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Introduction
Council’s Long Term Financial Plan (LTFP) contains a forecast of Council’s revenue and expenditure for the 10
year period from 2018/19 to 2027/28. The LTFP is based on Council’s proposed 2018/19 budget, which is the
base year of the LTFP. Future years in the LTFP are based on a range of assumptions used to project future
revenue and expenditure. In addition to revenue and expenditure forecasts, the LTFP also includes a projection
of Council’s balance sheet and cash flow.
The primary purpose of the model is to assist in long term decision making regarding the prioritisation of the
services delivered by Council and what assets and financial resources are required to provide those services. The
model serves as a guide to Council’s future financial position. However, the projections contained in the LTFP are
subject to change due to a variety of external factors as well as major decisions made by Council. It is necessary
to regularly review and monitor a variety of factors and if necessary revise the projections contained in Council’s
LTFP. In keeping with the legislative requirements outlined below, the LTFP is revised annually as part of
Council’s annual budget process.

Responding to legislative requirements
The Integrated Planning and Reporting (IP&R) framework relates to the strategic planning processes and
requirements for NSW councils. The IP&R requirements require NSW councils to develop a Resourcing Strategy
to assist in developing its planning documents. The Resourcing Strategy comprises the following three
components:





Asset Management Strategy
Workforce Management Plan
Long Term Financial Plan

The 3 components of the Resourcing Strategy cannot be developed in isolation. Rather, all 3 need to be
considered together in order to identify the available money, assets and people to carry out the diverse range of
services, activities and programs identified in our Strategic Plan – Our Blacktown 2036.
The LTFP contains information based on financial modeling to assist in making future strategic decisions. To do
so, the LTFP has been developed to provide a framework that assists in:








Facilitating strategic decision making to address significant issues facing Council in the medium
to long term
Identifying potential future deficits or resourcing shortfalls
Assessing the financial resources required to achieve Council’s medium and long term
objectives
Measuring and comparing the long term financial impact of different policies and strategies
and managing these accordingly
Providing an indication of Council’s future financial position based on specified levels of service
Assessing whether current service levels are sustainable and testing the impact of different
service levels.

The LTFP must cover a minimum period of 10 years. Over this period the level of detail contained in the LTFP will
vary depending on the year under consideration, with greater detail in earlier years, less in later years.
Over the longer term, it is anticipated there will be changes in the factors used to develop long term projections,
such as the annual rate pegging limit and CPI. As it is not possible to accurately predict these trends the LTFP
contains a number of different scenarios in order to assess the likely future impact of changes in these factors.
The impact of alternative scenarios have been modelled and are shown later in this document.
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Objectives
In preparing the LTFP a number of core objectives of Council have been considered. These objectives are listed
below.

Balanced budgets
Council has a longstanding commitment to adopting balanced budgets. Council will always adopt balanced
budgets. Regular reviews of current strategies and investigating potential options to both enhance revenue and
reduce expenditure will be undertaken as one of Council’s key objectives is to achieve ongoing efficiency
improvements whilst maintaining excellent service delivery.

Ongoing identification of improvements
For the purpose of the LTFP, indexation has been applied to all income and expenditure items from the 2018/19
financial year onwards in line with the assumptions set out in appendix 1 of this document.
In adopting the annual budget (2018/19), all expense items have been set at the same as the current 2017/18
financial year, meaning a nil budget increase has been applied, except for the following:
i.

As the Blacktown City Enterprise Agreement (EA) for 2018 is currently being negotiated, our Employment
related costs have been increased based on the current NSW Local Government Award, which provides for
a 2.50% increase on all salaries and wages

ii.

A further $600,000 has been allocated across specific operational budgets for indexation on the cost of
materials and contracts. This represents around 2% of the existing expenditure on operational materials
and contracts for these sections.

This practice helps ensure annual operational efficiencies are maximised, and opportunities are provided to
allow for the expansion of functional areas in a prioritised approach.
All other increases in operational expenditure require an expansionary budget request to be submitted by the
relevant section with a justification for the increase in the budget allocation.

Employee leave entitlement reserve
Council employees accrue leave in accordance with the provisions contained in the Local Government Award.
Council maintains an internally restricted asset to assist in the funding of employee leave entitlements (ELE), that
is, the future cost of undertaking leave held by staff. Council’s practice has been to ensure the amount held in
this reserve equates to at least 20% of the total ELE provision. The LTFP assumes that this practice will be
maintained over the 10 year period covered by the LTFP.

Workers compensation reserve
Since 1991, Council has been self-insured for workers compensation. A condition of being approved to hold a
self-insured workers compensation license is that Council must provide a bank guarantee to secure total
outstanding claims liabilities. The amount required to be held is based on an assessment conducted annually by
an independent actuary.
Although it is not mandatory, Council has traditionally supported this bank guarantee with an internally
restricted reserve, called the workers compensation reserve. Council’s current funding strategy for the workers
compensation reserve is to maintain a minimum balance of $2.25 million. (Report FC340238, Ordinary meeting 3
December 2014).
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Unrestricted current ratio
The unrestricted current ratio is a measure of whether a Council has sufficient liquid assets available to meet
short term commitments, after excluding certain restricted assets (such as unspent S7.11 contributions and
grants). As a general rule the target/healthy ratio is 100% or greater. That is, for every $1 of liability there is $1 of
asset to cover it. It is an objective of the LTFP that Council’s unrestricted current ratio remains greater than 100%
for the 10 year period covered by the LTFP.

Debt service ratio
The debt service ratio represents the percentage of Council’s total operating revenue that is attributable to net
debt servicing costs. The debt servicing ratio target set by the Office of Local Government as part of its Fit for
the Future assessments of local council’s is a ratio of no more than 20%. That is, our debt principle and interest
repayments can be no more than $62 million per annum. Council has maintained a sound financial position
whilst being completely debt free for more than a decade. The current version of the LTFP does not include debt
as a source of funding. It is noted that future funding strategies for major capital works, including asset renewal
will consider the option of debt as a source of funding.

Rates and annual charges outstanding ratio
This ratio measures the percentage of a council’s total rates and annual charges that is outstanding. It is
accepted that for large urban councils this ratio should remain below 5%. Over the 10 year period covered by the
LTFP, Council will endeavour to remain within this target.

Prudent investment management
Council has a longstanding policy of prudent and conservative management of its investment portfolio. In
keeping with this approach Council’s investment portfolio comprises mainly of investment products which are
both high rated and low risk. Council will continue this approach in the future and this is reflected in the interest
revenue projections contained in the LTFP.

Fit for the Future reassessment proposal
IPART was appointed in 2015 to assess council FFTF proposals and determine whether councils are ‘fit’ or ‘unfit’
according to the State Government’s criteria. Under this initial assessment Blacktown Council was assessed as
‘unfit’ based on not meeting 4 of the 7 criteria used as part of the assessment completed by IPART.
In 2016 Council was invited by the Office of Local Government (OLG) to submit a reassessment proposal. Our
submission was approved by Council as part of report CS360123 (Submission for reassessment under the Office
of Local Government’s Fit for the Future program) in July 2016.
Whilst continuing the conservative basis that underpins the LTFP, our reassessment proposal better recognized
that as the level of development activity in the city continues to increase, it is appropriate to carefully review
some of the key projections used in our LTFP. The key revisions made to our LTFP as part of the reassessment
submission were as follows:
-

Better forecasting of future rates revenue that results from growth in the North West Growth Centre
Review depreciation rates and methodologies
Better projections of future revenues and expenditures based on more recent actual results rather than
previous budgets.
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In considering our reassessment submission, in late 2016, the OLG advised Council that based on the revisions to
the LTFP and the forecast improvement in the criteria used for their assessment, that Council had been
reassessed as ‘fit’. These key revisions as outlined in our reassessment proposal have been incorporated into the
proposed LTFP 2018-2028.

LTFP assumptions
In preparing Council’s LTFP, projections on future financial trends have been based on a number of assumptions.
These assumptions are explained below.

Population
Growth in population has a major impact on Council’s future revenues and expenses. Blacktown City’s high rate
of growth will continue for quite some time, with the majority of this growth to occur in the North West Growth
Area and in defined Urban Renewal Precincts around key transport nodes and centres.
This phase in Blacktown’s growth will see approximately 50,000 new home sites over the next 25 years. The
Greater Sydney Region Plan: A metropolis of three cities, identifies that there will be an additional 1.7 million
more people in Sydney by 2036, which will require 725,000 new dwellings. Such continued high growth creates
a major challenge for Council to ensure it balances the needs of established areas with those of new release
areas. With this increase in population there is an increase in the demand for new and expanded facilities and
services provided by Council. The changing demographics of the Blacktown Local Government Area (LGA) will
also mean changes in the types of services to be provided by Council in the future, which will have an increasing
impact on the later years covered by the LTFP.
The graph below shows the movement in Blacktown’s population over the past 10 years and the projected
increase over the next 10 years. By 2028, Blacktown’s population is anticipated to reach approximately 450,000.
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2016

2021

2026

2031

2036

Total change

Annual change %

Population

349,050

387,200

433,500

473,800

521,450

172,400

2.1%

Dwellings

115,850

129,900

146,600

161,950

178,650

62,800

2.3%

Source: Department of Planning and Environment

Levels of service to the community
The Long Term Financial Plan is based on the maintenance of existing Council services to the community at
existing service levels. The LTFP will be reviewed as required when the type of service or service levels are varied
by Council in reflection of city needs and community priorities. In such cases, the capacity of the Council to fund
these services will be assessed against the financial policy framework provided in the LTFP.
Council’s existing services are outlined in the 2017-2021 Delivery Program in the section “What we do for you”.
The present levels of service have generally been defined historically by a balance between the community’s
desired level of service (assessed by various means including surveys, service requests and informal feedback)
and Council’s resource capacity and strategic priorities. In some cases, service levels are set through major
contracts or service level agreements.
Service levels are increasingly a matter of engagement and dialogue with the community under the Integrated
Planning and Reporting framework. The Delivery Program provides for a ‘best value’ approach to Council’s
services and an ongoing program of service review.
Under recent amendments to the Local Government Act, all councils are required to review their services as part
of good management practice. Our current services and how they are delivered may change over the period of
the Delivery Program as a consequence of Council’s Better Practice Reviews program. Better Practice Reviews is
a rolling program to examine all of our external and internal services and ensure that they are efficient, effective
and sustainable. This provides an ongoing mechanism for the review and improvement of our business with
input from customers and external and internal stakeholders.
Service levels for asset-based or “infrastructure services” are of particular importance to Council’s long term
planning and the financial modelling which is provided in the LTFP. These service levels are discussed in more
detail in Council’s 2017-2027 Asset Management Strategy.

Revenue
Rates and charges
Rates and charges are a major source of Council’s income, representing approximately 44% of our average total
revenue over the 10 years of the LTFP. In NSW, council rates are levied based on land valuations supplied by the
Valuer General of NSW. These valuations are reviewed every 3 years as part of a process termed general
revaluation. It is important to note that regardless of changes in the land valuations for existing properties, the
actual total amount of rates income a council may levy is limited by rate pegging. Rate pegging refers to the
process in which the State Government determines annually the allowable increase in rates, which is referred to
as the rate peg. This allowable increase is announced annually by the Independent Pricing and Regulatory
Tribunal (IPART).
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Councils can apply for a special rate variation to increase rates income by an amount higher than the approved
rate peg limit. However, approved increase in rates will take into account factors such as the community’s
capacity to pay as well as population growth and changing demographics.
The approved annual rate pegging limit since 2003/04 is shown in the table below, along with the actual rate
increase adopted by Council. This table shows that over this period the average annual rate variation limit has
been 3.0%. For 2018/19, IPART has determined the rate variation limit to be 2.3%. Council had a special rate
variation approved by IPART for 2014/15 and 2015/16 of 6.7% and 5.11% respectively inclusive of the rate
pegging limit.

As shown in the previous table, over the last 15 years (2003/04 to 2017/18) the approved annual rate variation
limit has averaged 3.0%. The base case scenario in Council’s 10 year LTFP assumes an annual rate variation limit
of 2.5% for future years of the LTFP. Alternative scenarios have been modelled on the assumption that the
average annual rate variation limit may be higher or lower than 2.5%.
In terms of the actual annual increase in Council’s rates revenue, it is noted that a proportion of the actual
increase is a result of ‘growth’, that is additional rates received due to an increase in the number of rateable
properties. This generally occurs when larger parcels of land are subdivided into smaller lots, but can also occur
as a result of high density developments such as large residential unit complexes. The level of such development
activity can vary from year to year as a result of changes in prevailing economic conditions, planning decisions
made by the State Government and the availability and price of vacant land.
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The level of additional rates income attributable to growth for Council has varied considerably over the past 10
years. Council has used prediction modeling on the future growth on the LGA based expected developments.
Revenue from annual charges comprises the Domestic Waste Management (DWM) charges and stormwater
management charge. In accordance with Section 504 of the Local Government Act 1993, income obtained from
charges for domestic waste management must be calculated so as to not exceed the reasonable cost to the
council of providing those services. As such, the provision of Domestic Waste Management services is not
subject to rate pegging. The LTFP assumes the annual DWM charge will increase on average, by 3.00% p.a. to
recover significant increases expected in future tipping charges. However, the actual increase in each year may
be higher or lower than this percentage having regard to movements in specific costs.

Interest and investment revenue
The level of interest revenue earned by Council will vary with regard to the total amount held in Council’s
investment portfolio. Council’s LTFP projects movements in the amount of Council’s investment portfolio with
regard to future capital works, receipt of external grants and contributions. Anticipated growth in Section 7.11
(formerly Section 94) capital contributions (discussed in further detail later in this document) is forecast to peak
in the next 1-3 years, and is expected to gradually reduce over the subsequent years of the LTFP. The LTFP
forecasts that due to the high number of new lots created annually over the 10 years of the LTFP, there will be
an increase in the projected balance of Section 7.11 funds held, increasing the forecast interest revenue
generated. The additional Section 7.11 funds will be allocated towards future capital works for Section 7.11
infrastructure beyond the 10 year planning horizon in this LTFP.
Interest revenue is also subject to external factors such as monetary policy decisions, and economic and
investment market conditions. Over the longer term, economic conditions can vary considerably, which in turn
can affect interest rates. In times of economic expansion, rising interest rates can be an effective way of reducing
economic growth and thereby lowering inflationary pressures. Conversely, during economic downturns the
lowering of interest rates can have a positive impact on economic growth. The graph below depicts movements
in the official Reserve Bank of Australia cash rate over the 10 year period 2008 to 2018.
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Over the above 10 year period the official cash rate has varied from a current low point of 1.50% to a maximum
of 7.25%. The average has been 3.24% over this period. In preparing long term future interest revenue
projections, Council has researched available economic data and projections from a variety of sources as well as
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sought advice from its external investment advisers. Council’s current average annual return on investment is
2.72%. Based on this research and having regard for Council’s conservative Investment Policy, the LTFP model
projects future interest rates to average 3.8% p.a. over the next 10 years. However, having regard for likely
future changes in economic conditions, these forecasts will be continually monitored and the index updated in
the LTFP model on a regular basis.

User charges and fees
Council provides a wide range of facilities and services for which it receives revenue from user fees and charges.
These services include childcare, preschools, aquatic and leisure centres, animal control and building and
engineering construction certification. Often the revenue received does not fully offset the costs associated with
the service or facility as they are aimed at providing a broad community benefit and if higher fees were charged
many residents may be unable to enjoy the use of the facility or service. In other instances, fees may not be high
enough to recover full costs due to external market pressures or the fee being set by statute.
Approximately two thirds of Council’s total user fees and charges are generated through child care centres and
leisure centres (comprising health and fitness facilities and swimming pools). Whilst these fees are considered
discretionary, revenue growth in these areas is limited due to Council seeking to provide services accessible to
the wider community. Other fees such as those relating to development applications are fixed by legislation.
Historically the revenue received for the majority of these fees and charges have increased in line with CPI.
Accordingly, the LTFP model includes a projected increase in user charges and fees in line with projected CPI
growth.

Other revenues
Other revenues include fines, revenue from community centres, charges for the reinstatement of roads and
footpaths, and fees paid at our leisure centres. Revenue from these sources is difficult to predict as they can be
susceptible to a range of external factors such as prevailing economic conditions, population growth and
changing demographics. Other revenue is projected to increase at 2.75% p.a. which is in line with projected CPI
growth.

Grants and contributions
Council receives grants from the State and Federal Governments. These are either discretionary or nondiscretionary. The majority of grants provided to Council are for specific purposes, such as infrastructure
maintenance, provision of community services and environmental programs. Generally the funding received is
less than the total cost of the works/services being provided. Typically, it is often a condition of the grant funding
that Council provides matching funding.
The largest single source of Council’s grants revenue is the Financial Assistance Grant (FAG). This is a general
purpose grant and is allocated to councils on a formula basis that has regard for a range of factors such as
population, quantum of infrastructure maintained and the relative disadvantage between councils.
It is anticipated that our entitlement for the Federally funded Financial Assistance Grant (FAG) will continue to
reduce significantly over the foreseeable future. This is largely due to the average value of land throughout our
local government area (LGA) increasing at a faster rate than the average land value for all of NSW, which is
causing a reduction in our overall FAG entitlement.
This factor combined with previous corrections to overpayments that have been applied by NSW Local
Government Grants Commission and the effect of the Federal Governments 3 year freeze on indexation of the
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FAGS between 1 July 2014 and 30 June 2017, has resulted in successive reductions in our annual FAG allocation
over the past few years.
It is estimated that our FAG allocation in 2018/19 will be further reduced to around $15.7 million, which is $1.5
million less than what was included in the original 2017/18 budget.
As our FAG allocation is expected to continue to reduce in the foreseeable future, we have applied an annual 5%
per annum decrease until 2024/25. It is estimated our FAG entitlement may increase at an average rate of 1% to
2% from 2025/26.
It is assumed that other general grants will increase on average by 2% per annum.

Section 7.11 developer contributions
Section 7.11 (formerly Section 94) of the Environmental Planning and Assessment Act 1979 enables councils to
levy contributions for public amenities and services required as a consequence of development. Developer
contributions are essential to providing key facilities and services for local residents, especially in new areas.
Contributions are held as an externally restricted asset until they are spent for the purposes designated.
Council’s policy is to commence specific works only when sufficient contributions have been received to
complete the works. However, Council does try to forward fund works if possible to stimulate and unlock
development. The level and timing of contributions fluctuate according to a variety of factors including economic
growth and the level of development activity.
The LTFP applies varying Section 7.11 contribution amounts based on estimated developments each year, noting
that the actual increase in any given year may vary significantly from this index. Council is preparing
contributions plans for each North West Priority Growth Area Precinct. Contributions are currently made up of a
capped $35,000 per lot/dwelling contribution (increased from $30,000 on 1 January 2018) from development
and the balance from government through the Local Infrastructure Growth Scheme (LIGS).
From 1 July 2018 there will be an annual increase of $5,000 to the caps each year for two years. The cap will be
removed entirely on 1 July 2020, and the developers will have to pay 100% of the contribution.

New Section 7.11 developer contributions (North West Priority Growth Area Precincts)
The LTFP incorporates an estimated Section 7.11 capital works program predominantly for the new Section 7.11
contribution plans in the North West Priority Growth Area, this may vary from year to year as it is difficult to
project expenditure patterns associated with the development of this sector.
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Expenditure
Employee costs
Employee costs include the payment of salary and wages, employee leave entitlements, superannuation and
workers compensation expenses. Overall employee costs comprise around 46% of Council’s total operating
costs.
The LTFP projects overall employee costs to increase on average by 3.25% per annum, this increase covers a
range of employee related expenses such as employee leave entitlements, employer superannuation
contributions (including the progressive increase in compulsory employer superannuation contributions from
9.5% to 12%) and workers compensation expenses. The LTFP incorporates a modest provision for future
increases in Council’s staff numbers based on historical growth in full time equivalent staff numbers. This is
considered reasonable in order for Council to meet the operational requirements of an expanding city.
The major increase for employee costs are annual salary and wage increases included in Council’s Enterprise
Agreement. We are currently re-negotiating our enterprise agreement, which is expected to commence from 1
July 2018. The full cost of those negotiations are not yet known, however we anticipate our employment costs
will at a minimum increase at a rate that is comparable to the NSW Local Government Award, which is higher
than our rate pegging limit increase of 2.30%. This means the increase in our largest expenditure item will fully
consume the increase we receive in rates revenue from the rate pegging increase. Other factors influencing
employee costs are changes in the level of superannuation contributions, worker’s compensation costs and
increases in staff numbers.
Council is required to make compulsory employer superannuation contributions on behalf of its employees. The
amount of employer superannuation contributions which are payable by Council depend on whether an
employee is in an accumulation scheme or a defined benefit scheme. The main difference between each of these
schemes is the level of contribution Council is required to make on behalf of each employee.
For Council employees in the accumulation scheme, Council is required to make compulsory employer
superannuation contributions in accordance with the compulsory employer superannuation contribution limits.
As a result of legislative changes, this contribution will progressively increase from its current level of 9.5% to
12% in 2025/26. The current rate of 9.5% will remain until 30 June 2021 and then increase by 0.5% in
subsequent financial years until it reaches 12%.
For employees who are in a Defined Benefit Superannuation scheme, Council’s superannuation contribution is
based on a multiple of the employee’s salary. In addition to this amount, all NSW councils were initially advised
in 2011 that due to the impact of the global financial crisis and the negative effect this had on the financial
position of the Defined Benefit Superannuation scheme, all councils would be liable for a separate fixed levy
payable over a projected 10 year period. For Council, this levy is approximately $1.27 million annually. Recent
advice from Local Government Super is that whilst the financial position of the scheme is reviewed on an annual
basis, it would be prudent for Council to budget for this additional levy to continue for the foreseeable future. As
such, this additional cost has been incorporated in the LTFP and is assumed to continue for the 10 year life of the
plan. Should the required contribution vary from this forecast, the LTFP will be revised accordingly.

Materials and contracts
Council’s materials and contracts expenditure includes a broad range of services and resources including audit,
legal and consultants fees, reserves and roads maintenance, cleaning and waste management.
Costs are impacted by many factors such as economic conditions, market competition, and availability of
resources and raw materials. The LTFP projects these costs to increase in line with CPI.
Long Term Financial Plan (2018-2028)
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Debt servicing
Council has maintained a sound financial position whilst remaining debt free. The current version of the LTFP
does not include debt as a source of funding. It is noted that future funding strategies for major capital works,
including asset renewal will consider the option of debt as a source of funding. During 2017, Council approved
the Transformational Projects borrowing policy and funding strategy (report CS370124). Future revisions to the
LTFP will include a scenario which incorporates the Transformational Projects funding strategy and the use of
external debt.

Depreciation
The LTFP projects annual depreciation expenditure to increase by an average of 2.4% p.a. based on estimated
capital expenditure levels in future years. The actual depreciation expenditure in future years will be impacted
by future asset revaluation methods and timing as stipulated by relevant accounting standards.
Council’s infrastructure assets have been revalued in accordance with a staged implementation program as
advised by the Office of Local Government. The revaluation of Council’s assets at fair value is to be undertaken
as per the following schedule:





2017/18 financial year – operational land, buildings, plant and equipment
2018/19 financial year – land under roads
2019/20 financial year – roads, bridges, footpaths and drainage
2020/21 financial year – community land, land improvements, other structures and other assets

Full revaluations are to be undertaken for all assets on a 5 year cycle.

Other operating expenses
Other operating expenses comprise a variety of items, such as the following:








Advertising
Contributions to fire services
Electricity costs
Insurance
Street lighting
Waste levy.

Generally, the LTFP projects the majority of items categorised as other operating expenses to increase in line
with CPI. However, there are specific items which have been projected to increase at an alternative rate to the
CPI. These include the following expenses:




Energy costs is one area where Council has experienced significant cost increases. This has been the
result of a progressive increase in the number of Council provided facilities, such as libraries and leisure
centres, many of which have high energy requirements, along with general increases in energy tariffs.
The LTFP assumes average energy costs will increase by 4% per annum, which allows for tariff increases,
increased usage and increased facilities.
Contributions to other levels of government are also anticipated to increase at a higher rate than CPI.
This consists of compulsory contributions to the NSW Fire Brigade and Rural Fire Service and
contributions to other government agencies. Based on trend analysis, it is projected in the LTFP that
these payments will increase annually by an average of 7.50%.
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Capital works program
Council’s extensive capital works program aims to deliver much needed maintenance and renewal of
infrastructure assets including roads, community buildings, parks and reserves and leisure facilities. The total
proposed value of works in Council’s 2018/19 Works Improvement Program is $157,397,133, this includes
$18,942,000 from the Infrastructure Sinking Fund. The financial projection of future capital works will depend
on the nature, timing and funding of specific projects. The majority of infrastructure projects are costed in
accordance with current design estimates. Any significant cost revisions in subsequent years will be reflected in
the LTFP.

Works Improvement Program
Council’s Works Improvement Program (WIP) is a document that is reviewed annually by Council which lists all
capital works projects which have been identified to service the community within the Local Government area.
The projects identified in the WIP are either renewal projects or projects to create new assets or to enhance
existing assets. Councils Asset Management Plans inform the WIP of the projects which are to be listed for
funding consideration. The WIP is divided into a number of key asset programs such as roadworks, bridges,
buildings, drainage, transport facilities and parks improvements. Each program identified in the WIP also
identifies the relevant funding source, whether it is grants and contributions, Section 7.11 developer
contributions, general revenue or Council’s Infrastructure Sinking Fund (ISF).
Each year Council adopts a 1 year WIP with projects listed in each program identified for funding above the
funding cut-off line. Each project listed in the WIP is prioritised using a program specific scoring system which
assesses each project to generate a merit based project list for funding consideration.
The WIP incorporates Council’s Infrastructure Sinking Fund (ISF) Program. The ISF was established to ensure that
funds arising from Council’s debt reduction strategy were used for the provision of important infrastructure to
the City, as well as to expedite works in new release areas. The 2018/19 ISF incorporates key elements of the
transformational projects funding strategy that was approved by Council in 2017. This is represented by the reallocation of $5 million per annum of discretionary funding directly towards the program of transformational
projects for each year of the 10 year ISF program.
The total value of works proposed for funding in the 2018/19 WIP is $157.4 million.
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Council’s current financial position
As a result of a longstanding commitment to prudent financial management combined with the application of a
variety of effective financial strategies, Council’s current financial position is sound.
In terms of assessing Council’s current financial position it is useful to refer to the financial information
contained in Note 13 – (Statement of Performance Measurement) of Council’s Financial Statements and special
schedule 7. The information in this note comprises a variety of indicators which can be used to assess a council’s
financial position. This information is summarised below.

Unrestricted current ratio
Ratio
Unrestricted current ratio

2016/17
2.61:1

2015/16
3.22:1

2014/15
4.33:1

The purpose of the unrestricted current ratio is to highlight that sufficient liquid assets are available to meet
short term commitments, after excluding certain restricted assets (e.g. unspent S7.11 contributions and grants).
As a general rule the target/healthy ratio is 100% or greater, i.e. for every $1 of liability there is $1 of asset to
cover it.
As shown in the above table, over the past 3 years Council’s unrestricted current ratio has been significantly
higher than the accepted benchmark of 1.0:1.

Debt service ratio
Ratio
Debt service ratio

2016/17
0%

2015/16
0%

2014/15
0%

The debt service ratio is the percentage of a council’s net debt servicing costs divided by total operating revenue.
Prudent financial management dictates that a council does not over commit itself to debts it cannot fulfill. The
Office of Local Government has determined that an acceptable debt service ratio is less than 20%.
Council has maintained a sound financial position whilst being completely debt free for more than a decade.

Rates and annual charges outstanding percentage
Ratio
Rates and annual charges outstanding percentage

2016/17
4.06%

2015/16
2.58%

2014/15
3.10%

Council’s outstanding rates and charges have in the past exceeded the recommended maximum benchmark for
urban councils of 5%. As a result of improved debt recovery procedures this ratio has decreased in recent years
and whilst it increased in 2016/17, is still lower than the benchmark of 5%.

Infrastructure renewals ratio
Ratio
Infrastructure renewals ratio

2016/17
82.92%

2015/16
81.16%

2014/15
59.78 %

The purpose of this ratio is to assess the rate at which these assets are being renewed relative to the rate at
which they are depreciating. The recommended benchmark for this ratio is 100%.
Council’s 3 year average was 74.62%. In 2016/17, the ratio was 82.92%, which was an increase on the previous
year. This was because Council increased the amount spent on renewing existing assets from $44.956 million in
2015/16 to $45.63 million in 2016/17. Following the approval of Council's special rate variation for asset
renewal, it is expected that this ratio will continue to improve over the term of the LTFP as Council is able to
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increase the amount spent each year on the renewal of existing assets, with it projected to reach 92.4% by
2027/28.

Infrastructure backlog ratio
Ratio
Infrastructure backlog ratio

2016/17
2.37%

2015/16
2.53.%

2014/15
3.18%

This ratio shows that asset renewal backlog as a proportion of the total value of Council’s Infrastructure.
The higher this ratio, the higher a council's relative backlog as a proportion of its total infrastructure portfolio.
The benchmark for this ratio is for the backlog to be less than 2% of the value of council’s infrastructure assets.
Council’s ratio for 2016/17 was 2.37%, which does not meet the benchmark of less than 2%. However this ratio
has been improving, and will show further improvment over the next few years due to the funding strategy
including the approval of Council's special rate variation for asset renewal.
Based on the current levels of annual funding for asset renewal and our long term asset renewal funding
forecasts, it is expected that Council will be able to achieve this benchmark over the next 10 years.

Asset maintenance ratio
Ratio
Asset maintenance ratio

2016/17
99.00%

2015/16
99.00%

2014/15
125.00%

This ratio compares the actual versus required annual asset maintenance. A ratio above 1.0 indicates Council is
investing enough funds to stop the infrastructure backlog growing through insufficient maintenance. The
benchmark for this ratio is for the 3 year average to be greater than or equal to 100%. This means councils
should be spending at least the required expenditure on asset maintenance as shown in "Special Schedule 7 Report on infrastructure assets" of their annual financial statements.
Council’s 3 year average for the period 2014/15 to 2016/17 was 107.7%, this implies that Council is currently
spending enough on the maintenance of its assets.

Capital expenditure ratio
Ratio
Capital expenditure ratio

2016/17
4.61

2015/16
5.40

2014/15
3.41

The capital expenditure ratio shows the extent to which a council is expanding its asset base through capital
expenditure on both new assets and the replacement and renewal of existing assets. This ratio is calculated by
dividing the total capital expenditure for the year by the annual depreciation amount. The benchmark for this
ratio is for a factor greater than 1.1:1.
Council exceeded the benchmark for 2016/17 with a ratio of 4.61:1. It is noted, though, that this calculation
includes the value of the assets dedicated to Council in lieu of developer contributions along with the value of
the land under roads recognised in each financial year.

Conservative investment management - no capital losses
Council has traditionally had a conservative approach towards the management of its investment portfolio.
Council has an Investment Policy which restricts Council to investing generally in higher rated, low risk forms of
investments. A key aspect of the policy is the requirement for Council officers to seek independent investment
advice when making decisions regarding the composition of Council’s investment portfolio.
The benefit of this approach was highlighted during the global financial crisis, when Council’s investment
portfolio suffered no capital losses. Council’s Investment Policy is regularly reviewed, having regard for changes
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in investment markets and economic conditions as well as any changes made to applicable legislative
requirements.

Council’s Land Development Strategy
In November 2014, Council adopted a 10 year land projects business plan and cash flow which is targeted at
significantly increasing the net profit, so the annual return on Council’s budget is increased to a minimum of $2
million.
Since 1984 Council has had a land projects group established to maximise returns on surplus operational land
assets within the rural, residential, business and industrial zones of the City, for which Council seeks to develop
and/or sell with the objective of maximising the investment returns to Council. Council’s Land Development
Strategy has funded a number of major projects including the Max Webber Library, development of the Civic
Plaza, improvements to the Mount Druitt Business District and the AFL/Cricket facility at the Blacktown
International Sportspark.
It is anticipated that with the rapid development of the North West Growth Centre, Council will acquire a
number of residential properties to subdivide, providing a financial return to Council.
The land projects business plan was developed with advice from an expert property advisory panel and includes
the following objectives to provide maximum return to Council:



Return on land projects, measured for all projects on a consolidated net profit basis, to have a target of $2
million net profit returned to Council’s annual budgets for funding of new capital works across the city.



Key performance indicators to be used to inform decision making around which properties are to be
acquired and developed as summarised as follows:
a.
b.
c.

Return on revenue (also known as net profit margin) – target rate of 16% or greater. Return on
revenue is calculated as net profit as a percentage of net sales revenue.
Return on costs – target 19% or greater. This is calculated as net profit as a percentage of total
development costs.
Internal Rate of Return (IRR) – Target rate of 17.5%. IRR is the calculated discount rate for a project at
which level the net present value of costs equals the net present values of revenues for the project.

The LTFP incorporates the 10 year cash flow forecasts associated with Council’s land projects business plan.
The surplus funds generated as part of the land projects business plan are to be utilised as a key funding source
for the delivery of the Transformational Projects. The Transformational Projects funding strategy approved by
Council (report CS370124) identifies the need to utilise up to $130 million over the next 20 years from the Land
Projects reserve.

Efficiency dividends
Council has a long-standing practice when preparing annual budgets to not index operating costs, other than
employee related costs. This means that opportunities for savings and efficiencies need to be identified in order
to ensure the continuation of existing service levels. It is estimated that this practice results in annual savings of
approximately $1 million. It is anticipated that Council will continue to achieve productivity gains to offset rising
costs over the life of the LTFP.
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Future and ongoing financial challenges
In projecting Council’s future financial position, a number of anticipated future challenges which may have an
adverse impact on Council have been considered. These are summarised below.

Rate pegging
For over 30 years NSW councils have been subject to rate pegging. Rate pegging is the maximum percentage
limit by which NSW councils may increase the total income they receive from rates. The rate pegging percentage
is set each year by IPART.
For many years the NSW Local Government sector has objected to rate pegging due to the adverse effect it has
on the financial sustainability of NSW councils. IPART, in its 2008 paper - Review of the Revenue Framework for
Local Government found that over the period 1976/77 to 2006/07 taxation (i.e. rates) revenue grew more slowly
in NSW than in the rest of Australia. Since rate pegging was introduced in NSW, rates revenue per capita for
NSW councils increased by an average of 1.9% per annum, compared with 3.4% per annum for the rest of
Australia. IPART has acknowledged that rate pegging has constrained the growth of NSW councils' rate revenue
relative to councils in other states.
It has been Council’s experience, particularly over the past decade that many of its major costs have increased at
a higher level than rate pegging. Major examples of this include energy costs (fuel, electricity, gas), materials
used in the construction and maintenance of Council’s road and drainage networks and labor costs. In the past,
Council has addressed this challenge through the ongoing identification of cost savings and efficiencies.
However, this will be an increasing challenge in the future as the population of the Blacktown LGA and the value
of infrastructure maintained by Council continues to increase.

Section 7.11 developer contributions cap
Background to Section 7.11 developer contributions
Since the 1940s the NSW planning process has had the ability to require developers to contribute to the
provision of local infrastructure, the need for which arises as a result of development. Legislation requiring a
contribution towards the provision of local infrastructure was first codified in the Environmental Planning and
Assessment Act 1979 (EP&A Act).
In 1992 the statutory provisions relating to Section 7.11 of the EP&A Act were amended so that councils were
required to prepare “contributions plans” to ensure that contributions were efficient, responsible, accountable
and certain. These provisions are regulated in the Environmental Planning and Assessment Regulation 2000 (as
amended).
Section 7.11 of the EP&A Act enables councils to legally levy contributions for local infrastructure as a
consequence of development. The power to levy contributions relies on there being a clear link (or nexus)
between the development being levied and the need for the local infrastructure for which the levy is required.
Generally, contributions can only be made towards:




Capital costs including land acquisition costs
Local infrastructure which a council has the responsibility to provide
Local infrastructure which is needed as a consequence of or to facilitate new development.

This infrastructure (or facilities) referred to as “baseline facilities”, in other words, only the basic level of facilities
that are essential for new communities to be established. Once the facilities are delivered, councils are required
to maintain them. The types of infrastructure or facilities that have been funded through Section 7.11 include
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roads, stormwater drainage, open space (sports fields, playgrounds) and community facilities (libraries,
neighbourhood centres, community centres and child care centres).
Council has adopted a number of Section 7.11 contributions plans since 1993. It is considered that contributions
plans are the most cost efficient way for a council to deliver infrastructure. Large release areas, such as the
Parklea release area, have had their local infrastructure funded and provided by Section 7.11 contributions.
State Government was concerned by representations by the development industry that the increase in various
government charges was affecting housing affordability and introduced a "cap" on Section 7.11 contributions
across NSW in 2010.
However, as part of the NSW Government’s recently announced $4 billion Housing Affordability Strategy, the
cap on contributions increased by $5,000 on 1 January 2018 to $35,000 in LIGS transition areas such as the North
West Priority Growth Area, and will increase by $5,000 p.a. from 1 July 2018 for two years, before the cap is
removed entirely on 1 July 2020.

$20,000 and $30,000 Section 7.11 developer contributions cap
In NSW a “soft cap” of $20,000 and $30,000 per lot/dwelling, introduced in 2010 remains. Councils who wish to
levy a developer in excess of these caps are required to have their Section 7.11 developer contributions assessed
by IPART and approved by the Minister for Planning. This is still applicable to Council’s plans that are not part of
the North West Priority Growth Area.

Long term funding
Council also faces a $276 million funding shortfall for the provision of community facilities (buildings) in the
North West Priority Growth Area as these facilities are not considered as “essential local infrastructure” by the
State Government, and cannot be included in Section 7.11 contributions plans if those plans exceed the
$20,000/30,000 “soft cap”.

Cost shifting
Cost Shifting is a major challenge confronting Local Government. Cost shifting occurs when there is a transfer of
services from a Federal or State Government to Local Government without the provision of adequate funding
required to provide the service.
Some major examples of cost shifting include:












Cost of the mandatory pensioner rebates on Council rates
Exemption of State Government properties from the stormwater management charge
Cost of regulating on site sewerage facilities
Administration of the Companion Animals Act
Functions under the Protection of the Environment Act
Cost of functions as a local control authority for noxious weeds
Public library operations
Processing of development applications
Citizenship ceremonies
Collection of the Emergency Services Levy

The annual cost to Council of cost shifting is estimated to be in excess of $17 million per annum. The LTFP
assumes these costs will increase annually by CPI.
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Asset renewal funding
A major ongoing challenge for the NSW Local Government sector is the need to provide adequate levels of for
the maintenance and renewal of existing infrastructure. This has been previously highlighted in a number of
studies such as the 2006 Local Government and Shires Association’s Independent Inquiry into the Financial
Sustainability of NSW Local Government and more recently the 2013 report released by NSW Treasury
Corporation (TCorp) in regard to financial sustainability of all NSW councils. The TCorp review identified an
infrastructure renewal backlog of $7.2 billion across all NSW councils.
These studies have identified the need for NSW councils to significantly increase funding for the renewal of
existing infrastructure. They have further identified that if funding is not increased in the immediate term, then
the infrastructure renewal backlog will continue to increase at a level which may become too great to address
without serious ramifications on service delivery.
For Council, the infrastructure renewal backlog as at 30 June 2017 was $51.4 million. Council is a custodian of
infrastructure, property, plant and equipment assets that have a value of approximately $4 billion. Without
adequate funding, effective maintenance and renewal of these assets to maximise their potential life cannot be
achieved. Council’s Resourcing Strategy, which includes the Asset Management Strategy, provides detailed
information in regard to the renewal requirements for Council’s infrastructure assets. The Asset Management
Strategy is supported by individual asset management plans for each key asset class.

Council’s current asset renewal funding strategy
In order to manage Council’s asset renewal backlog, Council adopted an Asset Renewal Funding Strategy in
November 2013 to increase the annual amount of funding allocated towards asset renewal works. This funding
strategy comprised the following:






$10.823 million – annual amount allocated at level 1 in the Works Improvement Program
$1 million – operational savings re-allocated towards asset renewal
$2 million – reallocation of funding from the Infrastructure Sinking Fund (ISF)
$5.6 million – special rate variation 2014/15
$2.9 million – special rate variation 2015/16

Including indexation on the above amounts, in 2018/19 the total funding allocated towards asset renewal in the
Works Improvement Program is around $23 million.
In addition to Council’s adopted Asset Renewal Funding Strategy, Council has established an internally restricted
reserve named the “Asset Renewal reserve”. The purpose of this reserve is for Council to set aside funds for
future use on infrastructure asset renewal. As funds become available in this reserve, Council is able to make
one-off funding allocations towards asset renewal works.

Future asset renewal backlog
Council's asset renewal funding requirements do not increase by a linear amount on an annual basis. Rather, the
level of funding required increases significantly in later years as the infrastructure assets from the older parts of
the City reach the stage of their life cycle whereby more expensive renewal treatments are required. This means
that in later years, Council will be confronted with much higher funding requirements than it is now, as the
infrastructure for areas of the City constructed in the 1980s will need to be renewed. For this reason, it is
important that Council adequately addresses its current asset renewal requirements, so that it has a better basis
to address future funding requirements.
Council’s asset renewal backlog is expected to be around $38 million as at 30 June 2018. The LTFP allocates
additional funding towards asset renewal from the anticipated growth in rates revenue above the rate peg. The
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LTFP forecasts that around $357 million will be allocated towards asset renewal works over the period 2018/19
to 2027/28.
The following graph shows the forecast cumulative asset renewal backlog based on this level of funding. The
graph shows that with the projected levels of funding, the annual level of backlog is manageable over the next
few years, reducing to $2.1 million in 2023/24. The graph shows that over the subsequent years, the backlog
becomes less manageable and will reach around $428 million in 2035/36.

NB: The above graphs include renewal costs only and do not reflect the same information contained within
Special Schedule 7 of Council’s annual financial statements.

Program of Transformational P rojects and associated funding strategy
Council has adopted a set of transformational projects as a key element of its vision for the City. The
Transformational Projects identify key priorities for our community, including “breakthrough” areas to advance
the long term community strategic plan.
The identified Transformational Projects are:










Blacktown International Sportspark Masterplan
International Centre of Training Excellence
A University in Blacktown
Warrick Lane development
Blacktown Health Precinct
Council accommodation
Riverstone Town Centre Masterplan
Animal Rehoming Centre
St Bartholomew’s Cemetery Expansion

Council, along with other relevant stakeholders, will work towards delivering these projects, ensuring the vision
is achieved. Each of the Transformational Projects are at different stages of development. In most cases a
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detailed business case and funding strategy is still to be prepared for Council consideration. The projects vary in
nature and may include work in the following areas:





Construction and capital expenditure
Planning and design
Facilitation, including the negotiation of agreements between Blacktown City and external parties for a
future project
Advocacy and issues management.

Transformational Projects funding strategy
The transformational projects will be progressively implemented over the next 10 years. While some projects
may be completed before others, they need to be considered jointly as a program, as the projects:





Have some potential to be combined
Are very significant in both scope and cost
Have overlaps in their proposed timing
Have proposed funding from the same sources.

The Council approved funding strategy for the Transformational Projects covers a period of 20 years, concluding
in 2037/38. It is based on 3 fundamental principles:
a.

Utilisation of available internal funding sources
The total funding required for all transformational projects are to be identified within our LTFP. These
funds are only to be allocated to the Transformational Projects if it does not impact on the achievement
of our existing LTFP targets and objectives. In particular we will continue in future years to maintain
existing planned levels of capital renewal funding and achievement of financial performance targets.

b. All funds made available are in accordance with the adopted borrowing policy
External borrowings will only be used when there are no other available funding sources to address
specific cash flow requirements.
c.

Funding from project partners
Any funding contributions from project partners, or government grants, will be used to either enhance
project scope or eliminate the need to borrow. We will be seeking government contributions towards
the Transformational Projects.

Sources of funding
The funding strategy identifies the following key sources of funding for the funding model:
i.
ii.

Land Projects reserve – total funds available over a 20 year period to 2037/38 is estimated to be $130
million, noting the timing and overall quantum of this funding will be subject to external market factors.
Infrastructure Sinking Fund (ISF) reserve – re-allocation of $5 million per annum in ISF funding towards
Transformational Projects from 2018/19. Depending on how much of the program is able to be funded
from the Land Projects reserve, the total amount and timing of ISF funding to be re-allocated could
range from 10 to 20 years, at a total value of of $50 million to $96 million.
The consequence of this funding re-allocation over the duration of 10 to 20 years, is that the current
annual discretionary ISF allocations of $5 million towards commercial centres, community facilities and
major reserve works are not possible.

Long Term Financial Plan (2018-2028)

Page 20

iii.

Funds available to borrow from existing internal reserves – analysis shows that a total amount of
between $22 million up to $32 million is available for borrowing from internal reserves. It is prudent to
maximise the amount of internal borrowings and defer the repayment of any internal borrowings so
that repayment of any external borrowings can be prioritised.

iv.

Funds from external borrowing – all external borrowings will be in accordance with Council’s approved
borrowing policy. It is estimated all external borrowings should be repaid within 11 years of the first
external borrowing in 2022/23. This timing will be subject to the overall value of projects, and the
availability of the funding sources mentioned above.

Funding strategy assumptions
The total capital cost of the program of Transformational Projects is currently estimated at around $200 million.
This estimate is preliminary, and subject to the development of project scopes and business cases for each
project.
It is emphasised that the funding strategy is based on outline scopes and existing cost estimates of the program,
which will be developed and refined as each project progresses. While the overall strategy will remain largely as
described, it will be progressively revised as scopes and capital cost estimates are further refined with
progression of detailed project design. As the cashflow estimates become more certain, the funding strategy for
the program of Transformational Projects will be incorporated into future revisions of the LTFP.
It is assumed at this stage that all projects are revenue neutral, meaning they will not cause any net increase or
decrease in our operating costs. However, prior to funding being committed to any project, detailed estimates
for the “whole-of-life” costs of the project are required. These are future costs (and revenue) which result from
completion of the Transformational Projects. It is essential to include such cost and revenue projections in order
to determine the full impact of the projects on the LTFP.

Funding model
The funding model which has been developed for the Transformational Projects is designed to balance project
costs with available funding on a continuous basis. It can be updated as decisions are made regarding project
scopes and programs and as improved estimates become available from progression of project design and
construction and detailed analysis of the operation of the facility.

Cashflow:
The funding model is based on utilising a number of funding sources as mentioned previously. The allocation of
funding in the model is aligned with the forecast capital expenditure cashflows, projected funding available in
our internal reserves and land projects reserve, re-allocation of annual infrastructure sinking fund (ISF) funding
and the use of external debt.
The capital cashflow projections forecast total expenditure of up to $200 million. The current estimates indicate
expenditure being incurred on the program of projects from 2017/18 through to 2024/25.
The funding model assumes that the priority for allocation of funding will be as follows:




Priority 1 - annual re-allocation of discretionary ISF funding for up to 20 years from 2018/19 to 2037/38
up to a maximum of $96.3 million
Priority 2 - permanent re-allocation of $1 million from existing internally restricted reserves during
2017/18
Priority 3 - allocation of available funding over the next 20 years from the Land Projects reserve of $130
million
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Priority 4 - use of external debt to fund cashflow shortfalls over the 20 year period. The level of external
debt required is in the order $48 million and may be higher or lower depending on the timing of our
cashflow requirements as more detailed forecasts are developed. All borrowings will need to be carried
out in accordance with the approved borrowing policy.

Borrowing policy
An integral element of the Transformational Projects funding strategy is the use of external borrowings. The
adopted borrowing policy provides guidance and control for the prudent borrowing of funds to finance Council
projects. It covers the permissible purposes for which funds can be borrowed, imposes limits on the quantum,
timing and cost of borrowing and legislative constraints and other conditions pertaining to it.
In recognition of the interest cost associated with external borrowings, it should generally be the last source of
funding and only utilised following consideration of all other options such as changing the planned timing of
project cash flows, internal borrowing, and seeking grants from government and other project partners.
All borrowing by councils must be in accordance with legislative restrictions expressed in the following:





Local Government Act (1993)
Local Government (General) Regulation (2005)
Local Government Circular 09-21
Minister’s Borrowing Order.

The borrowing policy places the following limitations on borrowing:
i.

Borrowings should only be made for projects that have had a detailed business case prepared for them.
This business case needs to follow the Capital Expenditure Guidelines, December 2010, issued by the
Office of Local Government.
Debt discharge should preferably be primarily sourced from net positive cash flows specifically
generated by the project, but can also be sourced from reliable cash flows from other internal sources.
Project capital expenditure analysis should consider use of all possible sources of funding.
The total amount of outstanding debt should be such that the cost of debt servicing in any financial year
is less than 10% of Council operating revenue, calculated as follows:

ii.
iii.
iv.

Total Interest + Principle Repayments
Operating Revenue – Restricted Grants
v.

< = 10%

At a debt service ratio of 10% our borrowing capacity would be around $215 million, with a required
annual debt servicing cost of $27 million per annum.

All debt must be repaid within the assessed economic life of the asset that it was used to fund.
The borrowing policy provides that Council needs to resolve that the General Manager has authority to obtain
borrowings for a specific maximum amount for a specific purpose. This will follow submission of a business case
to Council which indicates that borrowing is a necessary source of funding, the amount required and that it will
be obtained in accordance with the borrowing policy.
Details of all borrowings must be reported in the Quarterly Review of the Operational Plan and include details of:





Level of debt outstanding
Accrued Interest cost for the period and cash interest payments
Expected interest, accrued cost and cash payments for the remainder of the financial year
Expected time of debt discharge.
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Sensitivity analysis
Council’s LTFP covers a 10 year period based on assumptions regarding future financial trends. These
assumptions include future rate variation limits (i.e. rate pegging), increases in CPI and employment costs. Many
of these factors can fluctuate over time as they are influenced by a variety of circumstances, such as prevailing
economic conditions, decisions by other levels of government and changing community expectations. As it is not
possible to accurately predict changes in these factors in individual years over the long term, they have been
projected to remain constant over the 10 year period covered by the LTFP. To ensure these assumptions are
both robust and realistic, they have been based on available information, including economic projections from a
variety of sources as well as recent trends.
A full list of the assumptions underlying the projections in the LTFP is contained in Appendix 1 to the LTFP.
Over a 10 year period, these assumptions may be subject to change outside the parameters used in developing
the assumptions for the LTFP. Any major change in these assumptions will have an impact on the financial
projections contained therein. The level of impact depends not only on the level of change but also on the
nature of the assumption.
A minor variance in some of the assumptions will have a relatively small impact on the projections contained in
the LTFP. For example, increases in the level of grant income received for specific purposes would result in a
corresponding increase in expenditure. Conversely, a change in the annual rate pegging limit will have a
significant impact on future financial projections. Sensitivity analysis has been undertaken to assess the impact
of changes in the factors which have been used to project future revenue and expenditure. This sensitivity
analysis is shown in Appendix 2.
Sensitivity analysis involves developing different scenarios by varying the critical assumptions, such as the
projected level of rates revenue and employee costs. The different scenarios demonstrate the impact of these
changes on Council’s financial projections.
A base model, optimistic and pessimistic model have been considered in the sensitivity analysis.
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Scenarios
Council’s LTFP contains long term projections based on specific assumptions. As it is difficult to accurately
predict all future trends, alternative scenarios have been modelled to help provide an indication of Council’s
future financial position under a variety of circumstances. These alternative scenarios are summarised below.

Base case scenario
The base case scenario forms the basis of Council’s LTFP. It is based on a range of assumptions which are
considered the most likely to occur over the next 10 years. These assumptions are detailed in Appendix 1 to the
LTFP. The base case scenario is shown in Appendix 4.

Optimistic case scenario
The second scenario is an optimistic case. In this scenario the LTFP is based on assumptions which are slightly
more favourable than those in the base case. The optimistic case scenario is shown in Appendix 5.

Pessimistic case scenario
The third scenario is a pessimistic case. In this scenario the LTFP is based on assumptions which are slightly less
favourable than those in the base case. The pessimistic case scenario is shown in Appendix 6.

Performance monitoring
It is important that Council regularly assesses its financial performance and position against the projections
contained in the LTFP. As part of this process Council needs to determine what factors it will monitor on a
regular basis. It is proposed that these factors include the following.

Unrestricted current ratio
The unrestricted current ratio is a measure of whether Council has sufficient liquid assets to meet short term
commitments, after excluding certain restricted assets. The target is for this ratio to be greater than 100%.

Debt service ratio
The debt service ratio is Council’s total operating debt servicing costs as a percentage of income from continuing
operations excluding capital items and specific purpose grants and contributions. Council’s target for this
indicator will be a ratio of 20% or lower.

Rates and annual charges outstanding ratio
This ratio measures the percentage of Council’s total rates and charges that is outstanding. Council’s target for
this indicator will be a ratio of less than 5%.

Employee Leave Entitlement reserve
Council’s target is that its Employee Leave Entitlements (ELE) reserve represents at least 20% of its ELE provision.

Workers Compensation reserve
Council’s target is that the Workers Compensation reserve remains at a minimum balance of $2.25 million.

Investment returns
Council’s targets a long term investment return that exceeds the Ausbond bank bill index.
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Appendix 1 – Base case assumptions

Note:
*The forecast increase for “Employee costs” allows for anticipated increases in the staff establishment as well as a forecast 2.50% increase for the Enterprise Agreement
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Appendix 2 – Sensitivity testing
Council’s LTFP is based on a range of assumptions used to project future financial trends. In some cases, small
changes in an assumption can have a substantial impact on the long term projections contained in the LTFP,
whereas changes in other assumptions have a less material impact. As it is not always possible to accurately
predict future movements in all of the assumptions used to prepare the LTFP, it is beneficial to conduct
sensitivity analysis on the impact of small changes in those assumptions which have the greatest impact on the
LTFP. The sensitivity analysis undertaken is outlined below.

Rates
As detailed previously a total average annual increase of 4.95% in Council’s ordinary rates income over the
course of the 10 years of the LTFP is reflected in the base case scenario. A sensitivity analysis has been
performed to assess the impact on forecast rates revenue from a +/- 0.25% movement in the rate peg, as well as
an increase or decrease in the level of development activity.

Based on the average annual rates increase of 4.95% in the base case scenario, rating income is projected to
increase from $164.241 million to $253.613 million in 2027/28. If the annual rate increase is reduced from
4.95% to 4.63% the projected annual rates income in 2027/28 is reduced to $246.897 million. Conversely, if the
average annual rate increase is changed from 4.95% to 5.26% the annual rates income in 2027/28 is increased to
$260.460 million.
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Employment costs
As detailed previously an average annual increase of 3.25% in Council’s employee costs has been incorporated in
the base case scenario of the LTFP. Sensitivity analysis on a slightly higher (3.50%) average annual increase as
well as a slightly lower (3.00%) has been conducted. As can be seen in the graph below these changes have an
impact on long term projections contained in the LTFP.

Using the annual average increase of 3.25% in the base case scenario, employee costs are projected to increase
from $150.419 million to $201.156 million in 2027/28.
If the average annual employment costs increase is reduced from 3.25% to 3.0% the annual employment costs in
2027/28 is projected to be $196.748 million.
Conversely, if the average annual employment costs are increased to 3.50%, the annual employment costs in
2027/28 are increased to $205.489 million.
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CPI
As detailed previously an annual increase of 2.75% for CPI has been incorporated in the base case scenario of the
LTFP from the 2019/20 financial year onwards. CPI has been used to project both certain income and
expenditure items in the LTFP. Sensitivity analysis on a slightly higher (3.00%) annual CPI increase as well as a
slightly lower (2.5%) annual CPI increase has been conducted. As can be seen in the graphs below, these changes
impact on the long term revenue and expenditure projections contained in the LTFP.

Using the annual CPI increase of 2.75% in the base case scenario, total user fees and charges and other revenues
is projected to increase from $55.873 million to $71.362 million in 2027/28. If the annual CPI rate increase is
reduced from 2.75% to 2.5% this revenue is projected to be $69.818 million in 2027/28. Conversely, if the
annual CPI increase is changed to 3.00% this revenue is projected to be $72.938 million in 2027/28.

In the base case scenario, total materials, contracts and other expenses are projected to increase from $107.996
million to $152.817 million in 2027/28. If the annual CPI rate increase is reduced by 0.25% this expenditure is
projected to be $150.688 million in 2027/28. Conversely, if the annual CPI increased by 0.25% this expenditure is
projected to be $154.987 million in 2027/28.
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Appendix 3 – Financial Indicators
The following financial indicators are used to monitor how we are tracking in terms of our Fit for the Future (FFTF) improvement plan that was submitted to the OLG as part of
our FFTF reassessment proposal in 2016. The indicators in the table below are calculated from the base case scenario provided in appendix 4 of the LTFP and from information
in our asset management strategy. Consistent with our improvement plan, the table below shows that we are either achieving the OLG target or improving our result for all of
the indicators, with the exception of the Infrustructure Backlog ratio.

A summary for each of the indicators is provided below:

Operating performance ratio
How is this ratio calculated?
This ratio divides the operating surplus/deficit by operating revenue (excluding capital income).
What is the benchmark for this ratio?
The benchmark for this ratio is to have an operating surplus which results in a positive ratio (+0%).
What influences this ratio?
This ratio is influenced by projections in operating income and expenditure for items such as rates and annual charges, fees for services and applications, interest on
investments, operating grants, employee costs, materials and contracts and depreciation.
Commentary:
Council has conducted a comprehensive review of its income statement projections and depreciation methodologies, the result of which Council will achieve this
benchmark in the 2025/26 financial year and sustain a positive ratio in future years.
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Own source revenue ratio
How is this ratio calculated?
This ratio divides total income excluding grants and contributions by total revenue inclusive of all grants and contributions.
What is the benchmark for this ratio?
The benchmark for this ratio is to have our own source revenue ratio at 60% or higher.
What influences this ratio?
This ratio is influenced by the level of projected operating income such as rates and annual charges, fees and charges as well as the level of capital income for items such as
Section 7.11 developer contributions and other capital grants.
Commentary:
Our ability to achieve the target of 60% or better for this ratio is significantly affected by the high level of capital income we receive from developer contributions. We are
projecting that soon after the 10 year term of the LTFP we will meet this target, and continue to improve in subsequent years. The benchmark for this indicator is not
considered appropriate for councils like Blacktown, who are currently experiencing high levels of development activity and currently receiving high levels of Section 7.11
developer contributions and dedications that are recognized as capital income. If these amounts were excluded from the calculation of the ratio, our result would exceed
90% in all years of the LTFP.

Debt service ratio
How is this ratio calculated?
This ratio is calculated by dividing the sum of annual interest expense and principal loan repayments by operating income excluding capital.
What is the benchmark for this ratio?
The benchmark for this ratio is to be greater than 0% and less than 20%.
What influences this ratio?
This ratio is influenced by a council’s level of debt and operating income.
Commentary:
Blacktown Council has historically avoided debt as a source of funding. The current version of the LTFP does not include debt as a source of funding. Council has established
a borrowing policy and funding strategy for our Transformational Projects which incorporates the use of debt in the future. Future revisions to the LTFP will include a
scenario which incorporates the Transformational Projects funding strategy and the use of external debt.
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Infrastructure renewals ratio
How is this ratio calculated?
This ratio is calculated by dividing the annual expenditure on the renewal of existing assets by the annual depreciation expenditure for those assets.
What is the benchmark for this ratio?
The benchmark for this ratio is 1:1. If the ratio is less than 1:1, the assets are not being renewed as fast as they are being depreciated.
What influences this ratio?
This ratio is influenced by the level of funding allocated towards asset renewal and the level of annual depreciation for these assets.
Commentary:
This ratio is forecast to improve over the 10 years of the LTFP from 72.3% in 2018/19 to 92.4% in 2027/28. Whilst not achieving the target of 100%, there is a significant
improvement in this result with the LTFP assuming increased funding will continue to be allocated towards asset renewal over the next 10 years. The following factors are
contributing towards the improvement in this ratio:
 Whilst our actual annual depreciation is expected to increase in the future with the addition of new assets in the North West Growth Sector. The forecast increase
in annual depreciation is expected to at a lower rate. This is due to ongoing reviews of our depreciation methodologies for certain asset classes, which is expected
to lower annual depreciation expense for existing assets as the useful lives of those assets are further reassessed in accordance with accounting standards.
 Continued allocation of increased funding as part of our asset renewal funding strategy that was approved by Council in adopting the 2015/16 budget.
 The LTFP assumes that approximately 50% of the additional income to be received from growth in rates revenue will be allocated to additional asset renewal. This
results in the annual funding allocated towards asset renewal increasing from $23 million in 2018/19 up to around $45.9 million annually in 2027/28.
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Capital expenditure ratio
How is this ratio calculated?
This ratio is calculated by dividing the amount of annual capital expenditure by the annual depreciation expense.
What is the benchmark for this ratio?
The benchmark for this ratio is for a factor greater than 1.1:1.
What influences this ratio?
This ratio is influenced by the value of Council’s total allocation towards capital expenditure and the annual depreciation expense. This ratio shows the extent to which a
council is expanding its asset base through capital expenditure on both new assets and the replacement and renewal of existing assets.
Commentary:
We are forecasting that we will exceed the benchmark for this ratio in each of the 10 years of the LTFP. The calculation for this ratio includes the value of the assets
dedicated to Council in lieu of developer contributions along with the value of the land under roads recognised in the financial accounts each financial year.

Infrastructure backlog ratio
How is this ratio calculated?
This ratio is calculated by dividing the reported estimated cost to bring assets to a satisfactory condition (as shown in Special Schedule 7 of the annual financial statements),
by the total value of infrastructure assets listed in Special Schedule 7.
What is the benchmark for this ratio?
The benchmark for this ratio is for the backlog to be less than 2% of the value of council’s infrastructure assets.
What influences this ratio?
This ratio is influenced by the value of Council’s infrastructure assets, the size of the infrastructure backlog and the amount of annual funding allocated towards
infrastructure asset renewal works
Commentary:
With a continued commitment to undertaking asset renewal works, we are forecasting that this ratio will be lower than the 2% benchmark for the majority of the LTFP, with
our forecast backlog to be reduced to around $2.1 million in 2023/24. In the final year (2027/28) of the LTFP, this ratio exceeds the benchmark at 3.03%, with a forecast
backlog of $156 million. In the subsequent years beyond the LTFP (2028/29 - 2035/36) the backlog becomes even less manageable, with the backlog forecast to reach
around $428 million in 2035/36.
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Appendix 4 – Base case scenario
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Appendix 5 – Optimistic case scenario
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Appendix 6 – Pessimistic case scenario
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