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1.

LONG TERM FINANCIAL PLAN FRAMEWORK
1.1

Introduction
The Local Government Act 1999 (the Act) requires Council to develop and adopt Strategic
Management Plans (the Plans), including preparation of a Long Term Financial Plan
(LTFP). The Strategic Management Plans may be reviewed at any time but Council must in
any event, undertake a comprehensive review of the Plans within two (2) years after each
general election of the Council.
The LTFP expresses in financial terms the activities Council proposes to undertake over
the medium to longer term. The objective of Council’s LTFP is to guide the direction of
Council in a financially sustainable manner while balancing meeting the needs and
expectations of our community and achieving Council’s corporate objectives specified in the
Community Plan and aligned strategies. The LTFP ensures there is understanding of the
impact of decisions made today on Council’s future sustainability over a period of at least
ten (10) years.
Council operates under a continuous improvement philosophy to accommodate and
respond to legislative, economic, political, fiscal and operational environment changes.
Each year Council reviews and updates its LTFP as part of the Integrated Planning and
Budget Framework and to ensure it reflects and aligns with our changing environment.
To illustrate the expected long term financial performance and whether financial
sustainability is being achieved, the LTFP must be presented in a manner consistent with
the relevant South Australia Model Financial Statements for each future year covered. This
includes estimates of the key financial ratios: operating surplus, net financial liabilities and
asset sustainability ratio.

1.2

Strategic Planning Framework
The Community Plan - The Futures Paper 2016-2020 (the Community Plan) and a sound
research based earlier long term strategic plan the Futures Paper provide the strategies
and actions to guide Council into the future and serve as a blueprint to build a progressive,
knowledge based City that embraces new technologies, culture and sustainable living.
1.2.1

The City Development Framework Project

Council’s Integrated Planning and Budgeting Framework (the Framework) provides a robust
and planned approach to planning for the current and future challenges facing the City. The
Framework encompasses the development of strategies incorporating economic, social,
environment and community opportunities and aspirations aligned to the Community Plan.
1.2.2

The Community Plan

The Community Plan represents Council’s vision, aspirations and priorities of the
Community through to 2020. It describes Council’s values, how we work together and
outlines the strategic initiatives to achieve ongoing sustainability and prosperity. The
Community Plan was endorsed by Council in May 2016. The Council is currently reviewing
the Community Plan in accordance with the Act and must complete this review within two
years of the Local Government Election held in November 2019.
The Community Plan and the Futures Paper are Council’s key strategic documents and are
supported by:
 Long Term Financial Plan (LTFP)
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 Infrastructure and Asset Management Plans (IAMP)
 Annual Business Plan and Budget (ABP&B).
These plans identify the direction, services, facilities and service levels that Council plans
to provide for the Community, for a period of the Strategic Management Plans.
1.2.3

Our Vision

An inclusive city where people lead fulfilling lives
The richness and diversity of our:





Our People;
Our Location;
Our Economy; and
Our Climate, Natural Resources, Art, Culture and Heritage

makes Mount Gambier the thriving successful place that people are proud to live, work, visit
and invest in. These four goals collectively contribute towards the future development
growth and prosperity of the City and form the goals of the Community Plan.
Council aspires to create and sustain vibrancy, promote our identity and build a strong
reputation as a place to live, work, visit and invest. To provide a future for our people and
future generations we need strong leadership, commitment, collaboration, investment,
economic growth and employment as well as recreational and educational opportunities.
The four goals identify what is important to the Community and how the Community want
to contribute and see the City develop and grow. Working together, Council and the
Community can collectively achieve these goals.

1.3

Long Term Financial Plan Review, Input and Analysis
The annual review process provides an opportunity to refine and update the assumptions
and information that Council’s LTFP is based upon. The financial reports and information at
the center of the current review include:
 2017/2018 Audited Financial Statements
 2018/2019 Annual Budget and mid-year (quarter one) budget review as at 30 September
2018
 2019/2020 to 2028/2029. Infrastructure and Asset Management Plans
The LTFP incorporates a number of other factors arising from the dynamic and continually
changing environment that Council operates. Council is not able to control all of these
factors, namely external influences.
EXTERNAL INFLUENCES

INTERNAL
INFLUENCES

Elections Federal/State
Government funding
decisions
Inflation, Insurance
Interest Rates
Legislative changes and
Compliance
Statutory Charges

Service Levels

LTFP

Continuous
Improvements
Major Projects
Rate Increases
Financial Objectives
Debt levels

Economic, Social and
Environmental
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1.3.1

Key Assumptions

Council's financial projections over the long term planning horizon are not intended to be a
prediction of financial position or performance, rather an indication of direction and financial
capacity. Projections are shaped by a variety of underlying and dynamic assumptions
including the continuation of existing services at current service standards and no changes
to services or investment in new or upgraded assets other than what is already planned and
approved. Any material changes to services, investments, new assets may require the
LTFP to be reviewed prior to the next scheduled review.
Significant issues and assumptions identified in developing projections for 2019/2020 and
future years include:
 Commitments by Council to support major infrastructure projects and/or third party major
projects and/or third party projects subject to successful grant application outcomes.
 Increase in the Environment Protection Authority’s solid waste levy
 Changes in market conditions associated with soft plastics, glass, cardboard and paper
recyclable products
 Council Rates: 4.5% increase (2019/2020 - 2028/2029)
 Employee Costs: 2% annual increase linked to the current Enterprise Bargaining
Agreements, Award increments, periodic reclassifications and modest growth in
staffing to support new strategies
 Consumer Price Index and Local Government Price Index
 Insurance premium increases on average 4-5% for 2019/2020
 Unknown movement in Federal Government Assistance Grants
 Legislative changes (e.g. State : Planning Development and Infrastructure Act reform
and potential rate capping in South Australia; Federal: citizenship ceremony changes)
 Cost shifting from other tiers of government onto councils
 Annual real increases at least in line with CPI for Financial Assistance Grants.
Council ensures, where possible, these issues will be offset by aggregate projected
operating revenues and proposed variations in the range and level of services provided
whilst maintaining overall financial sustainability. This requires prioritisation, discipline and
robust balancing of competing strategies and initiatives.
The following strategies and initiatives include capital works projects that are not included
in the LTFP as they require further Council consideration, detailed costing and financial
analysis and/or are subject to community consultation:
 Public Arts Strategy
 Youth Strategy
 Cultural and Heritage Strategy.
Any other capital works projects for the final five years of the term of the LTFP remain
unallocated as this allows Council to review its position in this regard. At any point in the
future, Council has the flexibility to determine allocation of further capital works projects,
elect to increase or reduce debt or a combination of these.

1.4

Financial Sustainability
A Council’s long-term financial performance and position is sustainable where planned
long-term service and infrastructure levels and standards are met without unplanned
increases in rates or disruptive cuts to services.
Definition endorsed at the National General Assembly of Local Government in Canberra, November 2006.
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Why is it important?
Financial sustainability is important to ensure that each generation ‘pays their way’, rather
than any one generation living off their assets and leaving it to future generations to repay
the debt and/or replacing worn out buildings, infrastructure and equipment.
Council is the custodian of infrastructure and assets with a current value in excess of $241
million. Council is responsible for ensuring these assets are managed efficiently, effectively
and sustainably; that decisions regarding the acquisition of new assets and the sale,
renewal and maintenance of existing assets are undertaken openly and transparently.
Sound asset management is fundamental to financial sustainability and thus Council’s IAMP
materially influences and informs the LTFP.
Council is disproportionally exposed to financial risk over the longer term if the planning and
budget process has little regard for internal and external influences and ongoing costs/cost
increases associated with the maintenance and renewal of its assets beyond the current
budget period. It is incumbent on Council to carefully consider information about the stock
and service levels of infrastructure, other services, assets and the contribution current
ratepayers make to their consumption.
The Act requires Council to prepare an IAMP Plan covering a period of at least 10 years
that addresses these considerations.
How is it measured?
To ensure that each generation ‘pays their way’, it is crucial that current ratepayers
effectively fund the current net cost of services provided and community assets consumed.
Failure to achieve this intergenerational equity leaves future generations effectively
subsidising the current cost of service provision and/or asset consumption.
Council’s financial sustainability is measured by the operating surplus/(deficit) as disclosed
in Council’s Statement of Comprehensive Income. Council’s long-term financial
sustainability is dependent upon ensuring that, on average, over time its expenses are less
than its revenue.
The following SA Local Government sector wide indicators, expressed as ratios, have been
developed to focus attention on factors identified as key to securing long-term financial
security.
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Key Financial Indicator
Operating
Surplus Ratio
(OSR)

Net Financial
Liabilities
Ratio
(NFLR)

Asset
Sustainability
Ratio
(ASR)

By what % does
the operating
income vary
from operating
expenses?
How significant
is the net
amount owed to
others,
compared with
operating
income?
Are Assets
being renewed
and replaced in
an optimal way?

The OSR is the operating surplus expressed as a
percentage of operating income.

The NFLR is calculated by expressing net financial
liabilities at the end of a financial year as a
percentage of operating income for the year. If the
ratio falls, over time, this indicates that Council’s
capacity to meet its financial obligations from
operating income is strengthening.
The ASR is calculated by measuring capital
expenditure on renewal or replacement of assets for a
period, divided by the optimal level of such
expenditure proposed in Council’s Infrastructure and
Asset Management Plan.

Min.

Max.

0%

10%

0%

100%

90%

110%

Local Government Association of South Australia, Financial Sustainability, Information Paper 9, Financial Indicators

1.4.1

Forecast Key Financial Indicators
The following graphs illustrate the financial sustainability of the City of Mount
Gambier over the life of the LTFP.
Operating Surplus Ratio - General Fund
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The City of Mount Gambier is forecast to meet Operating Surplus Ratio standards
for the life of this LTFP.
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Net Financial Liabilities Ratio - General Fund
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The City of Mount Gambier is in a very strong financial position. The Net Financial Liabilities
Ratio is falling, indicating that Council will have capacity to meet its financial obligations
from operating revenues over the longer term. This is due to a combination of revenue
forecast to increase and liabilities forecast to decrease.
Asset Sustainability Ratio - General Fund
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On occasions, Council will accelerate or reduce asset expenditures over time to compensate
for prior events and annual budget fluctuations, or invest in assets by spending more or less
now to reduce or increase future maintenance expenses.
The City of Mount Gambier has been investing in refining key inputs and assumptions in its
asset management plans. This is now a core component of Council’s asset management
function. Due to this Council’s asset sustainability ratio is forecast to achieve at least 80% or
higher over the life of the LTFP. Prior to this work Council’s asset sustainability ratio averaged
63%. Two key drivers influencing the change in asset sustainability ratio are:




Initial landfill cell construction classified as new. Classification of subsequent construction
of landfill cells is now being classified as renewal. Consistent with better practice landfill
classifications and the reason for this is it effectively increases Council’s capacity to fill air
space with waste.
High level forward planning for Council’s buildings and structure assets.
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1.4.2

Long Term Financial Plan Projections

The financial projections contained in this LTFP are based on a variety of estimates and
assumptions. A modest change in one may have a material effect on the projections. Equally,
the level of confidence in projections diminishes with each additional year along the 10 year
time horizon. However, these projections do provide Council and the Community with a
considered indication of Council’s capacity to continue delivering existing services and
programs and to improve services to meet the needs of the Community.
As noted, the base case assumes a ‘no change’ policy i.e. a continuation of existing services
and programs. As Council responds to changing Community expectations, it will consider and
make decisions to modify/change services and invest in new and improved infrastructure, such
as community facilities, that will be funded from the projected strong financial capacity.
Council strives to meet the Community’s service expectations noting these expectations are
currently concentrated in the areas of health, well-being, digital innovation and economic
development whilst also maintaining the flexibility to respond to emerging new strategies in the
area of youth, culture and heritage, changing circumstances and initiate new and improved
services. Council strives to meet the Community’s expectations by:
 Continually reviewing and enhancing services identified as important to our Community
 Investing in renewal and replacement of assets and infrastructure cost-effective
 Taking advantage of opportunities and responding to emerging issues, challenges and
opportunities; and
 Being open in the latter years of the Plan to use borrowings to fund new or upgrade facilities
and assets.
As with most projections, the view can change as underlying circumstances and
assumptions/influences change. For this reason, Council closely monitors its strategic and
financial planning outlook and performance. Based on current assumptions the projections
indicate that Council is in a sound financial position with a favourable outlook over the term of
the LTFP with very tight operating budgets for the first six years of the LTFP to enable Council
to return to a positive cash outlook.
These projections are summarised in the Forecast Financial Statements (refer to item 3 of this
document).

1.5 Long Term Financial Plan Risks
This LTFP is based on information, influences and assumptions available at the time it was
adopted. Users of information contained in this LTFP must be aware there are inherent risks
associated with the outcomes reported, as circumstances (i.e. change in legislation,
compliance, etc.) may bring changes that could materially affect the LTFP outcome and
projected results. To ensure this LTFP is timely and relevant to Council’s forecasts, it will be
reviewed and updated on an annual basis.
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2.

FUNDING THE LONG TERM FINANCIAL PLAN
2.1

General Rates
Council continues to rely heavily on rate revenue to fund its annual activities. General rate revenue contributed 72.12% of Council’s operating
revenue for the 2018/2019 financial year.

2.2 Rate Comparisons
The City of Mount Gambier’s average residential rates are lower than the SA state averages for both Metropolitan and Regional Councils.
For the 2018/2019 financial year, City of Mount Gambier is rating 17.6% lower than the average for all SA Regional Councils.
Average for all SA Metro Councils
Average for all SA Regional Councils
Average for City of Mount Gambier

2.3

$1,505
$1,295
$1,101

Borrowing Strategies
Borrowings provide an alternative source of funding to enable Council to achieve its objectives and a means by which cash flows can be
averaged out over a longer timeframe. Borrowings and cash flow are reviewed in light of the LTFP and the objective of financial
sustainability.
Debt is considered an appropriate and sound source of funding:




In achieving strategic objectives of Council and within the context of long term financial sustainability.
In creating long term infrastructure and the spreading of expenses/costs over the life of the asset and future users.
As a means to fund major capital expenditure only and not as a funding source for operating/recurrent expenditure commitments.

Council's Treasury Management Policy stipulates borrowing and investment direction. Existing borrowings are a mixture of fixed and
variable interest loans designed to manage liquidity and interest rate risk.
Existing borrowings are with the Local Government Finance Authority (LGFA), being the preferred financial institution of Local Government
and is guaranteed by the SA Government.
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2.4

Forecast Borrowings
Council's variable interest loans operate on 'Treasury Management' principles (guided by Council's Treasury Management Policy) which
enables Council to utilise cash resources in a holistic way and to significantly reduce loan interest expenditure.
No additional borrowings are provided for in Council's 2018/2019 Budget, however an amount of $1.108 million allocated from previous
budgets but not spent, is carried forward into the 2018/2019 Budget as ‘Works in Progress’. This ‘Works in Progress’ amount comprised
entirely of capital works.
New major capital works projects and associated funding for the final five years of the term of the LTFP remain unallocated to allow Council
to review its position in this regard. At any point Council has the flexibility to determine allocation of further major capital works projects,
elect to increase or reduce debt or a combination of these.
Council anticipates that funding commitments provided by the South Australian Government and the Federal Government to build a new
Community and Recreation Hub may be confirmed by April 2019. If successful, it is common for this type of funding to be subject to
milestones that may require funds to be spent by Council before receipt of grant funding payments. This may require borrowings to bridge
timing differences between expenditures and payments receipts. It is anticipated that cash reserves may be sufficient to meet needs at the
commencement of the project in 2019/2020, and then require additional borrowings in 2020/2021 and 2021/2022.
Also to note, subject to the funding outcome for the Community and Recreation Hub, the LTFP is modelled on refinancing a $1.6 million
balloon payment as at 30 June 2024 related to the original library building loan over a five year term to support a positive cash flow.
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3.

FORECAST FINANCIAL STATEMENTS
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4.

GLOSSARY

Term
Asset
Sustainability Ratio
(ASR)

Financial Assets

Financial
Sustainability
Infrastructure and
Asset Management
Plan (IAMP)
Net Financial
Liabilities Ratio
(NFLR)

Net Lending/
(Borrowing)

Non-financial or
Physical Asset
Operating Deficit
Operating
Expenses
Operating
Revenues

Operating Surplus

Operating Surplus
Ratio
(OSR)

Definition
Asset Sustainability Ratio indicates whether the Council is renewing or replacing
existing non-financial assets at the same rate as its assets are used or
‘consumed’. The ratio is calculated by measuring capital expenditure on renewal
and replacement of assets relative to the level of depreciation. Where a Council
has a soundly based Infrastructure and Asset Management Plan, a more
meaningful asset sustainability ratio would be calculated by measuring the actual
level of capital expenditure on renewal and replacement of assets (or proposed
in the Budget) with the optimal level identified in the Plan.
Financial Assets include cash, investments, loans to community groups,
receivables and prepayments, but excludes equity held in Council businesses,
inventories and land held for resale.
Financial Sustainability is where planned long-term service and infrastructure
levels and standards are met without unplanned and disruptive increases in rates
or cuts to services.
A operational plan for Council’s Land, Building and Structure, Infrastructure,
Plant and Equipment and other physical assets with the objective of providing
the required level of service, maintenance and renewal of such assets in the most
cost effective and efficient manner.
Net Financial Liabilities Ratio expresses Net Financial Liabilities as a percentage
of total operating revenue. The ratio allows interested parties to readily equate
the outstanding level of the Council’s accumulated financial obligations against
the level of one-year’s operating revenue. Where the ratio reduces over time, it
generally indicates that the Council’s capacity to meet its financial obligations is
strengthening.
Net Lending/ (Borrowing) equals Operating Surplus / (Deficit), less net outlays
on non-financial assets. The Net Lending / (Borrowing) result is a measure of the
Council’s overall (i.e. Operating and Capital) budget on an accrual basis.
Achieving a zero result on the Net Lending / (Borrowing) measure in any one
year essentially means that the Council has met all of its expenditure (both
operating and capital) from the current year’s revenues.
Non-financial or Physical Assets refers to infrastructure, land, buildings, plant,
equipment, furniture and fittings, library books and inventories.
Operating Deficit is where operating revenues are less than operating expenses
(i.e. operating revenue is therefore not sufficient to cover all operating expenses).
Operating Expenses are operating expenses shown in the Income Statement,
including depreciation, but excluding losses on disposal or revaluation of nonfinancial assets.
Operating Revenues are incomes shown in the Income Statement, but exclude
profit on disposal of non–financial assets and amounts received specifically for
new/upgraded assets (e.g. from a developer). For ratios calculated where the
denominator specified is total operating revenue or rate revenue, Natural
Resource Management (NRM) levy revenue is excluded.
Operating Surplus is where operating revenues are greater than operating
expenses (i.e. operating revenue is therefore sufficient to cover all operating
expenses).
Operating Surplus Ratio expresses the operating surplus (deficit) as a
percentage of general and other rates.
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