed in TCorp’s
letter of 24 December 2014.
The report has been prepared based on information provided to TCorp. TCorp has relied on this
information and has not verified or audited the accuracy, reliability or currency of the information
provided to it for the purpose of preparation of the report. TCorp and its directors, officers and
employees make no representation as to the accuracy, reliability or completeness of the information
contained in the report.
In addition, TCorp does not warrant or guarantee the outcomes or projections contained in this
report. The projections and outcomes contained in the report do not necessarily take into
consideration the commercial risks, various external factors or the possibility of poor performance by
the Council all of which may negatively impact the financial capability and sustainability of the
Council. The TCorp report focuses on Council’s future Sustainability, within prudent risk parameters
and the limits of its financial projections.
The report has been prepared for City of Botany Bay Council. TCorp shall not be liable to City of
Botany Bay Council or have any liability to any third party under the law of contract, tort and the
principles of restitution or unjust enrichment or otherwise for any loss, expense or damage which
may arise from or be incurred or suffered as a result of reliance on anything contained in this report.
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1

Executive Summary

In April 2013 TCorp provided the City of Botany Bay Council (the Council) with a Financial
Assessment, Sustainability and Benchmarking Report as part of the work undertaken for the
Independent Local Government Review Panel.
In the report TCorp made the following observations:
● Council had reported deficit positions, excluding capital grants and contributions, each year of the
review period.
● Council’s LTFP forecasts operating surpluses for the entire period mainly due to reduced forecast
employee expenses and higher revenue from the airport business unit.
● Capital expenditure was below the level required to maintain assets at an acceptable standard
over the forecast period.
● Council was in the process of completing their Asset Revaluations and developing their Asset
Management Plans (AMP). This would assist in providing greater certainty in respect of their
Infrastructure Backlog valuation.
TCorp’s report stated that “TCorp believes Council is currently in a weak Sustainability position.
Based on the current LTFP, this position is likely to improve slightly in the future. This forecast
improvement is based on Council achieving the forecast operating result in its LTFP”.
Council subsequently requested that TCorp undertake an updated Financial Assessment and this
was completed in June 2014. This update occurred following Council completing an update to their
LTFP model to incorporate all available data at the time.
The key observations from that review which included Council’s 2013 audited accounts and updated
10 year forecasts for its General Fund were:
● Council posted an operating surplus in 2013, when capital grants and contributions are excluded.
The result improved in 2013 primarily due to an increase in user fees and charges and decrease
in employee expenses.
● Council forecast a deficit position from 2014 until 2019, when capital grants and contributions
were excluded.
● When investments were included, Council’s Cash Expense Ratio was above benchmark for the
forecast period
● Council did not forecast any borrowing in its LTFP and has remained debt free since 1994.
Based on the updated and revised information provided to TCorp for the Base Case scenario,
Council was assessed to have a FSR of Moderate with an Outlook for the next three years to 2016
of Neutral.
In respect of the long term Sustainability of the Council our key observations were:
● Council forecast a deficit position in seven of the 10 years forecast, and the result improved from
negative $2.3m in 2014 to a surplus of $0.2m in 2023.
● Council’s Capital Expenditure Ratio was above benchmark for the majority of the forecast period.
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Council subsequently contacted TCorp in December 2014 to complete an update of their Financial
Assessment following a further update of their LTFP and with the benefit of the completed 2014
audited accounts.
The key observations from our review of Council’s 2014 audited accounts and updated 10 year
forecasts for its General Fund are:
● Council achieved a second consecutive operating surplus in 2014 as an 11.6% increase in
employee expenses was offset by a combined revenue increase of 11.0% from rates and annual
charges, interest and investment revenue, and other revenues.
● The LTFP provided to TCorp is a new internally developed model that was developed after
difficulties in updating Council’s previous model were experienced. The new model has been
amended by Council after discussions with TCorp to address the quality of the key assumptions
and the model inputs and outputs. Given the importance of the LTFP document as a dynamic
budgeting tool, TCorp recommends further work is undertaken to improve the model so that it is
robust and able to conduct scenario analysis while having the ability to incorporate updates of
Council’s capital program and forecast asset maintenance and renewal costs.
● Council is now forecasting marginal operating deficits in each of the 10 years to 2024 of between
$0.4m and $0.9m p.a.
● As with the previous LTFP, when investments are included Council’s Cash Expense Ratio is
above benchmark for the forecast period with the Unrestricted Current Ratio also forecast to
remain above benchmark.
● Council has now completed the first iteration of all its AMP’s with the assistance of local
government consultants Morrison Low which has led to a forecast reduction in depreciation
expenses in 2015 as Council has extended the asset life of a number of asset classes that have
been reviewed. It is expected that further iterations of the AMP will continue to refine and
improve the data integrity and accuracy.
In respect of the long term Sustainability of the Council our key observations are:
● While Council is forecasting to be above the negative 4% benchmark for the Operating Ratio in
each year, TCorp recommends a minimum breakeven operating performance is achieved over
the medium to long term to achieve Sustainability and retain existing service levels.
● Council’s Capital Expenditure is forecast to remain above benchmark in line with the historic
average of the past five years.
● Council expects to remain debt free with it forecasting to be able to fund its ongoing capital
program from internal funds and the Section 94A developer contributions received over the 10
year review period.
Based on the updated and revised information provided to TCorp for the Base Case scenario,
Council is assessed to have a FSR of Moderate with an Outlook for the next three years to 2017 of
Neutral.
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2

Review of Financial Performance and Position

TCorp has updated its review to include the 2014 annual audited accounts of the Council

2.1

Revenue

Key Observations
● Council’s total revenue, excluding capital grants and contributions has increased by $4.3m
(8.2%) in 2014, following a $6.2m (13.3%) increase in 2013. The average increase over the five
year review period was 6.9% p.a.
● Rates and annual charges increased by 9.2% in 2014 driven by a $1.0m (18.5%) increase in
domestic waste management charges and a $1.2m (8.2%) increase in business ordinary rates.
● User charges and fees increased by 5.3% in 2014 after a 30.3% increase in 2013. The large
increase in 2013 was driven by a $1.7m increase in restorations, $1.1m of which related to a
one-off payment from Ausgrid. The 2014 total increased despite restorations reducing by $1.6m,
due to increases in contract services of $0.9m, increased planning and building fees relating to
increased residential developments of $1.0m and a $0.6m increase in other user charges which
include all miscellaneous items such as footpath rental, resident parking income and waste
container fees.
● Interest and investment revenue has increased by $0.6m (47.7%) in 2014 due to an increase in
cash and cash equivalents, and investments from $30.5m in 2013 to $51.4m.
● Operating grants and contributions have remained static in 2014 with the $0.5m decrease in the
Financial Assistance Grant (FAG) received being offset by a $0.5m increase in ex-gratia rates.
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2.2

Expenses

Key Observations
● Council’s total expenses have increased by $4.0m (7.7%) in 2014, the largest annual percentage
increase since 2011 and follows a $0.8m (1.5%) increase in 2013.
● Employee expenses increased by 11.6% in 2014 after a 5.6% decrease in 2013. The increase
occurred due to a $1.0m increase in salaries and wages and a $0.5m increase in employee leave
entitlements. Another contributor was that no expenses were capitalised in 2014 compared to
$0.8m in 2013 when council’s employees were utilised on capital projects. The capital works
completed in 2014 did not match the skill set of Council’s employees and contractors were
required for a number of projects.
● Materials and contract expenses have increased by 4.2% in 2014 with planning and development
legal expenses increasing by $0.5m. This increase was due to increased appeals to the Land
and Environment Court and appeals in respect of development approvals.
● Depreciation increased by 5.9% in 2014 following a 17.2% increase in 2013. The 2013 increase
followed the revaluation of Council’s buildings infrastructure and this remains the driver of the
increase in 2014 with a net $0.6m increase in buildings depreciation. Council does not expect
this trend to continue in future years following the completion of their AMP’s.
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2.3

Operating Results

TCorp has made some standard adjustments to focus the analysis on core operating council results.
Grants and contributions for capital purposes, realised and unrealised gains on investments and
other assets are excluded, as well as one-off items which Council have no control over (e.g.
impairments).
TCorp believes that the exclusion of these items will assist in normalising the measurement of key
performance indicators, and the measurement of Council’s performance against its peers.
All items excluded from the income statement and further historical financial information is detailed
in Appendix A.

Key Observations
● Council has achieved an operating surplus in the last two years when capital grants and
contributions are excluded. This is a significant improvement from the previous three years of
increasing deficits.
● Capital grants and contributions increased by $4.8m in 2013 and a further $7.8m in 2014 due to
consecutive increases in Section 94 developer contributions that increased to $17.4m in 2014
from $1.7m in 2012. The large increase was linked to a number of residential developments with
Pemberton St, Botany, O’Riordan St, Mascot and Church Ave, Mascot examples of the larger
developments.
● Council needs to continue to monitor its employee expenses closely to ensure that annual
increases do not impact the improved operating performance.
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2.4

Financial Management Indicators
Year ended 30 June

Performance Indicators

2014

2013

2012

2011

2010

EBITDA ($’000s)

7,355

6,702

305

2,386

3,374

Operating Ratio

1.1%

0.6%

(11.0%)

(7.3%)

(3.9%)

Interest Cover Ratio

N/A

N/A

N/A

N/A

N/A

Debt Service Cover Ratio

N/A

N/A

N/A

N/A

N/A

Unrestricted Current Ratio

1.25x

1.42x

1.38x

1.38x

1.71x

Own Sourced Operating Revenue
Ratio

62.8%

69.3%

73.8%

76.7%

73.3%

Cash Expense Ratio

8.1
months *

0.3
months

0.5
months

0.6
months

0.5
months

Net assets ($'000s)

357,858

339,359

296,562

296,266

296,483

Key Observations
● Council’s EBITDA performance has correlated with the operating results with a positive trend
being achieved in the last two years. The improved operating performance has resulted in the
positive Operating Ratio in these years.
● Council has remained debt free since 1994.
● Council’s Unrestricted Current Ratio has decreased in 2014 and has been below the 1.50x
benchmark in the past four years.
● The Own Source Operating Revenue Ratio has decreased in the past two years in line with the
increase in capital Section 94 contributions however it remains above the 60.0% benchmark.
● Council’s Cash Expense Ratio includes term deposits in 2014 following a review of how this ratio
should be calculated by TCorp. The inclusion of the term deposits immediately improves the
ratio strongly above the benchmark. Council continue to invest the majority of their funds in term
deposits with $44.0m in 2014 compared to $27.0m in 2013. This increase coincides with the
increased Section 94A developer contributions received.
● Council’s Net Assets increased by 5.5% in 2014 due to the increase in investments held.
Council’s infrastructure property, plant and equipment (I,P,P&E) marginally reduced by $0.2m
over the year to $319.6m.
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2.5

Statement of Cashflows

Key Observations
● Cash and cash equivalents increased to $5.0m in 2014 from $1.0m in 2013 due to the additional
funds received from Section 94A developer contributions.
● In 2014, Council held $51.4m in total cash and investment securities, of which $43.8m was
externally restricted, $5.2m was internally restricted and $2.4m was unrestricted.
● The investments of $46.4m were split between term deposits, $28.9m current and $15.0m noncurrent, and $2.5m in managed funds.
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2.6

Capital Expenditure

The following section predominantly relies on information obtained from Special Schedules 7 and 8
that accompany the annual financial statements. These figures are unaudited and are therefore
Council’s estimated figures.
2.6.1

Infrastructure Backlog

Council’s Infrastructure Backlog has decreased for the second consecutive year with a $7.2m
(38.8%) decrease in 2014, following an $18.2m (49.5%) decrease in 2013.
The 2014 decrease was because the public roads backlog has reduced by $8.0m to $5.5m. This
followed a $17.2m decrease in public roads in 2013 following an independent review of Council’s
road assets by ARRB Road Services. The buildings and other structures backlog increased by
$3.8m (335.8%) following a review of these and Council’s remaining assets with the assistance of
Morrison Low consultants. This resulted in related increases in depreciation seen in 2013 and 2014
for the building assets. Council offices, halls and amenities/toilets were the main items that led to
the increase.
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2.6.2

Infrastructure Status
Year ended 30 June

Infrastructure status

2014

2013

2012

2011

2010

Bring to satisfactory standard
($'000s)

11,407

18,650

36,905

35,310

35,155

Required annual maintenance
($'000s)

4,057

2,405

1,924

3,460

3,450

3,299

4,273

3,351

1,640

1,285

Total value infrastructure assets
($'000s)

164,490

165,733

150,969

148,435

150,110

Total assets ($'000s)

377,572

356,003

313,572

312,558

312,357

Infrastructure Backlog Ratio

0.07x

0.11x

0.24x

0.24x

0.23x

Asset Maintenance Ratio

0.81x

1.78x

1.74x

0.47x

0.37x

Building and Infrastructure Asset
Renewal Ratio

0.75x

0.64x

0.42x

0.62x

0.36x

Capital Expenditure Ratio

1.04x

1.02x

1.48x

0.86x

1.73x

Actual annual maintenance ($'000s)

Council’s Infrastructure Backlog Ratio has reduced significantly since 2012 following the review of
Council’s assets however it still remains above the 0.02x benchmark in 2014 at 0.07x.
Council’s Asset Maintenance Ratio decreased significantly in 2014 to below the benchmark due to
both the actual amount spent on maintenance decreasing and the required annual amount
increasing. The increase coincided with the asset assessments for Council’s roads and buildings.
The average ratio analysed over the five year period is 1.03x, marginally above the benchmark.
The Building and Infrastructure Asset Renewal Ratio has been below the benchmark in each year
but has improved over the period. This ratio requires improvement over the medium term if
Council’s Infrastructure Backlog is not to increase.
The Capital Expenditure Ratio has fluctuated over the five year period but has averaged 1.23x over
that period, above the 1.1x benchmark.
These final two ratios indicate that the purchase of new assets has been given priority over the
renewals of existing assets.
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2.6.3

Capital Program

The following figures are sourced from the Council’s Annual Financial Statements at Special
Schedule No. 8 and are not audited. New capital works are major non-recurrent projects.
Year ended 30 June
Capital Program ($'000s)

2014

2013

2012

2011

2010

New capital works

2,845

2,000

1,000

2,000

8,000

Replacement/refurbishment of
existing assets

3,916

7,000

2,000

3,000

1,000

Total

6,761

9,000

3,000

5,000

9,000

Council completed 172 individual capital projects with a total expenditure of approximately $6.8m in
2014. Two projects had a value higher than $250,000 and related to the McPherson Street upgrade
at $369,000 and a Waste Services upgrade at $289,200.
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3

Review of Financial Forecasts

The revised financial forecast model shows the projected financial statements and assumptions for
the next 10 years. As the Council operates only one fund we focused our review on this General
Fund.
The LTFP has been based on maintaining the existing standard of services to the community.
The model provided is a newly developed model due to an error being identified when Council
attempted to update their previous model that had been developed by an external party. Council
has therefore had to develop the new model internally. TCorp would recommend Council continue
to focus on improving the robustness of the LTFP model so that it can be utilised as an ongoing
dynamic financial model.

3.1

Operating Results

Council is forecasting the operating result to decrease from the marginal surpluses of 2013 and
2014. Operating deficits are forecast in each year of the LTFP with Council projecting the deficit to
remain around negative 1% throughout the 10 year period. While this is above TCorp’s benchmark
of negative 4%, TCorp recommends a minimum breakeven result over the medium to long term.
The decline in 2015 is due to expenses being projected to increase by 4.6% compared to a 2.9%
increase in revenues. The drivers of the expense increase are tipping fees which are forecast to
increase by 53.0% ($1.0m) to $2.9m and insurance which is forecast to increase by 501.2% ($1.1m)
to $1.3m.
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3.2

Financial Management Indicators

Liquidity Ratios

In 2014, Council held $29.0m of current term deposits out of a total of $31.4m current investments.
Going forward current term deposits will be included within this ratio.
As a conservative estimate TCorp has included 80% of the current investments total in each year of
the forecast in the ratio total to represent term deposits. When these are included, the ratio remains
strongly above the benchmark throughout the forecast period.

Council has forecast an immediate improvement in the Unrestricted Current Ratio to above the
benchmark in 2015 and for the ratio to improve to 2.00 times by 2020. The improvement in the
forecast ratio occurs between 2017 and 2020. This improvement coincides with the forecast
increases in investments and other financial assets in these years as the ratio is forecast and
calculated to change year to year in line with Council’s CPI forecast of 3%.
The relationship between restricted funds and inflation does not necessarily have any specific
correlation therefore TCorp questions this assumption.
Regardless of this, Council’s liquidity appears to remain adequate throughout the forecast period.
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Fiscal Flexibility Ratios

Council’s Own Source Operating Revenue Ratio is forecast to improve in 2017 once the Section 94
capital contributions reduce in line with the significant residential developments being completed.
The figures are inflated due to internal revenues from plant hire between departments being
included within user charges and fees at levels between $2.7m and $3.6m over the 10 year period
that Council are unable to remove from the model. These are removed along with the associated
costs when the audited accounts are finalised.
Debt Ratios
Council has been debt free since 1994 and projects to not require any borrowings in their LTFP.

3.3

Capital Expenditure

Council has forecast purchases of I,P,P&E over the 10 year period to equate to $75.9m compared
to a cumulative depreciation of $61.9m. The forecast capital expenditure in 2015 and 2016 of
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$8.6m and $8.8m respectively is higher than the $6.5m spent in both 2013 and 2014. The capital
expenditure is forecast to spike in 2022 at $9.1m.
The forecast average ratio over the 10 year period equals 1.23 times which is in line with the
average of the past five years.
The cumulative total of $75.9m is an increase from $69.6m from the LTFP analysed in TCorp’s
previous report with the increased forecast capital expenditure linked to Council receiving higher
than expected Section 94A development contributions which are expected to continue in the short to
medium term - the number of residential developments within the LGA has grown significantly as
seen by the large increase in Section 94A developer contributions received in 2013 and 2014.
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3.4

Financial Model Assumption Review

Council has used its own assumptions in developing their forecasts.
In order to evaluate the validity of the Council’s forecast model, TCorp has compared the model
assumptions versus TCorp’s benchmarks for annual increases in the various revenue and
expenditure items. Any material differences from these benchmarks should be explained through
the LTFP.
TCorp’s benchmarks:
● Rates and annual charges: TCorp notes that the Local Government Cost Index (LGCI) increased
by 3.4% in the year to September 2011, 2.8% in 2012, 3.6% in 2013, 3.4% in 2014 and 2.3% in
2015. In December 2014 IPART announced that the rate peg to apply in the 2015/16 financial
year will be 2.4%. Beyond 2016 TCorp has assessed a general benchmark for rates and annual
charges to increase by mid-range LGCI annual increases of 3.0%.
● IPART developed the LGCI to use for setting the maximum allowable increase in general income
for local government in NSW (rate peg). The LGCI is the measure of movement in the unit costs
incurred by NSW council activities funded from the general rate base.
● Interest and investment revenue: annual return of 5%
● All other revenue items: the estimated annual CPI increase of 2.5%
● Employee costs: 3.5% (estimated CPI+1%)
● All other expenses: the estimated annual CPI increase of 2.5%
Key Observations and Risks
● During the review process of the internally developed LTFP a number of figures had to be
adjusted to correct errors. TCorp believes that this model requires further development so that it
can be relied upon as an ongoing robust document.
● The majority of the line items within the model have been indexed to increase by 3.0% p.a. within
the Income Statement, Balance Sheet and Statement of Cash Flows. This is also consistent with
how elements of the Unrestricted Current Ratio have been calculated.
● The annual figures in the Income Statement and the Statement of Cash Flows are identical, an
element of the model that TCorp believes is unrealistic, as these figures are likely to differ as the
effects of accrual accounting are stated within the Income Statement but not the Statement of
Cash Flows. The Statement of Financial Position is also calculated with a 3% annual increase
for a lot of line items and again this is not how we believe that the model should operate.
● Council’s LTFP has been completed on the basis of maintaining existing service levels.
● Rates and annual charges are forecast to increase by 2.5% in 2016, 3.0% between 2017 and
2019 and 3.2% between 2020 and 2024.
● Depreciation is forecast to decrease by 16.1% in 2015 and then increase by 2.0% p.a. each year
thereafter. The 2015 decrease is forecast following further refinement of Council’s Asset
Management Plans.
● Current investments are forecast to increase by between 12.3% and 20.8% between 2017 and
2020 driven by Section 94A contributions and this contributes to the balance increasing from
$31.4m in 2014 to $68.2m in 2024.
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● While Council has indicated that their AMP data has been utilised within the LTFP figures,
specific asset ratios for forecast maintenance and renewals are not produced.

3.5

Sustainability

Based on the information received and the revised LTFP, TCorp believes the Council to be currently
in a Moderate Sustainability position. The Outlook for Council is currently Neutral.
In considering the longer term financial Sustainability of the Council we make the following
additional comments:
● Within the latest LTFP, Council is forecasting to achieve operating deficits in each of the next ten
years, when capital grants and contributions are excluded. While relatively small, continuing
operating deficits are likely to lead to Sustainability issues or a reduction in service levels in the
long term if they are not addressed.
● Council’s Unrestricted Current Ratio is above benchmark and improving over the entire forecast
period indicating Council’s liquidity will remain at adequate levels.
● Council’s Own Source Operating Ratio is forecast to remain above benchmark for the entire
forecast period which indicates Council is not heavily reliant on external sources of revenue.
● Council’s Capital Expenditure Ratio averages 1.23 times over the 10 years forecast indicating
Council projects to adequately manage and expand their asset base.
● Council need to continue to focus on integrating the AMP with the LTFP. This will enable greater
accuracy and validity to their LTFP.
● Assumptions have been made that Council will commit funds to asset maintenance and renewals
at levels similar to the average of the previous three financial years.
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4

Conclusion and Recommendations

Based on our review of both the historic financial information and the latest 10 year financial
forecast within Council’s LTFP, we believe Council remains in a Moderate Sustainability position
with an Outlook of Neutral.
We make the following key points:
● Council’s operating performance over the past two financial years has shown good improvement.
● Council has forecast relatively consistent operating deficits in the region of negative 1%, between
$0.4m and $0.9m p.a. each year of the forecast.
● Council has now completed the AMP for each asset class and this information has been included
within the LTFP. Council has engaged industry consultants Morrison Low who have assisted
them in this process and reviewed the LTFP.
● Council’s capital program for 2015/2016 has been devised to utilise the substantial Section 94A
developer contributions that have been received in recent years and does not require any
external sources of funding. Council has forecast that they will be able to finance its full 10 year
capital program without any debt requirements.
However we would also recommend that the following points be considered:
● Council has recently completed the first iteration of their AMP as they were originally classed as
a Group 3 Council for the purposes of Integrated Planning and Reporting guidelines. As Council
completes further versions of their AMP it is expected that the quality and accuracy of this data
will improve to strengthen the quality of the financial forecasts over time.
● TCorp recognises that there were some issues encountered in completing the latest version of
the LTFP. A number of errors were recognised by TCorp during the review of the model that
required amending due to Council having to create a new model following an issue with their
previous model. The supporting LTFP pdf document also requires further work.
● TCorp recommends Council invests additional resources to ensure a robust financial model is
developed so that Council has a reliable model that can be used consistently over the medium to
long term and is a dependable point of reference.
● The format of the model does not dynamically link the Income Statement, Statement of Financial
Position and Statement of Cash Flows and expanding the model to include this capability is an
important issue that Council should focus on.
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Appendix A Historical Financial Information Tables
Table 1- Income Statement
Income statement

Year ended 30 June

% annual change

2014

2013

2012

2011

2010

2014

2013

2012

2011

Rates and annual charges

32,693

29,943

27,886

26,556

25,643

9.2%

7.4%

5.0%

3.6%

User charges and fees

14,713

13,973

10,721

11,004

9,567

5.3%

30.3%

(2.6%)

15.0%

Interest and investment revenue

1,920

1,300

1,350

1,352

1,220

47.7%

(3.7%)

(0.1%)

10.8%

Grants and contributions for operating purposes

6,748

6,719

6,220

6,512

6,986

0.4%

8.0%

(4.5%)

(6.8%)

Other revenues

1,236

1,046

580

590

590

18.2%

80.3%

(1.7%)

0.0%

Total revenue

57,310

52,981

46,757

46,014

44,006

8.2%

13.3%

1.6%

4.6%

26,548

23,789

25,191

22,871

22,446

11.6%

(5.6%)

10.1%

1.9%

0

0

0

0

0

N/A

N/A

N/A

N/A

Materials and contract expenses

18,911

18,148

17,197

16,509

14,064

4.2%

5.5%

4.2%

17.4%

Depreciation and amortisation

6,745

6,371

5,435

5,743

5,069

5.9%

17.2%

(5.4%)

13.3%

Other expenses

4,496

4,342

4,064

4,248

4,122

3.5%

6.8%

(4.3%)

3.1%

Total expenses

56,700

52,650

51,887

49,371

45,701

7.7%

1.5%

5.1%

8.0%

Operating result
(excluding capital grants and contributions)

610

331

(5,130)

(3,357)

(1,695)

84.3%

106.5%

(52.8%)

(98.1%)

Operating result
(including capital grants and contributions)

18,802

10,731

457

(387)

2,313

75.2%

2248.1%

218.1%

(116.7%)

Revenue

Expenses
Employees
Borrowing costs
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Table 2 - Items excluded from Income Statement
Excluded items
Grants and contributions for capital purposes
Gain/(loss) from disposal of Assets
Gain/(Loss) from Interest in joint ventures
Fair Value Adjustment on Investments

2014

2013

2012

2011

2010

18,192

10,400

5,587

2,970

4,008

228

29

80

102

357

(595)

(409)

(321)

(141)

(322)

64

121

100

209

306

2014

2013

2012

2011

2010

322

329

307

273

347

Table 3 – Employee Numbers
Full Time Equivalent Employees at year end
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Table 4 – Balance Sheet
Balance sheet ($’000s)

Year ended 30 June

% annual change

2014

2013

2012

2011

2010

2014

2013

2012

2011

Cash and cash equivalents (2014 includes current term deposits)

33,921

1,024

1,856

2,023

1,824

3212.6%

(44.8%)

(8.3%)

10.9%

Investments

2,493

28,462

17,355

18,743

17,146

(91.2%)

64.0%

(7.4%)

9.3%

Receivables

4,641

3,761

4,653

4,877

4,532

23.4%

(19.2%)

(4.6%)

7.6%

Inventories

290

272

234

274

243

6.6%

16.2%

(14.6%)

12.8%

41,345

33,519

24,098

25,917

23,745

23.3%

39.1%

(7.0%)

9.1%

78.6%

(5.1%)

(73.5%)

Current assets

Total current assets

Non-current assets
Investments

15,000

1,000

560

590

Receivables

306

318

393

404

299

(3.8%)

(19.1%)

(2.7%)

35.1%

319,583

319,753

287,284

284,684

285,470

(0.1%)

11.3%

0.9%

(0.3%)

1,338

1,413

1,237

963

618

(5.3%)

14.2%

28.5%

55.8%

Total non-current assets

336,227

322,484

289,474

286,641

288,612

4.3%

11.4%

1.0%

(0.7%)

Total assets

377,572

356,003

313,572

312,558

312,357

6.1%

13.5%

0.3%

0.1%

Infrastructure, property, plant & equipment
Investment property
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Balance sheet ($’000s)

Year ended 30 June

% annual change

2014

2013

2012

2011

2010

2014

2013

2012

2011

11,541

9,019

9,441

9,523

9,233

28.0%

(4.5%)

(0.9%)

3.1%

Borrowings

0

0

0

0

0

N/A

N/A

N/A

N/A

Provisions

7,633

7,174

7,062

6,531

6,405

6.4%

1.6%

8.1%

2.0%

Total current liabilities

19,174

16,193

16,503

16,054

15,638

18.4%

(1.9%)

2.8%

2.7%

N/A

N/A

N/A

N/A

Current liabilities
Payables

Non-current liabilities
Borrowings

0

0

0

0

0

Provisions

540

451

507

238

236

19.7%

(11.0%)

113.0%

0.8%

Total non-current liabilities

540

451

507

238

236

19.7%

(11.0%)

113.0%

0.8%

19,714

16,644

17,010

16,292

15,874

18.4%

(2.2%)

4.4%

2.6%

357,858

339,359

296,562

296,266

296,483

5.5%

14.4%

0.1%

(0.1%)

Total liabilities
Net assets
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Table 5 - Cashflow
Year ended 30 June

Cash Flow Statement ($'000s)
2014

2013

2012

2011

2010

Cash flows from operating activities

27,605

17,703

3,682

5,103

7,371

Cash flows from investing activities

(23,658)

(18,535)

(3,849)

(4,904)

(16,733)

Proceeds from borrowings and advances

0

0

0

0

0

Repayment of borrowings and advances

0

0

0

0

0

0

0

0

0

0

3,947

(832)

(167)

199

(9,362)

Cash flows from financing activities
Net increase/(decrease) in cash and equivalents
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Appendix B Glossary
Asset Revaluations
In assessing the financial sustainability of NSW councils, IPART found that not all councils reported
assets at fair value1. In a circular to all councils in March 20092, DLG required all NSW councils to
revalue their infrastructure assets to recognise the fair value of these assets by the end of the
2009/10 financial year.
Collateralised Debt Obligation (CDO)
CDOs are structured financial securities that banks use to repackage individual loans into a product
that can be sold to investors on the secondary market.
In 2007 concerns were heightened in relation to the decline in the “sub-prime” mortgage market in
the USA and possible exposure of some NSW councils, holding CDOs and other structured
investment products, to losses.
In order to clarify the exposure of NSW councils to any losses, a review was conducted by the DLG
(now OLG) with representatives from the Department of Premier and Cabinet and NSW Treasury.
A revised Ministerial investment Order was released by the DLG (now OLG) on 18 August 2008 in
response to the review, suspending investments in CDOs, with transitional provisions to provide for
existing investments.
Office of Local Government (OLG)
OLG (previously DLG) is an Office in the Planning and Environment cluster and is responsible for
local government across NSW. OLG’s organisational purpose is “to strengthen the local government
sector” and its organisational outcome is “successful councils engaging and supporting their
communities”. Operating within several strategic objectives OLG has a policy, legislative,
investigative and program focus in matters ranging from local government finance, infrastructure,
governance, performance, collaboration and community engagement. OLG strives to work
collaboratively with the local government sector and is the key adviser to the NSW Government on
local government matters.
Depreciation of Infrastructure Assets
Linked to the asset revaluations process stated above, IPART’s analysis of case study councils
found that this revaluation process resulted in sharp increases in the value of some council’s assets.
In some cases this has led to significantly higher depreciation charges, and will contribute to higher
reported operating deficits.
EBITDA
EBITDA is an acronym for “earnings before interest, taxes, depreciation, and amortisation”. It is
often used to measure the cash earnings that can be used to pay interest and repay principal.
Financial Sustainability Rating (FSR)
1
2

IPART “Revenue Framework for Local Government” December 2009 p.83
DLG “Recognition of certain assets at fair value” March 2009
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The FSR is an assessment of a council’s capacity to meet its financial commitments in the short,
medium and long term. The FSR for each Council has been determined based on the review and
consideration of a Council’s historical performance against a set of benchmark indicators. The
rating methodology consists of seven FSR categories. The FSR is calculated using weighted
benchmarks according to the relative importance of each benchmark in terms of a Council’s
financial capacity and sustainability.
Grants and Contributions for Capital Purposes
Councils receive various capital grants and contributions that are nearly always 100% specific in
nature. Due to the fact that they are specifically allocated in respect of capital expenditure they are
excluded from the operational result for a council in TCorp’s analysis of a council’s financial position.
Grants and Contributions for Operating Purposes
General purpose grants are distributed through the NSW Local Government Grants Commission.
When distributing the general component each council receives a minimum amount, which would be
the amount if 30% of all funds were allocated on a per capita basis. When distributing the other
70%, the Grants Commission attempts to assess the extent of relative disadvantage between
councils. The approach taken considers cost disadvantage in the provision of services on the one
hand and an assessment of revenue raising capacity on the other.
Councils also receive specific operating grants for one-off specific projects that are distributed to be
spent directly on the project that the funding was allocated to.
Independent Commission Against Corruption (ICAC)
ICAC was established by the NSW Government in 1989 in response to growing community concern
about the integrity of public administration in NSW.
The jurisdiction of the ICAC extends to all NSW public sector agencies (except the NSW Police
Force) and employees, including government departments, local councils, members of Parliament,
ministers, the judiciary and the governor. The ICAC's jurisdiction also extends to those performing
public official functions.
Independent Pricing and Regulatory Tribunal (IPART)
IPART has four main functions relating to the 152 local councils in NSW. Each year, IPART
determines the rate peg, or the allowable annual increase in general income for councils. They also
review and determine council applications for increases in general income above the rate peg,
known as “Special Rate Variations”. They approve increases in council minimum rates.
They also review council development contributions plans that propose contribution levels that
exceed caps set by the Government.
Infrastructure Backlog
Infrastructure backlog is defined as the estimated cost to bring infrastructure, building, other
structures and depreciable land improvements to a satisfactory standard, measured at a particular
point in time. It is unaudited and stated within Special Schedule 7 that accompanies the council’s
audited annual financial statements.
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Integrated Planning and Reporting (IP&R) Framework
As part of the NSW Government’s commitment to a strong and sustainable local government
system, the Local Government Amendment (Planning and Reporting) Act 2009 was assented on 1
October 2009. From this legislative reform the IP&R framework was devised to replace the former
Management Plan and Social Plan with an integrated framework. It also includes a new
requirement to prepare a long-term Community Strategic Plan and Resourcing Strategy. The other
essential elements of the new framework are a Long-Term Financial Plan (LTFP), Operational Plan
and Delivery Program and an Asset Management Plan.
Local Government Cost Index (LGCI)
The LGCI is a measure of movements in the unit costs incurred by NSW councils for ordinary
council activities funded from general rate revenue. The LGCI is designed to measure how much
the price of a fixed “basket” of inputs acquired by councils in a given period compares with the price
of the same set of inputs in the base period. The LGCI is measured by IPART.
Net Assets
Net Assets is measured as total assets less total liabilities. The Asset Revaluations over the past
years have resulted in a high level of volatility in many councils’ Net Assets figure. Consequently, in
the short term the value of Net Assets is not necessarily an informative indicator of performance. In
the medium to long term however, this is a key indicator of a council’s capacity to add value to its
operations. Over time, Net Assets should increase at least in line with inflation plus an allowance
for increased population and/or improved or increased services. Declining Net Assets is a key
indicator of the council’s assets not being able to sustain ongoing operations.
Roads and Maritime Services (RMS)
The NSW State Government agency with responsibility for roads and maritime services, formerly
the Roads and Traffic Authority (RTA).
Outlook
The Outlook assigned to Council is TCorp’s assessment of the potential movement of Council’s
FSR within the next three years. The outlook methodology consists of three categories. A positive
Outlook indicates that a Council’s FSR is likely to improve in the short term, whilst a Neutral Outlook
indicates that the FSR is likely to remain unchanged. A Negative Outlook indicates that a Council’s
FSR is more likely to deteriorate and is a sign of a general weakening in performance and
sustainability.
Section 64 Contribution
Development Servicing Plans (DSPs) are made under the provisions of Section 64 of the Local
Government Act 1993 and Sections 305 to 307 of the Water Management Act 2000.
DSPs outline the developer charges applicable to developments for Water, Sewer and Stormwater
within each Local Government Area.
Section 94 Contribution
Section 94 of the Environmental Planning and Assessment Act 1979 allows councils to collect
contributions from the development of land in order to help meet the additional demand for
community and open space facilities generated by that development.
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It is a monetary contribution levied on developers at the development application stage to help pay
for additional community facilities and/or infrastructure such as provision of libraries; community
facilities; open space; roads; drainage; and the provision of car parking in commercial areas.
The contribution is determined based on a formula which should be contained in each council's
Section 94 Contribution Plan, which also identifies the basis for levying the contributions and the
works to be undertaken with the funds raised.
Special Rate Variation (SRV)
A SRV allows councils to increase general income above the rate peg, under the provisions of the
Local Government Act 1993. There are two types of special rate variations that a council may apply
for:
● a single year variation (section 508(2)) or
● a multi-year variation for between two to seven years (section 508A).
The applications are reviewed and approved by IPART.
Sustainability
A local government will be financially sustainable over the long term when it is able to generate
sufficient funds to provide the levels of service and infrastructure agreed with its community.

Ratio Explanations
Asset Maintenance Ratio
Benchmark = Greater than 1.0x
Ratio = actual asset maintenance / required asset maintenance
This ratio compares actual versus required annual asset maintenance, as detailed in Special
Schedule 7. A ratio of above 1.0x indicates that the council is investing enough funds within the
year to stop the infrastructure backlog from growing.
Building and Infrastructure Renewals Ratio
Benchmark = Greater than 1.0x
Ratio = Asset renewals / depreciation of building and infrastructure assets
This ratio compares the proportion spent on infrastructure asset renewals and the asset’s
deterioration measured by its accounting depreciation. Asset renewal represents the replacement
or refurbishment of existing assets to an equivalent capacity or performance as opposed to the
acquisition of new assets or the refurbishment of old assets that increase capacity or performance.
Cash Expense Cover Ratio
Benchmark = Greater than 3.0 months
Ratio = current year’s cash and cash equivalents / (total expenses – depreciation – interest
costs)*12
This liquidity ratio indicates the number of months a council can continue paying for its immediate
expenses without additional cash inflow.
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Capital Expenditure Ratio
Benchmark = Greater than 1.1x
Ratio = annual capital expenditure / annual depreciation
This indicates the extent to which a council is forecasting to expand its asset base with capital
expenditure spent on both new assets, and replacement and renewal of existing assets.
Debt Service Cover Ratio (DSCR)
Benchmark = Greater than 2.0x
Ratio = operating results before interest and depreciation (EBITDA) / principal repayments (from the
statement of cash flows) + borrowing interest costs (from the income statement)
This ratio measures the availability of cash to service debt including interest, principal and lease
payments
Building and Infrastructure Backlog Ratio
Benchmark = Less than 0.02x
Ratio = estimated cost to bring assets to a satisfactory condition (from Special Schedule 7) / total
infrastructure assets (from Special Schedule 7)
This ratio shows what proportion the backlog is against total value of a council’s infrastructure.
Interest Cover Ratio
Benchmark = Greater than 4.0x
Ratio = EBITDA / interest expense (from the income statement)
This ratio indicates the extent to which a council can service its interest bearing debt and take on
additional borrowings. It measures the burden of the current interest expense upon a council’s
operating cash.
Operating Ratio
Benchmark = Better than negative 4%
Ratio = (operating revenue excluding capital grants and contributions – operating expenses) /
operating revenue excluding capital grants and contributions
This ratio measures a council’s ability to contain operating expenditure within operating revenue.
Own Source Operating Revenue Ratio
Benchmark = Greater than 60%
Ratio = rates, utilities and charges / total operating revenue (inclusive of capital grants and
contributions)
This ratio measures the level of a council’s 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.
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Unrestricted Current Ratio
Benchmark = 1.5x (taken from the IPART December 2009 Revenue Framework for Local
Government report)
Ratio = Current assets less all external restrictions / current liabilities less specific purpose liabilities
Restrictions placed on various funding sources (e.g. Section 94 developer contributions, RMS
contributions) complicate the traditional current ratio because cash allocated to specific projects are
restricted and cannot be used to meet a council’s other operating and borrowing costs. The
Unrestricted Current Ratio is specific to local government and is designed to represent a council’s
ability to meet debt payments as they fall due.
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This material is provided for information purposes only and is intended for your use only. The material should
not be relied on for trading or other business purposes. The material does not constitute investment advice
and NSW Treasury Corporation (TCorp) does not make any recommendation as to the suitability of any of
the products or transactions mentioned. This material is not intended to forecast or predict future events.
Past performance is not a guarantee or indication of future results. Any estimates and opinions contained in
this material constitute TCorp’s judgement as at the date the material is made available and may be subject
to change without notice. TCorp does not guarantee the accuracy, timeliness, reliability or completeness of
the information or data and will not be liable for any errors or actions taken in reliance on the information or
data.
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2 Assessments by region

In this chapter, we provide further detail on our assessment of whether each
council is fit or not fit for the future. We discuss our findings by the NSW
regions including:

"' Metropolitan Sydney, which we discuss by the following areas:
- Global City
- Inner Metropolitan Sydney
- Outer Metropolitan Sydney
"' Central Coast, Hunter and Illawarra, and
"' Non-metropolitan regions.44
The individual council assessments can be found in Appendix C.

2.1

Metropolitan Sydney

There are 41 councils in Metropolitan Sydney. For the majority of these (31), the
ILGRP proposed merger options for investigation, as a preferred starting point.
The remaining 10 councils include a number of councils in Outer Metropolitan
Sydney. The ILGRP suggested these councils could remain stand-alone and did
not propose preferred mergers for these councils, although it noted some merger
options could be considered in the longer term.
Many Metropolitan Sydney councils submitted business cases with their
proposals, which assessed the costs and savings of the merger options identified
by the ILGRP. We conducted additional analysis where this information was
provided and estimate $1.8 billion to $2.0 billion in NPV benefits could be
realised over 20 years if the ILGRP' s preferred Metropolitan Sydney mergers
were to occur. Ernst & Young also estimates these mergers could yield
substantial financial gains with $1.3 billion in NPV benefits over 20 years.
Table 2.1 provides a summary of the business case analysis for selected merger
options for Sydney Metropolitan councils.

44

The assessments are based on council proposals which can be accessed on the IP ART website at:
www.ipa rt.nsw.gov.au.
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2 Assessments by region

Table 2.1

Estimates of NPV - Selected merger options for the Sydney
Metropolitan area

Merger option

Council
consultant

IPART 20-year NPV
Ernst & Young
estimate using
20-year
standardised independent NPV
assumptions based
estimate using
on council
standard
consultant business
assumptions
cases
(mid-point of
range)

ILGRP preferred merger
options
Randwick, Waverley,
Woollahra , Botany Bay, City
of Sydney Council

$million

$. million

416

283

Randwick Council

Ashfield , Burwood, Canada
Bay, Leichhardt, Marrickvi lle,
396
Strathfield
Morrison Low
194
- - - - - - - - --- - - - -- ------------Hunter's Hill, Lane Cove,
Mosman, North Sydney,
Willoughby, Ryde (part)
Morrison Lowa
280
187
Auburn, Holroyd,
Parramatta , The Hills (part),
Ryde (part)

Morrison Lowa

254

Hornsby, Ku-ring-gai

KPMG
-----------Manly, Warringah, Pittwater KPMG

61
------ - 116

150
88
11 6

SGS Economics &
Planning

265

Canterbury, Kogarah,
Rockdale, Hurstville

Morrison Low

280

172

Fairfield, Liverpool

Fairfield City
Council

NAb

131

1,803 - 1,953C,d

1,323

$million

$million

- - - - - ·---

Total benefits
Other selected mergers
Bankstown, Canterbury

Bankstown City
Council

70

86

The Hills, Hawkesbury

NA

NA

60

Gosford, Wyong

Third Horizon

101

196

a

Uses efficiency realised scenario.

b Fairfield estimated cumulative costs of $27 million from a merger with Liverpool. We consider assumptions
underlying the estimate to be based on a limited sam ple and contrary to other information provided to IPART
regarding benefits from mergers.
c The summation of the IPART calculations for the ILGRP mergers reflects the different underlying
methodologies used by the different consultants.
d The sum of the IPART calculations excludes Fairfield - Liverpool.
Note: The council consultants and Ernst & Young note there is an array of risks about the estimates. The
IPART calculation of net present value uses the consultant's information and base data, with adjustments to
some assumptions, and a consistent 20-year forecast period and a 9 .5% nominal (7.0% real) discount rate. The
IPART calculations are based on submitted business cases and are subject to the limitations of the models and
data on which they are based. Refer to Appendix D for a full list of assumptions and limitations.
Source: IPART, Ernst & Young .
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2 Assessments by region

I

Notwithstanding the estimated NPV of the ILGRP's preferred mergers is high,
we received only two Merger Proposals (involving five councils) in Metropolitan
Sydney and 36 Council Improvement Proposals for councils to stand-alone.
Our analysis finds:
.,. both Merger Proposals are fit
.,. seven councils submitting Council Improvement Proposals are fit, and
.,. 29 councils submitting Council Improvement Proposals are not fit.

2.1.1

Global City

The ILGRP considered the expansion of the cities of Sydney and Parramatta to be
a centerpiece of local government reform.45 It argued against a small 'CBD
council' and discussed the concept of a 'Global Capital City' with attributes listed
in Box 2.1.
Figure 2.1

Global City Council

Key:

D Indicates 'fit'
D Indicates 'not fit'
Figure 2.1 shows the five metropolitan councils that were identified to merge into
a 'Global Capital City', ie, City of Sydney, Randwick City Council, City of Botany
Bay Council, Waverley Council and Woollahra Municipal Council.

45 ILGRP Final Report, p 99.
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A merger of these councils results in a forecast population of 653,250 by 2031.46
The prospective Global City Council incorporates the whole of the eastern
suburbs, south to Sydney Airport, Port Botany, nearly all the iconic locations and
features that contribute to Sydney' s global identity47 and much of the supporting
infrastructure. The ILGRP suggested that a Global City Council could 'become a
highly capable and well-resourced partner of the State goverrunent in projecting
Sydney's image, fostering economic development and providing essential
infrasb"ucture.' 48
Our assessment of this group of councils considers if each submitted proposal is
consistent with, or better than, the option to merge to form a Global C ity Council.
This is in line with our published assessment methodology.

Box 2.2

Key Attributes of a Global Capital City

Physical size - area encompasses a broad area and cross-section of inner metropolitan
suburbs, including iconic locations of global significance.
Hierarchy - include major infrastructure and facilities that are at the peak of the hierarchy
for that function (government, transport, health , ed ucation, business, recreation, culture
etc).
Leadership - 'first amongst equals' of metropolitan councils due to the importance of its
decisions, geographic scale, budget and responsibilities, reputation and profile, and
relationship to political , business and civic leaders.
Strategic capacity - ability to manage major regional facilities and undertake or facilitate
major economic and infrastructure development to address the changing needs of the
inner metropolitan region.
Global credibility - a leader in the Asia Pacific and maximise opportunities to partner or
compete as required with other global capital cities in the race for capital investment and
international reputation.
Governability - attracts the best of candidates for political leadership, with a broad ,
diverse and balanced constituency that will facilitate good governance.
Partnership with the State- not be so large as to challenge the primacy of the State, but
have the stature, maturity and skills to be a respected partner and to develop a productive
working relationship with state and federal agencies.
Source : ILGRP Final Report, Box 36, p 100.

46 DP&E.
47

48

42

As discussed below, the Government would need to consider the extent to which the Global
City Council should be given control over key infrastructure.
ILGRP Final Re port, p 100.
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I

City of Sydney

The City of Sydney submitted a Council Improvement Proposal to remain a
stand-alone council. We find the council is not fit for the future as it does not
meet the scale and capacity criterion when compared to a Global City Council,
although it meets the financial criteria overall.
The City of Sydney demonstrated it is a high performing council in the Sydney
region as:
"' It maintains low residential rates while achieving high financial performance
indicators.
"' It was the only council to receive a 'strong' financial sustainability rating with
a 'positive' outlook when review ed by TCorp.

"' It proactively partners with the Government and has made large contributions
to infrastructure and urban renewal, such as the Green Square development.
"' It is one of the few Local Government Areas (LGAs) in NSW to exceed the
housing targets set by the NSW Government. The City of Sydney has
achieved an annual growth rate in housing supply of 3.4% per annum since
1993, 250% above the Sydney average.49

We also note City of Sydney received the highest number of public submissions
of any council regarding its proposal. The majority of the more than
500 submissions received, supported the council remaining a stand-alone council.
Nevertheless, we assess that City of Sydney d oes not meet the scale and capacity
criterion when compared to a Global City Council because:
"' It did not show that its stand-alone option is as good as or better than a Global
City Council.

"' A Global City Council would deliver greater benefits for the people of NSW
by better integrating planning and development across central Sydney and the
eastern suburbs as the CBD expands.
"' It would also facilitate better partnering with other levels of government to
develop and deliver key infrastructure, such as the Sydney Light Rail Project
and the second Sydney Harbour rail crossing.

"' The estimated benefits from a Global City Council merger is $283 million over
20 years based on Ernst & Young's mid-point range of NPV benefits.

49 NSW Department of Planning & Environment, New South Wales State and Local Government Area
Population, Household and Dwelling Projections: 2014 Final (DP&E).
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Should the Government adopt the Global City option, the following issues may
require consideration:
"" The extent to which the Global City Council should be given control over key
infrastructure such as the Sydney Opera House, Barangaroo, Port Botany,
Circular Quay and Darling Harbour to enable it to operate effectively as a
Global City Council, as this infrastructure is currently administered by bodies
separate to local councils.
"" Measures to ensure the development and growth of the CBD and surrounding
areas continue. This may require changes and enhancements to the Cihj of
Sydney Act 1988. In addition, the implications for business voting within the
Global City Council may need to be considered, as the Cihj of Sydney Act 1988
will allocate two votes to businesses in local council elections in the City of
Sydney from 2016.
"" Measures to ensure the significant council revenues generated from
businesses ($189 million in 2012-13) in the Sydney CBD are efficiently spent to
realise the key objectives of the Global City Council.
If the Global City Council option is not adopted, City of Sydney has sufficient

scale and capacity to stand alone and would be fit as a stand-alone council.
Randwick City Council and Waverley Council

We find the Merger Proposal submitted by Randwick and Waverley is fit for the
future. It meets the scale and capacity criterion and the financial criteria overall.
A merger of Randwick and Waverley would deliver substantial scale and
capacity benefits to their local communities compared to the councils standing
alone. The merger builds on existing collaborations between the councils which
share communities of interest and similar geography.
We calculate, drawing on information provided by Randwick, that the merger of
Randwick and Waverley could produce benefits of around $139 million over 20
years. The mid-point of Ernst & Young's estimated benefits of the merger is
$99 million on an NPV basis over 20 years.
The merged council is forecast to perform better financially than the councils
individually, particularly with respect to the operating performance ratio. The
operating performance ratio is forecast to reach 11.4% by 2019-20 under the
merger, compared to 3.3% for Randwick and 3.0% for Waverley respectively
without a merger. The merged council will also meet all the other financial
benchmarks by 2019-20.
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The merger is the best available option for the councils given neighbouring
councils did not want to merge. The merger does not preclude a Global City
Council should the NSW Government elect to adopt this option. However, we
note Randwick and Waverley have indicated they do not support a merger with
City of Sydney.
Woollahra Municipal Council and the City of Botany Bay

Woollahra and Botany Bay submitted Council Improvement Proposals to remain
as stand-alone councils. We find both councils are not fit for the future as neither
council meets the scale and capacity criterion, although Woollahra and Botany
Bay both meet the financial criteria overall.
Our analysis suggests the councils do not have sufficient scale and capacity to
effectively partner with governments compared to the merger. Further, the
efficiency improvements in the councils' proposals can be realised under the
merger option. We find merging these councils with similar neighbouring
councils would produce significant benefits. For example, over a 20-year
timeframe, Ernst & Young's analysis suggests:
"' a merger of Randwick, Waverley, Woollahra and Botany Bay could provide
NPV benefits of $218 million, while
"' a merger of Randwick, Waverley, Woollahra, Botany Bay and City of Sydney
to form a Global City Council could provide NPV benefits of $283 million.
2.1.2

Inner Metropolitan Sydney Councils

As illustrated in Figure 2.2, Im1er Metropolitan Sydney includes 27 councils
situated roughly between the Global City area and the Outer Metropolitan
Sydney area.
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Figure 2.2

Inner Metropolitan Sydney council assessments
1 Willoughby
2 Lane Cove
3 Hunte~s Hill
4 North Sydney

5 Mosman
6 Canada Bay
7 Strathfield
8 Bi.wood9 Ashfield
10 Leichhardt
11 Marrickvme
12 Sydney
13 Woollahra
14 Wavertey
15 Randwick
16 Botany Bay
17 Rockdale
18 Canterbury
19 Hll'stvile

20 Kogarah

Key:

0 Indicates 'fi t'
0 Indicates 'not fir

J

Indicates an ILGRP proposed
boundary change
r'1 Bold outhne indicates the ILGRP
V proposed merger boundaries

With the exception of Bankstown City Council (Bankstown), the ILGRP proposed
a merger as the preferred option for all councils in this group.
From the Inner Metropolitan Sydney councils, we received:
... one Merger Proposal from Auburn, Burwood and Canada Bay, and
... 24 Council Improvem ent Proposals to stand alone, including a proposal from
Hunter's Hill Council (Hunter's Hill), Lane _Cove Council (Lane Cove) and
City of Ryde Council (Ryde) to form a Joint Regional Authority (JRA) as an
alternative to a merger.
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Merger Proposal - Auburn , Burwood and Canada Bay
Figure 2.3

Merger proposal from Auburn, Burwood and Canada Bay

Key:

CJ Indicates 'fit'
CJ Indicates 'not fi t'

O

0

Indicates an ILGRP proposed
boundary change
Bold outline indicates the ILGRP
proposed merger boundaries

~

We find the proposed merger of Auburn, Burwood and Canada Bay fit for the
future as it meets the scale and capacity criterion and the financial criteria overall
(Figure 2.3).
These councils submitted a voluntary, alternative merger to the options
identified by the ILG RP. The ILGRP' s preferred options were for:
... Auburn to merge with H olroyd City Council (Holroyd), Parramatta City
Council (Parramatta), City of Ryde Council (Ryde) (part) and The Hills Shire
Council (The Hills) (part) .
... Burwood and Canada Bay to merge with Ashfield Council (Ashfield),
Leichhardt Municipal Council (Leichardt), Marrickville Council (Marrickville)
and Strathfield.
Our assessment of the Auburn, Burwood and Canada Bay Merger Proposal finds :
... The merged council's population would provide the new council with
sufficient scale to capably partner with state and federa l agencies on
regionally significant projects such as major transport infrastructure .
..- This arrangement would likely be a desirable outcome in that a voluntary
merger would facilitate a faster progression towards achieving efficiencies
when transitioning to a new council.
..- The merger is expandable, and the councils inform us it would be possible and
desirable to include Strathfield, and possibly Ashfield.
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• Auburn notes it prefers not to merge with Parramatta, as it has concerns that
any increase in rates would be used to fund Parramatta's growth as a strategic
centre and it has a lack of communities of interest with Parramatta. These
issues w ere not stated as concerns under the proposed voluntary merger with
Burwood and Canada Bay.
• The merger could provide estimated NPV benefits of $114 million over
20 years to the merged communities, after accounting for merger
implementation costs.
• The merged council meets all the financial criteria, and in particular, the
operating performance ratio is forecast to improve from -0.4% in 2014-15 to
3.1%in2019-20 through efficiency gains from the merger.
Our analysis suggests there are considerable benefits to the community from a
merger between Auburn, Burwood and Canada Bay. As noted by the councils,
these benefits could be increased further if the merger includes other councils,
such as Strathfield.
Counci l Improvement Proposals from Inner Metropolitan Sydney Councils

The remaining 24 Inner Metropolitan Sydney councils submitted Council
Improvement Proposals to stand-alone. With the exception of Bankstown, the
ILGRP proposed a merger as the preferred option for all of the councils in this
group.
Bankstown

We find Bankstown meets the scale and capacity criterion and the financial
criteria overall. The preferred option presented for Bankstown by the ILGRP was
'No change'. The council's proposal is consistent with this option.
However, Bankstown has provided IPART with estimated cost savings from a
merger with Canterbury. We calculate, drawing on information provided by
Bankstown, that the merger of Bankstown and Canterbury City Council
(Canterbury) could produce benefits of around $70 million over 20 years. The
mid-point of Ernst & Young's estimated range of NPV benefits is $86 million over
20 years. While it was not included as an option for Bankstown, the ILGRP
noted:SO
... a merger of Bankstown and Canterbury could offer considerable benefits, and this
option needs to be kept open.

The benefits of a m erger of Bankstown and Canterbury, including the increase in
the scale and capacity of Bankstown, would need to be considered in light of the
ILGRP' s preferred options for both Bankstown and Canterbury.

so ILGRP Final Report, p 101.
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Inner West
The ILGRP's preferred option in the Inner West was a merger between Ashfield,
Burwood, Canada Bay, Leichhardt, Marrickville and Strathfield.
Figure 2.4

Ashfield, Burwood, Canada Bay, Leichhardt, Marrickville and
Strathfield

Key:

D Indicates 'fit'
D Indicates 'not fit'

In this group of councils we find Burwood and Canada Bay are fit for the future

as part of the Auburn, Burwood and Canada Bay merger proposal discussed in
the section above.
We find Ashfield, Leichhardt, Marrickville and Strathfield not fit for the future as
they did not meet the scale and capacity criterion although each council met the
financial criteria overall.
These councils did not demonstrate that their proposals to stand alone would be
as good as or better than the merger. For example, an Inner West Council would
have greater scope to undertake new functions and major projects, conduct
regional planning for the entire Inner West and collaborate with the government
on projects that span the six LGAs.
The councils, except Strathfield, commissioned a business case for an Inner West
merger. Based on this model, our analysis estimated the merger could produce
NPV benefits of $396 million over 20 years. Ernst & Young estimated NPV
benefits from the merger of $194 million over 20 years. These analyses showed
large gains to the local community from a merger.
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West Central
The ILGRP' s preferred option in the West Central was a mer ger between
Auburn, Holroyd, Parramatta, Ryde (part), and The Hills (part).51
Figure 2.5

Auburn, Holroyd, Parramatta, Ryde (part) and The Hills (part)

D Indicates 'fit'
D Indicates 'not fit'
Indica tes the ILGRP proposed

0 boundary changes

We find H olroyd, Parramatta and Ryde are not fit for the future as they do not
meet the scale and capacity criterion . They did not demonstrate that their
proposals to stand alone are as good as or better than the merger. H owever, each
council met the financial criteria overall. In the case of H olroyd, the additional
revenue from the SV approved in 2014 of 44.2% (29.1 % above the rate peg) assists
the council to meet the benchmark for the operating performance ratio.
H olroyd submitted a business case for a merger of this group of councils. Based
on this model, our analysis suggests the merger could prod uce NPV benefits of
$254 million over 20 years. Ernst & Young estimated NPV benefits from the
merger of $150 million over 20 years. These analyses showed large gains to the
local community from a merger . An enlarged council in the West Central area of
Metropolitan Sydney w ill have a more robust revenue base, better regional
collaboration and greater scope to undertake functions and projects that span
several LGAs.
Southern Suburbs

The ILG RP' s preferred option in the Southern Suburbs was for a merger of
Canterbury, Hurstville City Council (Hurstville), Kogarah City Council
(Kogarah) and Rockdale City Council (Rockdale).

51 We discuss Auburn in the previous section as part of the Au burn, Burwood, Canada Bay
Merger Proposal and The Hills in the following section on the Outer Metropolitan Sydney
cou ncils.
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I

Canterbury, Hurstville, Kogarah, and Rockdale

Bankstown

Key:

D Indicates 'not fit'

Sutherland

We find Canterbury, Hurstville, Kogarah and Rockdale not fit for the future, as
they did not meet the scale and capacity criterion. Each council submitted a
proposal to remain a stand-alone council. However, we find the councils did not
demonstrate that standing alone was as good as, or better than the preferred
merger option.
The merger could assist the councils to:
"' parb1er more effectively with government
"' provide significant benefits to communities in delive ring infrastructure
consistent with the South Subregion plan, and
"' better manage the Georges River catchment.

(

The councils each commissioned a business case of the merger. Based on this
model, our analysis suggests the preferred merger could produce benefits of
$280 million over 20 years in NPV terms. Our independent consultants, Ernst
a nd Young estimated benefits from the merger of $172 million over 20 years in
NPV terms.
The ILGRP included an alternative for Canterbury to merge with Bankstown. As
noted above, our analysis, base d on information provided by Bankstown,
suggests a merger be tween Canterbury and Bankstown could provide benefits of
$70 million over 20 years in NPV terms, with $86 million of benefits in NPV
terms for this alternative merger also estimated by Ernst & Young.
Canterbury, Hurstville, Kogarah and Rockdale m et the financial criteria overall.
The forecast improvement in Canterbury, Kogarah and Rockdale's financial
performance over the outlook period is driven by approved SVs for asset ren ewal
and to improve financial sustainability.
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THE COUNCIL OF THE CITY OF BOTANY BAY - CIP
NOT FIT
2

Area (km )
OLG Group
ILGRP Group

22

2
Sydney Metro

Population 2011
(2031)
Merger
2011
(2031)

41,500
56,050
487,600
653,250

TCorp assessment

Moderate FSR,
Neutral Outlook

Operating revenue
(2013-14)

$57.4m

ILGRP options
(preference in bold)

Merge with Randwick, Waverley, Woollahra and Sydney
(all shaded) or combine as strong JO.

Assessment summary

Scale and capacity

Does not satisfy

Financial criteria:

Satisfies overall

•

Sustainability

Satisfies

•

Infrastructure and
service management

Satisfies

•

Efficiency

Satisfies

Fit for the Future - NOT FIT
The council did not meet the criterion for scale and capacity.
•
•
The council satisfies the financial criteria overall. It satisfies the sustainability, infrastructure and
service management and efficiency criteria.
•
Scale and capacity is a threshold criterion which councils must satisfy to be Fit for the Future
(FFTF), therefore the council is not fit.
Scale and capacity - does not satisfy
•
The council has not demonstrated its stand-alone option is at least as good as a merger with
any combination of the councils in the Global Sydney Council group. The efficiency
improvements in the council's proposal can be realised under the merger option. In addition the
merger option would provide significant further benefits.
•
The council's population is forecast to be 56,050 by 2031 compared with the forecast merger
population of 653,250. Our analysis suggests the council does not have sufficient scale and
capacity to effectively partner with governments compared to the merger.
•
The council submitted a business case which showed a merger of Marrickville, Botany Bay and
Rockdale produces net benefits of $83m over 9 years. Based on this model, our analysis
suggests a merger between Marrickville, Botany Bay and Rockdale produces benefits of
$251m over 20 years. However, the council did not wish to pursue this option and it was not an
option identified by the ILGRP. We did not investigate the further regional impacts of this
proposed merger.
•
Randwick City Council submitted a business case which showed a merger with Woollahra
Council, Waverley Council, Council of the City of Botany Bay and Council of the City of Sydney
produces net benefits. Based on this model, our analysis suggests the merger could produce
benefits of $416m over 20 years (including the Government grant).
•
In addition, our independent economic consultants Ernst and Young estimated net benefits
from the merger of $283m over 20 years using public data (not including the Government
grant).
•
Using information provided by councils, our analysis also suggests a merger with Randwick,
Waverley and Woollahra councils produces net benefits of $384m over 20 years.
•
These analyses, whilst producing different numbers because of different inputs and underlying
methodologies, showed large gains to the local community from a merger.
•
Our analysis is consistent with the ILGRP's preferred option for Botany Bay to merge with
neighbouring councils.
We note the council considers a merger would disrupt its relationship with Port Botany and
•
Sydney Airport. The council states these facilities and its relationship with these stakeholders
differentiates it from other councils.
Sustainability - satisfies
•
The council meets the criterion for sustainability based on a positive and increasing operating
performance ratio and continued improvement in own source revenue.
•
The council 's building and infrastructure asset renewal ratio meets the benchmark by 2019-20.
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Infrastructure and service management - satisfies
•
The council meets the criterion for infrastructure and service management based on re-aligning
its funding towards renewals, which reduces its infrastructure backlog from 7.8% in 2014-15 to
1.7% in 2019-20.
The council meets the asset maintenance ratio benchmark by 2019-20.
•
However, the council's 'no debt' policy inequitably burdens current ratepayers. We note the
•
council's debt position presents an opportunity to leverage its balance sheet for future growth
by reconsidering its 'no debt' policy stance, if necessary.
Efficiency - satisfies
•

The council meets the criterion for efficiency based on strategies for continuous improvement
that are expected to lead to a fall in real opex per capita over time.

Other relevant factors
Social and
community context

The council observes that residents in the area of Botany Bay are cultu rally and linguistically diverse, and there are
areas of significant socio-economic disadvantage that make this comm unity different from other Eastern Suburb
communities. Further, Botany supports key infrastructure including the Port and Sydney Airport, which the council
considers presents it with unique challenges relative to other councils. However, the ILGRP notes that council
boundaries should not unnecessarily divide areas with strong economic (and social) inter-relationships, and the
Airport precinct and the Sydney CBD have a strong economic relationship.

Community
consultation

Botany informed its community about the FFTF report through community days, and sought community
views through focus groups, surveys, their websites, briefings and mailed information packs. Feedback from
surveys and focus groups indicates that most respondents preferred their councils to stand alone.
However, the council's mail out in June 2013 included a simple tick the box question of whether residents
wanted the council to remain independent or merge. The information provided to residents mainly highlights
the losses to the community without providing genuine regard to the benefits.
The council's information to residents also selectively quotes modelling from the Parliamentary Budget Office
about the costs of mergers, which may not reflect a balanced argument.

Water and/or
sewer

The council does not have a water/sewer business.

Submissions

Three submissions were received on Botany Council's proposal. One submission was concerned about the impact
of mergers on NGOs, which are funded differently by councils. We also received two confidential submissions.
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