City of Busselton Financial Sustainability
Plan
Context
The City of Busselton aims to be able to ensure that its decisions are made in a financially
sustainable way and that the City’s resources are managed efficiently and effectively.
Currently, local governments report on seven specific ratios that inform the Department of Local
Government Sport and Cultural Industries (DLGSC) calculation of the Financial Health Indicator
(FHI) which is available on the MyCouncil website.
As a result of this FHI calculation, an assumption of the level of financial health has been made by
the general public and various agencies, based purely on this metric. However, it has been
recognised across the industry and to an extent the Office of the Auditor General (OAG) that this
particular measure is not necessarily fit for purpose, and is a narrow view of the local
government’s financial health.
The City of Busselton faces ongoing challenges with high demand for services, high levels of
growth and an increasing visitor population, all of which requires investment in infrastructure and
services across the District.
This Financial Sustainability Plan (FSP) outlines goals, benchmarks and actions in order to continue
to set a clear course of action towards financial sustainability and to keep the community
informed. This is to be achieved while ensuring services and infrastructure are maintained,
improved and established.

Background
In 2020, Council resolved to establish a 3 year FSP to outline measures and targets to be reported
to Council and the community on a regular basis. The plan was to consider the current Long Term
Financial Plan (LTFP) 2021/22 – 2030/31 and the historical and future FHI results.
Council requested the CEO that/to:
1. Financial Sustainability Plan (FSP)
a) Prior to budget considerations, establish a 3 year financial sustainability plan outlining
clear measures and agreed targets which can be reported on regularly to the community.
In developing the plan ensure the reviewed LTFP and financial health indicator score is
considered.
b) Prepare and present a model which shows the impact of financial decision on the agreed
targets and FHI score in 2021/22.
During 2021 Council endorsed the latest version of the LTFP which showed that over the life of
the plan, an estimated surplus of $2.3M would be achieved.
The previous and ongoing uncertainty of the Busselton Performing Arts and Convention Centre
(BPACC) has had an impact on the development of the FSP. However, this particular Plan has
assumed that Council will continue with the BPACC Project on a “highest impact” approach, with

the assumption being that the City will borrow up to a value of $26.7M for the project. The
measures proposed within the report would apply under this assumption.

FHI and Ratios
There are currently seven financial ratios that local governments are required to include in their
Annual Financial Report in accordance with section 6.42(2) of the Local Government Act 1995 (the
Act) and Regulation 50 of the Local Government (Financial Management) Regulations 1996 (the
Regulations).
The DLGSC uses the results of these seven ratios to produce a FHI, whereby a benchmark of 70 is
deemed by the DLGSC to be a measure of sound financial health. According to the historical FHI
figures, the City has experienced a downward trend since the 2012/13 financial year. However in
2019/20 this trend reversed, with an increase of 8 points from the previous financial year. The
predicted FHI score* for 2020/21 increases a further 4 points to 52.

* Estimated score prior to 2020/21 scheduled audit

The FHI has long been argued within the Local Government industry that it is not fit for purpose
for a local government as an appropriate measure of financial health. The Western Australian
Local Government Association (WALGA), and Local Government Professionals (WA) have
advocated for a more appropriate measure of financial performance for local governments in
Western Australia and standardised reporting.
In particular, the FHI uses ratios that essentially penalise the use of Cash Reserves deeming those
funds to be “restricted” when calculating ratios such as the Current Ratio. In reality, these
Reserves are not restricted assets, as Council could, subject to advertising and final decision,
liquefy these assets in under 2 – 3 weeks.
The Office of the Auditor General has repeatedly outlined concerns and the need for review of
the FHI for local governments in Western Australia.
In a report tabled by the OAG to Parliament in March 2020 it was stated that:
“Most of the ratios are useful indicators. However, we note that DLGSC is reviewing the
ratios. We support the intent to simplify this reporting, as some ratios are more robust
than others. For example, the definition of ‘current ratio’ in the regulations excludes
restricted assets and liabilities associated with restricted assets. This means that the ratio
is directly affected by the amount of funds that management and council decide to

transfer to and hold in reserves. This appears to render the ratio more complex than
common business practice and may make it more difficult to compare different entities.
Also, reporting the operating surplus ratio may be unnecessary as users of the financial
report can get similar information about any deficit from the Statement of Comprehensive
Income.”
Furthermore, in a report tabled on the 16 June 2021 to the Western Australian Parliament, the
OAG made recommendations in relation to findings made during the 2019/20 findings audit of
local governments in Western Australia.
“1. The Department of Local Government, Sport and Cultural Industries (DLGSC) should
assess whether the current financial ratios in the FM Regulations remain valid criteria for
fairly measuring and reporting the performance of each LG entity. This could also include
a simplification of LG entity reporting requirements for financial ratios, and review of the
requirement under the FM Regulations for the auditor to report on any adverse trends in
the ratios as part of the annual financial audit.”

Changes to the current Ratios used in local government
WALGA has also established a Local Government Financial Ratios Sector Reference Group (Ratio
Reference Group) comprising of representatives from local government, Department of Local
Government and Sport and Cultural Industries (DLGSC), WALGA, private enterprise and WA
Treasury Corporation. The Ratio Reference Group has suggested 4 key ratios that are relevant
moving forward.
A copy of the final report by the Ratios Reference Group is available from Financial-Ratios-FinalReport-Draft.pdf (walga.asn.au) and is attached in Appendix A
The Minister for Local Government has also stated he supports the review and potential changes
to the application of the FHI and calculations. It is likely that the sector will see change in this
space over the next 1 -2 years.
For this reason, while the City will continue to report on its financial ratios in accordance with
the Act and its Regulations, however it will not be the sole focus of the City’s performance or
reporting to Council and the community.
It is important that the City continue to advocate for appropriate change to ensure robust
reporting that is relevant to the local government industry and that it is implemented.
Recommendation 1:
That the City continue to advocate in conjunction with WALGA and the local government
sector to the Minister for Local Government and the DLGSC to implement the
recommendations from the Ratio Reference Group Report.

Previously identified measures/ratios
In May 2006, the then Council of the Shire of Busselton engaged a private consultant to assist
with their Five Year Financial Plan (5YFP). Through this work it was identified that 2 key
measures would be used to ensure the financial sustainability of the organisation. These were
the Funding Ratio and the Debt Service Coverage Ratio.
At its meeting held on the 10 May 2006 the Council resolved as follows:

“…6. Endorse a funding ratio (being the percentage of annual rate revenue and untied
grant monies required to meet the annual recurrent operational expenditure) target of
below 70% by the end of Year 5 of the plan.
7. Endorse a maximum acceptable Debt Service Ratio (being annual debt service costs as
a percentage of annual rate revenue and untied grant monies) of 10%.”
These measures are still relevant today, therefore, considering the proposed changes to the
Financial Ratios and the work previously undertaken by Council.
Mr. Back indicated that an acceptable funding ratio be 60%. Essentially the lower the ratio, the
more funds are available for capital expenditure. Therefore a range of 60 – 70% is ideal to
ensure that we still cater for a growing community, and ensure operational efficiency.
A model illustrating the predicted funding ratio and debt service ratio is provided in Appendix B,
which takes into account the proposed BPACC construction costs.
Recommendation 2:
That the City of Busselton:
1) Acknowledge the potential changes to financial ratios and continue to report on the
existing prescribed financial ratios, with an aim to improve the overall FHI progressively
over the next 3 years;
2) endorse the proposed prescribed ratios (detailed in attachment A) as developed by the
WALGA Ratio Reference Group:
i) Operating Surplus Ratio (Modified)
ii) Net Financial Liabilities Ratio (New)
iii) Debt Service Coverage Ratio (modified)
iv) Current Ratio (modified); and
3) Continue to set a benchmark for the Debt Service Ratio, (being the percentage of annual
rate revenue and untied grant monies required to meet the annual recurrent operational
expenditure) at a maximum of 10% and a Funding Ratio (being annual debt service costs
as a percentage of annual rate revenue and untied grant monies) at a maximum of 70%
and a minimum of 60% and to include the results within the Annual Report.

City Reserve Accounts
As mentioned previously, the current calculation of ratios treats Cash Reserves as “restricted
assets”. While there are some limitations on these assets, they are relatively liquid.
The City maintains 70 individual Reserves totalling $62.8M as at 30 June 2021. This equates to
over 114% of the City’s annual rates income in 2021/22. This is a healthy position for the City to
maintain with cash reserves exceeding the annual rate income.
These Reserves predominately set aside funds for future infrastructure requirements in
accordance with the City’s Asset Management Plans. However, they are also discretionary funds
that Council has chosen to allocate to these areas. Therefore, via Council resolution and a public
advertising period, Council may change the purpose of these funds as per Section 6.11(2) of the
Local Government Act 1995.*

The existence of these reserves allows the City to smooth out cost impacts for infrastructure or
service requirements into the future, to reduce the burden and rate fluctuation impacts on the
ratepayer.
There are some reserves such as:




Community Facility Reserves
Specified Area Rates Reserves
Aged Housing Joint Venture Reserves

That have been established under an obligation through legal agreements or other areas of the
Act to ensure the purpose of these particular Reserves cannot be used for purposes outside of
the agreement.
The remaining Reserves are generally established at Council’s discretion.
*In addition to the ability under the Local government Act 1995 Section 6.11(2), local government are
currently also able to access its Reserves during a State of Emergency as per the Local Government (COVID
19) Response Order issued by the Minister in 2020 without the need to advertise. The State of WA is still
declared to be in a State of Emergency and this still currently applies.

There is an opportunity for the City to review its current suite of Reserves to ensure that the most
efficient use of these funds is considered.

City Debt
The City of Busselton has a current loan borrowing amount as at 30 June 2021 of $28.26M. This
figure includes both own borrowings, as well as a small amount of self-supporting loans to
community groups.
These borrowings are all fixed interest rate loans through the Western Australian Treasury
Corporation (WATC) ranging from 4.51% for the Administration Building in Busselton to 2.21% for
the Busselton Tennis Club project.
Current WATC rates over a 20 year period are 1.96% as at 31 August 2021.
Each year the City reports on its debt ratio within its Annual Financial Report. According to
DLGSC Guidelines, a ratio above 2.0 is considered to meet the basic standard, while an advanced
standard is considered to be 5.0 or greater.
As can be seen in the table below, when considering the current LTFP and proposed borrowings
over the next 10 years (assuming the maximum proposed borrowings for the BPACC), the City
maintains its ratio above the minimum standard, and exceeds the advanced standard in
2028/29 as loans begin to be fully paid.

Interest rates are still currently at record lows, and the City of Busselton has the ability to lock in
fixed interest rates at these levels. A review of the City’s loan portfolio and requirements into
the future to maximise this opportunity should be considered.
In his report to the Australian Local Government Centre of Excellence in 2014, Debt is Not a
Dirty Word: Role and Use of Debt in Local Government, John Comrie outlined the following:
PricewaterhouseCoopers (p.83) talk about an ‘aversion to using debt’ in local government
and suggest this is ‘due to the lack of knowledge and understanding regarding
commercially acceptable levels and applications of debt’. Ernst & Young (p.32) describe
the ‘fear of debt’ as a key barrier to optimal use of debt financing in local government. It
suggests that under-utilisation of debt is likely to result in an under-investment in local
infrastructure. The New South Wales Treasury Corporation in its recent assessment of the
financial sustainability of the New South Wales local government sector concluded that
‘Debt is underutilised and there are opportunities for it to be structured in a more cost
effective manner’ (p.63).

Council/Community Reporting
The City already has a range of reporting mechanisms both from the organisation to the Council
and subsequently to the community. These include:

Time Period
Monthly

Biannual

Report Type
Monthly Financial
Activity Statements

Description
This report is presented to the Finance Committee
and Full Council on a monthly basis. The report
provides both statistical and written information on
the City’s performance with YTD Budget. It also
includes detailed information on investments.

Monthly Payment
Transaction Listing

Provided to the Finance Committee on a monthly
basis. Provides the detail of all expenditure by
suppliers the City has paid in a monthly period.

Corporate KPI
Reporting

A mid-year and post year report is provided to
Council whereby the Council receives an update on
agreed indicators based on the current ratios
prescribed.

Annual

Annual Financial
Report

The annual report provides both statutory financial
reporting and general reporting to the community in
relation to our goals established throughout the year.
This also provides an opportunity to expand on the
financial health of the City. In the 2019/20 annual
report, additional commentary was provided to
outline the reality of the City’s strong financial
health, despite the indication of the FHI score. This is
presented to the general public via the AGM of
Electors.

Budget Review

Each year the organisation undertakes a detailed
budget review and reports back to the Finance
Committee and Council its recommendations. This
report includes an estimated end of year financial
position and suggested amendments to ensure its
financial goals are being met. This report is also
available to the public through the Council Meeting
processes and website.

These reporting mechanisms are appropriate moving forward to inform the community of the
City’s financial performance. Additional data is also available via websites such as MyCouncil
that can be accessed by the public.
Recommendation 3:
That the City report to the community on an annual basis (in addition to the prescribed ratios)
the ratios and benchmarks identified in recommendation 2.

Long Term Financial Plan
The City’s Long Term Financial Plan (LTFP) is a form of a FSP due to its focus on ensuring that
over that a surplus is achieved over the life of the LTFP. The current LTFP indicates an improving
trend in the key ratios over the life of the Plan.
A copy of the new proposed ratios has been calculated utilising the draft LTFP which includes
the potential loan borrowings of up to $26.7M for the BPACC project. See Appendix C for this
detail.
The goal of this plan is to aim to improve these ratios over time and to ensure the City maintains
its benchmarks and improving trends as indicated above.
Recommendation 4:
That the ratios and benchmarks outlined in recommendation 2 also be modelled within the
City’s LTFP to ensure that these form an element of the parameters and assumptions in the
development of the LTFP annual review.

Additional Actions/Tasks
To improve financial sustainability and financial performance at the City of Busselton, the
following areas have been identified as a focus:
1. Asset Management
a. Optimum renewal and maintenance of existing assets
b. Development of new assets considering whole of life costs
c. Review of depreciation rates and useful life of assets
2. Service Management
a. Establish service level review program
b. Establish and develop process improvement program
3. Rating, Fees & Charges
a. Implement rating review strategy
b. Fees and charges review
4. Finance, Borrowings & Investment
a. Investigate alternative revenue streams reducing reliance on rates income
b. Reserves and Investments review to maximise benefit
c. Optimise capital and borrowing strategies
d. Cease the process of transferring end of year surplus to reserve
5. Efficiencies and Process Improvements
a. Investment in technology improvements to create efficiencies
b. Consolidation of systems
c. Process improvement/continuous improvement program

While some of these measures and activities are ongoing and will require a commitment over
time, key projects to address potentially increasing revenue and reducing expenditure are able
to be addressed in the short term. These include:
1.
2.
3.
4.

Undertaking a rating strategy and review;
Investigate and establish a process improvement program to realise efficiencies;
Undertake a service level review program;
Ceasing the process of transferring surplus funds to the New Infrastructure
Development Reserve; and
5. Undertake a Reserves and Investments review
6. Optimise capital and borrowing strategies

Recommendation 5:
That the City in the short term:
1.
2.
3.
4.

Undertake a rating strategy and review;
Investigate and establish a process improvement program to realise efficiencies;
Undertake a service level review program;
Cease the process of transferring surplus funds to the New Infrastructure
Development Reserve;
5. Undertake a Reserves and Investments review; and
6. Optimise capital and borrowing strategies

Conclusion
This plan outlines the need to continue to report on existing ratios in its Annual Report until
such time that legislation is amended in the future. These ratios will form the calculation to the
FHI that is released on the MyCouncil website on an annual basis. This Plan proposes that the
final FHI score at the end of the 3 year ensuing period show a positive trend, when compared
with the previous 3 years.
In addition, new ratios that have been identified will also be reported to the community, which
will provide baseline data to move towards an improving trend over time in each area.
Council’s previous parameter for the Funding Ratio and the Debt Service Coverage Ratio of
below 70% and 10% respectively should be maintained and also reported on to the community.
These ratios should also form parameters for the development of the LTFP into the future.
Finally, additional measures to ensure that the City is moving toward a more efficient and
effective organisation through service level reviews, process improvements and review of
funding and expenditure strategies, will improve the bottom line of the organisation. At the end
of the 3 year period, should these recommendations be implemented, the City of Busselton will
be moving toward a more robust and sustainable financial position.

Appendices
Appendix A – WALGA Local Government Financial Ratios Working Group Report
Appendix B – Funding and Debt Ratio Projections
Appendix C – Proposed New WALGA Ratio Projections
Nb: The projections in Appendix B and C are based on revised version of the current LTFP developed by staff on
assumptions. These are potentially subject to change and is dependent on future decisions around the BPACC project
and rates impacts.
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1.0 Executive summary
Currently, there are seven financial performance indicators which are required to be included
in the Annual Financial Report of a Local Government under section 6.4(2) of the Local
Government Act 1995 and Regulation 50 of the Local Government (Financial Management)
Regulations 1996.
Over a number of years there has been mounting concern as to the appropriateness of
these indicators in providing a reasonable benchmark and measure of the financial
performance of all Local Governments in WA.
WALGA formed a Local Government Financial Ratios Working Group to review the existing
ratios and previous proposals for change in order to develop recommendations for
meaningful and relevant ratios.
Of the existing seven prescribed ratios, it is proposed that one ratio be discontinued, one
new ratio introduced and three ratios modified. It is also proposed that the Asset
Management ratios are no longer prescribed for inclusion in the Annual Financial Report, but
Local Governments give consideration to including Asset Management ratios in the Annual
Report.








Current Ratio; (modified)
Asset Consumption Ratio; (no longer prescribed)
Asset Renewal Funding Ratio; (no longer prescribed)
Asset Sustainability Ratio; (no longer prescribed)
Debt Service Cover Ratio; (modified)
Operating Surplus Ratio; (modified)
Own Source Revenue Coverage Ratio (discontinued)

It is the recommendation of the Local Government Financial Ratios Working Group
that the following financial indicators be prescribed for inclusion in the Annual Financial
Report.
 Operating Surplus Ratio,
 Net Financial Liabilities Ratio,
 Debt Service Coverage Ratio, and
 Current Ratio.
The Local Government Financial Ratios Working Group also recommends that:
I.

II.
III.

Local Governments consider including Asset Management ratios in their Annual
Report, and the Department of Local Government, Sport and Cultural Industries
(DLGSC) is requested to review the Asset Management ratios in consultation with
the Local Government sector;
DLGSC prepare a Model set of Financial Statements and Annual Budget Statements,
in consultation with the Local Government sector; and
The Local Government Financial Ratios Working Group continue as a reference
group for the development of the Model set of Financial Statements and Annual
Budget Statements, and to establish new financial indicators.

www.walga.asn.au
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Operating Surplus Ratio
A key indicator of a Local Government’s financial performance is provided by the Operating
Surplus Ratio. If a Local Government consistently achieves a positive Operating Surplus
Ratio and has soundly based long term financial plans showing that it can continue to do so
in future, having regard to asset renewal and the community’s service level needs, then it is
considered financially sustainable.
The operating performance of a Local Government is the cornerstone of its financial
structure and capacity.
It is proposed that the existing ratio be modified by –
 Redefining the terms Operating Revenue and Operating Expenses.
 Using the Adjusted Operating Revenue as the denominator, rather than Own Source
Revenue.
 Recognising funds provided for the renewal of community assets in the calculation of
this indicator.
 Recognising advances/reduction in the Financial Assistance Grant (FAG) in the year
they are allocated and not the year they are received.
The indicator is calculated as the Adjusted Operating Surplus DIVIDED BY Adjusted
Operating revenue.
This process matches the calculation of comparable indicators used by several other State
jurisdictions in Australia.

Net Financial Liabilities Ratio
An indicator of the extent to which the Net Financial Liabilities of a Local Government can be
serviced by its Operating Revenues.
The Net Financial Liabilities are a broader and more appropriate measure of indebtedness
than the level of borrowings, as they include employee long-service leave entitlements and
other amounts payable, as well as taking account of a Local Government’s cash and
investments.
The Net Financial Liabilities Ratio is calculated by expressing Net Financial Liabilities at the
end of a financial year as a percentage of Adjusted Operating Revenue for the year.
The indicator is calculated as Net financial liabilities DIVIDED BY Adjusted Operating
Revenue
Whilst this is a proposed new ratio for Western Australia, a Net Financial Liabilities Ratio is
used by a number of other States.

www.walga.asn.au
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Debt Service Coverage Ratio
It is proposed to modify the existing ratio by redefining the Operating Surplus as the adjusted
operating surplus in line with the process used in the proposed Operating Surplus Ratio.
In addition, definitions will include adjustments so that refinanced loans and “one off”
settlements of debt are excluded from the Debt Service Costs, as they would otherwise
distort the ratio.
The indicator is calculated as Adjusted Operating Surplus (excl contributions/grants for asset
renewal, depreciation and interest) DIVIDED BY Debt Service Costs (principal and interest).

Current Ratio
This is a “commercial ratio” designed to focus on the liquidity position of a Local Government
that has arisen from past year’s transactions.
The existing Current Ratio is a modified version of the commercial current ratio (current
assets less adjustments divided by current liabilities less adjustments).
A number of possible adjustments were considered before it was determined that a
simplified indicator was a better solution. The group opted for a “commercial” current ratio
which is simple to apply and generally understood within the community.
The indicator is calculated as Current Assets DIVIDED BY Current Liabilities.

Model Set of Financial Statements and Budget Statements
Issues of consistency in presentation and calculation could be addressed by the application
of a model set of annual financial accounts prepared for the sector. The Working Group
meeting of 22 October 2020 resolved That WALGA prepare a report for consideration by State Council as soon
as possible that recommends advocating to the Minister for Local
Government that the Department of Local Government to prepare a Model
set of Financial Reports for the Local Government sector, in consultation
with the Office of the Auditor General.
The WALGA State Council meeting of 2 December 2020 resolved that the Local
Government sector:
1. Requests the Minister for Local Government to direct the Department of Local
Government to prepare a Model set of Financial Statements and Annual
Budget Statements for the Local Government sector, in consultation with the
Office of the Auditor General.
2. Requests the Department of Local Government to re-assess the amount of
detail required to be included in Annual Financial Reports, in particular for small
and medium sized entities as suggested by the Office of Auditor General.
This proposal is critical to the sector and must be actively pursued to ensure the significant
possible benefits are achieved.

www.walga.asn.au
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2.0 Background
Existing requirements
In accordance with section 6.4(2) of the Local Government Act 1995, Local Governments
are required to prepare an Annual Financial Report containing prescribed information. This
includes seven financial ratios prescribed under Regulation 50 of the Local Government
(Financial Management) Regulations 1996.
“These indicators provide a short-term measure of the financial sustainability
of local governments and complement the national criteria endorsed by the
Local Government and Planning Ministers’ Council. They provide for a
comprehensive tool for monitoring the financial sustainability of local
governments.”
Financial Ratios – Local Government Operational Guidelines - Number 18 June 2013

Regulation 50 provides that the Annual Financial Report is to include, for the financial year
covered by the Annual Financial Report and the 2 preceding financial years —
(a)

the current ratio; and

(b)

the asset consumption ratio; and

(c)

the asset renewal funding ratio; and

(d)

the asset sustainability ratio; and

(e)

the debt service cover ratio; and

(f)

the operating surplus ratio; and

(g)

the own source revenue coverage ratio.

It should be noted that only five of these indicators require audit verification.
These ratios are then used to calculate the Financial Health Indicator which is published on
the MyCouncil website. The notation on the site states –
“The Financial Health Indicator (FHI) is a measurement of a local government’s
overall financial health. It is calculated from the seven financial ratios that local
governments are required to calculate annually. An FHI result of 70 and above
indicates sound financial health. The maximum result achievable is 100. The FHI is
one factor to consider in assessing overall performance. Other factors include: the
range of services offered; efficiency of services delivered; and community
satisfaction. A very high or low FHI may be a prompt for questions to be asked by the
community about a local government’s revenue, expenses and service delivery. The
FHI is best viewed as a trend over time. When interpreting FHI data on the radar
charts below, a larger rounder shape is better than a smaller shape. Ratio results that
are closer to the centre indicate areas where attention may be required and
improvement can be made.”
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Sector Reference Group
Over a number of years there has been mounting concern as to the appropriateness of the
financial ratios and Financial Health Indicators in providing a reasonable benchmark and
measure of the financial performance of all Local Governments in WA.
There have been a number of accounting treatments and processes that have led to
“misleading” outcomes, and in due course suspect Financial Health Indicator scores have
been published on the MyCouncil website.
In December 2019, the State Council of Western Australian Local Government Association
(WALGA), in considering proposed changes to the ratios, resolved –
That the item on Financial Ratios be deferred and that WALGA form a Sector
Reference Group to further review the ratios including all Zone feedback and provide
recommendations to the May 2020 State Council meeting.
The focus of the industry on matters pertaining to COVID-19 meant that the sector reference
group could not be convened until August 2020.
The initial meeting of the Sector Reference Group on 13 August 2020 considered the
following material.
 WALGA State Council Agenda Item – December 2019 – Local Government Financial
Ratios
 Financial Performance Indicators Discussion Paper 2019 – RJ Back and Associates
 Local Government Financial Health & Risk Assessment – WA Treasury Corporation
for the Department of Local Government, Sport and Cultural Industries
The Financial Performance Indicators Discussion Paper 2019 recommended five (5) ratios.
 Operating Surplus Ratio (modified calculation)
 Debt Service Coverage Ratio (modified calculation)
 Asset Sustainability Ratio
 Current Ratio (modified calculation)
 Net Financial Liabilities Ratio
The Local Government Financial Health & Risk Assessment (WATC) recommended six (6)
ratios.
 Current Ratio
 Operating Surplus Ratio (modified calculation)
 Debt Service Coverage Ratio
 Net Financial Liabilities Ratio
 Asset Sustainability Ratio
 Asset Renewal Funding Ratio
The initial consideration was focused on the five ratios detailed in the WALGA Financial
Performance Indicators Discussion Paper 2019 and the six ratios detailed in the WATC
paper Local Government Financial Health & Risk Assessment.
Views of the Sector Reference Group were sought, and the resulting responses collated. A
Working Group was formed to work through the issues and prepare a report on its
recommendations.
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Local Government Financial Ratios Working Group
The Working Group first met on 17 September 2020 and comprised of the following
members.
City of Armadale
Shire of Coolgardie
Shire of Donnybrook-Balingup
City of Joondalup
City of Kalamunda
City of Mandurah
Town of East Fremantle
Shire of Mingenew
Shire of Northampton
City of Rockingham
Town of Victoria Park
Department of Local Government, Sport
and Cultural Industries
Office of the Auditor General
Western Australian Treasury Corporation
RJ Back & Associates
WALGA

Jason Lyon
James Trail
Paul Breman
Alan Ellingham, Ryan Ferts
Alida Ferreira, Gary Ticehurst
Casey Mihovilovich
Peter Kocian
Jeremy Clapham
Grant Middleton
Khushwant Kumar
Michael Cole
Alan Carmichael
Kellie Tonich
Richard John
Ron Back
Tony Brown, Felicity Morris, James
McGovern

Over the following months the Working Group considered a range of ratios and refined the
process that would mitigate the perceived weakness in the existing ratios and any proposed
indicators.
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3.0 Review of existing ratios
The financial indicators need to be transparent, demonstrable and be measured from the
data included in the Annual Financial Report. Industry benchmarks, definitions and expected
outcomes should be included in the report. This will allow ratepayers to gain a better
understanding of the indicators being presented.
Currently, there are seven financial ratios which are required to be included in the Annual
Financial Report of a Local Government under section 6.4(2) of the Local Government Act
1995 and Regulation 50 of the Local Government (Financial Management) Regulations
1996.
These ratios are then used to calculate the Financial Health Indicator which is published on
the MyCouncil website.
A number of accounting treatments and “adjustments” have, over time, resulted in a volatile
set of ratios. In their Annual 18/19 Financial Audit of Local Government Entities Report, the
OAG identified that 106 ratios at 72 entities indicated adverse trends. Local governments are
required to report ‘significant’ findings to the Audit Committee and forward these reports to
the Minister. On this basis, over 50% of Local Governments were required to report adverse
trends in their financial ratios. If this accurately represented the financial sustainability of the
sector, this would indicate a crisis. Rather, this demonstrates that the existing ratios are not
fit for purpose.
As the Financial Health Indicator uses all of these ratios, the volatility is adequately
demonstrated in the industry results over a number of years. The table below shows
fluctuating annual results, whereas one would expect to see an emerging trend line.
Financial Health Indicator Score
Quartile 1
Quartile 2
Quartile 3
Number

2012/13
87
74
59
138

2013/14
76
62
48
138

2014/15
91
81
64
138

2015/16
72
62
48
138

2016/17
88
73
64
137

2017/18
74
67
59
137

2018/19
75
66
60
137

100
90
80
70
60

50
Quartile 1

40

Quartile 2

Quartile 3

30
20
10

2012/13

2013/14

2014/15

2015/16

2016/17

2017/18

2018/19

The following observations are made regarding each of the existing ratios.
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Operating Surplus Ratio
Purpose: This ratio is a measure of a Local Government’s ability to cover its operational
costs and have revenues available for capital funding or other purposes.
Formula

Operating revenue (AAS) LESS Contributions to capital outlays LESS operating expense (AAS)
Own Source Revenue (FR50)

This ratio does not provide an accurate picture of operating results year on year. The
volatility in the results is not a true reflection of the Local Government’s performance.
Results are also subject to fluctuations arising from using Own Source Revenue as the
denominator in the calculations. Own source income used to calculate this ratio is not
transparent and has little application for non-metropolitan Local Governments.

There would be a benefit in reporting the underlying operating surplus ratio which excludes
the impact of ‘one off’ asset sales, accounting treatments, equity adjustments and abnormal
operating revenues and expenditures rather than revenue as defined in the Accounting
Standards.
Observations –






Distorted results arising from the recognition and derecognition of –
o community assets, through the profit and loss statement
o equity interests in joint ventures and regional councils
o abnormal sales of assets (land and buildings)
o impairment of assets charged to profit and loss statement
o non-normal operating transactions, such as underground power, and
o operating grants provided for the provision of specified services (State
programs).
Advances/reduction in untied grants such as the Financial Assistance Grant
(FAG) are recognised in the year they are received, not the year they apply.
Non-operating grants/contributions used for the renewal of existing assets
(such as roadways) is excluded from the calculation, whilst the operating
expenditures include the depreciation on such assets.
The basic standard shown in the Local Government Operational Guidelines Number 18 (June 2013) of above 1%, differs from all of the Integrated Planning
and Reporting Guidelines and Advisory Standard (2011 and 2016), which state
a benchmark of 0%.

The Working Group identified this indicator as important, but considered that its construction
should change.
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Own Source Revenue Coverage Ratio
Purpose: This ratio is the measurement of a Local Government’s ability to cover its costs
through its own revenue efforts.
Formula
Own Source Operating Revenue
Operating Expenses
This is the only ratio that provides a consistent trend as the calculations are not influenced
by fluctuations in untied grants. This ratio highlights revenue risk but does not provide a
clear link to sustainability.
Observations  Own Source Revenue does not include grants and subsidies for the provision of
services which result in operating expenses. A good proportion of operating grants
are conditional on incurring operating expenses.
 Operating Expenses should reflect the underlying operating expenses and not that
defined under the Accounting Standards.
The Working Group considered this ratio could be useful, however should not be considered
a prescribed indicator.

Debt Service Coverage Ratio
Purpose: This ratio is the measurement of a Local Government’s ability to repay its debt
including lease payments. The higher the ratio, the easier it is for a Local Government to
obtain a loan.
Formula
Operating Revenue LESS Operating Expenses (excl depreciation and interest)
Debt Service Costs (principal and interest)
The volatility in the trend results is not a true reflection of the sector’s performance and
therefore does not reflect emerging trends. The ratio is not expressed in terms of the
relationship to the security offered under the Act (s 6.21) i.e., general funds. (untied grants
and general rates).
Observations  The ratio is materially affected by the advance payments/adjustments of the Federal
Government’s Financial Assistance Grant (Grants Commission).
 The operating results is affected by ‘one-off’ transactions (see Operating Surplus
Ratio).
 The calculation does not address interest only loans or debt against security (s
6.21(2)).
 Refinanced loans are included in debt service costs and distort the outcome.
Given the community interest in the capacity and level of debt of public entities, the Working
Group considered this indicator should be retained with some minor adjustments.
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Current Ratio
Purpose: This is a modified commercial ratio designed to focus on the liquidity position of a
Local Government that has arisen from past year’s transactions.
Formula
Current assets (LESS restricted assets)
Current liabilities (LESS liabilities associated with restricted assets).
The components of this ratio (e.g. next year’s debt repayment) are not readily converted to a
meaningful performance indicator. For example, the Current Ratio includes next year’s debt
repayments in the current liabilities. The funding of those repayments is included in the
following year’s budget. Hence, there is a timing mismatch, and the Current Ratio could
result in a negative outcome.
Observations  A number of transactions classified as current assets and current liabilities do not
relate to immediate cash commitments. For example, employee entitlement
provisions are usually not ‘consumed’ in the following year, and borrowings are
funded from next year’s budget.
 If the liquidity of a Local Government to meet its immediate cash commitments is the
focus, then the unrestricted cash to meet current liabilities for trade and accrual
should be measured.
 Local governments that fail to deliver programs funded from prior financial year’s
rates and subsequently carry forward funds for those programs into the next financial
year are ‘rewarded’ with a higher Current Ratio. Many Local Governments’ Current
Ratio looks favourable due to these circumstances.
 Advance payment of untied grants (FAGs) overstates cash holdings.
 Inventories, especially land for resale, is not usually applied to a current liability.
 Some non-current liabilities have a restriction on cash, such as bonds and securities.
 Cash assets are reduced by reserve accounts (under a DLG interpretation of Section
6.11). However, the only reserves that carry a contingent liability are those
associated with specified area rates, service charges, unused grants, developer
contribution plan etc. which require the Local Government to repay or spend.
The Working Group, after considerable reviews, opted for a commercial style indicator. To
modify the existing ratio with so many “adjustments” would make the indicator complex and
considered contrived. It was therefore considered a simple and generally accepted indicator
should be applied.
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Asset Management Ratios
Three Asset Management ratios, the Asset Sustainability Ration, Asset Consumption Ratio
and Asset Renewal Funding Ratio, are currently prescribed for inclusion in the Annual
Financial Report. While each of these ratios is discussed in detail below, the Working Group
noted common issues to all of these ratios.
The Working Group recognised that Asset Management is one of Local Government’s
central responsibilities. However, the inclusion of the Asset Management ratios in the Annual
Financial Report is problematic for a number of reasons.
Observations –





The Asset Management ratios are not calculated from information that can be
sourced from the Annual Financial Report, so the ratios do not have a connection to
the report and users cannot verify the calculation from information in the financial
report.
For the above reason, attesting to these ratios (particularly the Asset Consumption
and Asset Renewal Funding Ratios) as part of the audit is problematic.
Inclusion of the asset management ratios in the Annual Financial Report makes it
difficult to present the user with a full explanation of the ratios in the context of the
asset management maturity levels of the Local Government, or the particular
circumstances that may have led to the ratio calculation outcome.

As a result, the Working Group considered that the Asset Management ratios should not be
prescribed for inclusion in the Annual Financial Report. Instead, the Working Group’s view is
that Local Governments should address Asset Management in the Annual Report.

3.5.1 Asset Sustainability Ratio
Purpose: This ratio indicates whether a Local Government is replacing or renewing existing
non-financial assets at the same rate that its overall asset stock is wearing out.
Formula
Capital Renewal and Replacement
Depreciation Expense
This ratio suffers from a lack of definition and the clarity of terminology. For example, capital
renewal and replacement expenditure means expenditure to renew or replace existing
assets, whilst the asset management guidelines couch the outlays in terms of service
potential.
Observations  Not all asset classes present with a uniform annual renewal process. Buildings for
example are replaced in one year and not each year. This leads to a spiking effect of
asset renewal for class of asset. This matter also applies to bridges, major plant,
airport infrastructure etc.
 Lack of clarity in defining components results in an inconsistent interpretation.
 The results need to be analysed in conjunction with the other two asset management
ratios.
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The ratio is impacted substantially by the depreciation expense. Over-stated
revaluations have seen a dramatic increase in depreciation expenses and therefore a
reduction in this ratio over time.

The Working Group, after considering modifying the calculation of the existing indicator and
renaming the ratio, opted to not recommend the use of this modified indicator as a
prescribed indicator.
The Working Group recognised the importance of asset management to Local Government,
but considered that this could not be reduced to a purely financial assessment. Rather, the
Group formed the view that appropriate Asset Management indicators should be considered
for disclosure in the Annual Report where additional context and analysis could be provided.

3.5.2 Asset Consumption Ratio
Purpose: This ratio measures the extent to which depreciable assets have been consumed
by comparing their written down value to their replacement cost.
Formula
Depreciated Replacement Costs (DRC) of assets (Written down value)
Current Replacements Costs (CRC) of depreciable assets
Observations  Not subject to audit verification.
 Lack of clarity in defining components results in an inconsistent interpretation.
 The calculation of this ratio is not transparent.
 The results need to be analysed in conjunction with the other two asset management
ratios.
As noted above, the Working Group formed the view that appropriate Asset Management
indicators should be considered for disclosure in the Annual Report.

3.5.3 Asset Renewal Funding Ratio
Purpose: This ratio is a measure of the ability of a Local Government to fund its projected
asset renewal / replacements in the future.
Formula
NPV of planned capital renewals over 10 years
NPV of required capital expenditure over 10 years
This indicator considers future transactions and not the financial performance shown in the
Annual Financial Report. It is appropriate to disclose this ratio in the long-term financial plan.
This ratio is based on theoretical modelling projections of future financial investments. These
differ from the actual experiences. This ratio is very useful as an informing strategy for
Community Planning but does not measure the past performance or financial sustainability
of a Local Government.
Observations  On average 19, or 14% of Local Governments do not produce long term financial
plans and cannot calculate this ratio.
 Not subject to audit verification.
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The results need to be analysed in conjunction with the other two asset management
ratios.
The calculation of this ratio is not transparent.

The Working Group formed the view that appropriate asset management indicators should
be considered for disclosure in the Annual Report.

Financial Health Indicator
Developed by WATC, the Financial Health Indicator is a measurement of a Local
Government’s overall financial health. A result of 70 and above indicates sound financial
health. The maximum result achievable is 100. The FHI is one factor to consider in
assessing overall performance.
The FHI is calculated from financial ratios published in the Local Government’s Annual
Financial Report and relies on statutory performance indicators without adjustments.
There is merit in communicating the collective impact of all performance measures into a
general assessment. The means of calculating the outcomes, weighting and scale need to
be carefully considered to enable the ratepayer to gain an unbiased view of their Local
Government performance relative to others and industry benchmarks.
Whilst this indicator is currently presenting the industry with significant concern, it will not be
addressed in this review. The Working Group is of the view that once the ratios are
established the formulation, scaling, weightings and benchmarks should be determined after
wide ranging consultation with all stakeholders in the industry. The Working Group would like
to continue and as act as a reference group during this process.
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4.0 Report on Proposed Financial Indicators
There are many financial performance indicators that can be considered. Each has a use for
Local Government comparisons and/or assessment. Too few and they become volatile,
whilst too many becomes confusing or and fail to communicate a message. This is where a
financial health indicator, properly constructed, becomes useful.
Financial Indicators need to be readily communicable to ratepayers and the Community in
such a way that will enhance their understanding of the financial performance of their Local
Government.
The following objectives are considered important in defining key financial indicators –
 Indicators need to be transparent, demonstrable and measurable
 allow ratepayers and the community to gain a better understanding of a Local
Government’s financial performance
 measure a Local Government’s annual financial performance for the current
year and the prior two financial years
 include benchmarks, definitions and outcomes
 sufficiently robust to provide meaningful trends.
It should be acknowledged that Financial Ratios measure financial performance and do not
measure a Local Government’s efficiency or effectiveness in delivering its programs and
services.

Model set of Financial Statements and Annual Budget
Statements
Issues of consistency in presentation and calculation could be addressed by the application
of a model set of financial accounts and budget statements prepared for the sector. Unlike
other States, Western Australia does not have a model Financial Report which all Local
Governments are required to prepare. Currently, the default model is that prepared by the
accounting firm Moore Australia.
Considerable resources are applied by Local Governments in the production of the Annual
Financial Report. Reports are prepared in accordance with the Accounting Standards, plus
specific disclosures under legislation. Frequent changes to Accounting Standards place an
additional burden on small and regional Local Governments.
The production of a model set of financial reports, by March of each year, would ensure
consistency in approach, formulation, reduced resources and application of Accounting
Standards across the industry. This will then be reflected in reduced preparation and audit
costs.
Substantial benefit will accrue to the sector if a web-based preparation and collection facility
was available that could reduce the duplication of data collection under the current
processes. This would also allow efficient comparison and benchmarking of Local
Government financial information.
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The model needs to be endorsed by the Department and the Office of the Auditor General.
In October 2020, the Working Group discussed the possibility of progressing this proposal as
soon as possible, rather than waiting for the work on Financial Ratios to be completed. It
was decided that this should be actioned as a priority. A signal from DLGSC as to whether
this proposal is supported will assist in guiding the group’s next steps, noting that the actual
development of a model set of accounts would take time and resources.
The working group meeting of 22 October 2020 resolved That WALGA prepare a report for consideration by State Council as soon
as possible that recommends advocating to the Minister for Local
Government that the Department of Local Government to prepare a Model
set of Financial Reports for the Local Government sector, in consultation
with the Office of the Auditor General.
The WALGA State Council meeting of 2 December 2020 resolved that the Local
Government sector:
1. Requests the Minister for Local Government to direct the Department of Local
Government to prepare a Model set of Financial Statements and Annual
Budget Statements for the Local Government sector, in consultation with the
Office of the Auditor General.
2. Requests the Department of Local Government to re-assess the amount of
detail required to be included in Annual Financial Reports, in particular for small
and medium sized entities as suggested by the Office of Auditor General.
This proposal is critical to the industry and must be actively pursued to ensure the benefits
accrue to the industry.
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Recommended Financial Ratios
In formulating its approach to defining a set of ratios, the group took the view that they
should be an overarching set of indicators of a Local Government’s financial performance.
It is acknowledged that a Local Government may include its own performance indicators
(financial and non-financial) in its Annual Report. The group considered the possibility of
including all financial indicators in the Annual Report and not the Annual Financial Report.
The view was taken that in the interest of transparency and good governance that the
prescribed ratios should be recorded in the Annual Financial Report and verified as part of
the audit process.
Of the current seven prescribed ratios, it is proposed that three will be modified and one will
be discontinued. It is also proposed that the Asset Management ratios are no longer
prescribed for inclusion in the Annual Financial Report, but Local Governments give
consideration to including Asset Management ratios in the Annual Report.








Current Ratio; (modified)
Asset Consumption Ratio; (no longer prescribed)
Asset Renewal Funding Ratio; (no longer prescribed)
Asset Sustainability Ratio; (no longer prescribed)
Debt Service Cover Ratio; (modified)
Operating Surplus Ratio; (modified)
Own Source Revenue Coverage Ratio (discontinued)

The following four ratios are recommended –
 Operating Surplus Ratio,
 Net Financial Liabilities Ratio,
 Debt Service Coverage Ratio, and
 Current Ratio.

4.2.1 Operating Surplus Ratio
A key indicator of a Local Government’s financial performance is provided by the Operating
Surplus Ratio. If a Local Government consistently achieves a positive Operating Surplus
Ratio and has soundly based long term financial plans showing that it can continue to do so
in future, having regard to asset renewal and the community’s service level needs, then it is
considered financially sustainable.
The operating performance of a Local Government is the cornerstone of its financial
structure and capacity.

Issues
It is proposed that the existing ratio be modified by redefining Operating Revenues and
Expenses and using the revised Operating Revenue as the denominator, rather than Own
Source Revenue.
Currently, revenue is defined according to the Australian Accounting Standards excluding
contributions of a capital nature. Therefore, several “revenue” transactions of a “capital”
nature are excluded in the calculations.
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Funds provided for the renewal of community assets
It is proposed that Operating Revenues recognise the funds provided for the renewal of
community assets. The majority of these funds relate to roads, which are owned by the
Crown and managed by the Local Government.
It is intended the “Grants, subsidies and contributions”’ disclosed under Operating Revenue
will include all untied grants and tied grants for the renewal of community assets. To facilitate
this the note, usually Note 2 – Revenues and Expenditures will detail those “non-operating”
grants provided for asset renewal.
The calculation of the proportion associated with asset renewal will follow the “renewal
capital” outlays aligned to each grant.
This process matches the calculation of comparable indicators used by several other State
jurisdictions in Australia.

Advances made for the Financial Assistance Grant
Since 2008/09 the Federal Government, for various reasons, has made advance payments
of the Financial Assistance Grant to Local Governments. There is no consistent approach to
the process with some advances covering 3 months, whilst in other years the advance is for
6 months of the following year’s allocation.
The Accounting Standards require these funds to be recognised in the year they are
received rather than the year to which they apply. This grant is a substantial revenue source
for many Local Governments. Consequently, to provide a meaningful trend in the operating
performance, these advances and the subsequent adjustment must be accounted for.
This can be addressed in two ways –
1. Recognise the grant in the year the allocation relates. As this is not in accordance
with the Accounting Standards, it would require legislative change.
2. Make an adjustment in the way the ratio is to be calculated. This will effectively
accrue the funds into the year to which they relate.
At this stage option 2 is seen as the most readily achievable process. The note relating to
revenues can make the appropriate disclose so the transaction is transparent in its
application.

Re-defining the terminology
It is proposed the terminology used in Attachment B define the terms Operating Revenue
and Operating Expenditures.
To recognise funds provided from external sources which are applied to the renewal of
existing assets the previous categories shown in Schedule 1 Part 2 — Nature or type
classifications of the Local Government (Financial Management) Regulations 1996 would
need to change.
Schedule 1 Nature or type descriptions

Proposed change

Revenue
Expenditure
Operating Grants/Subsidies/Contributions
Non-operating grants, subsidies and contributions

Operating revenue
Operating expenditure
Grants, subsidies and contributions
Grants and contributions for new or upgrade assets
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Formula
Operating Surplus Ratio
Adjusted Operating Surplus
Adjusted Operating Revenue
Operating Revenues – see Attachment B
Adjusted Operating Revenues – is the Operating Revenues (Adjusted for FAG’s)
Financial Assistance Grant adjustment is prior year advance less current year advance.
Operating Surplus is the Operating Revenues LESS Operating Expenses
Adjusted Operating Surplus is the Adjusted Operating Revenues LESS Operating
Expenses
Expressed as a number or percentage.
This indicator is in line with similar indicators used by other States. However, it does differ in
that the effect of advances of Financial Assistance Grants are considered when calculating
this ratio.

4.2.2 Net Financial Liabilities Ratio
An indicator of the extent to which the net financial liabilities of a Local Government can be
serviced by its operating revenues.
The net financial liabilities are a broader and more appropriate measure of indebtedness
than the level of borrowings. Net financial liabilities include items such as employee longservice leave entitlements and other amounts payable as well as taking account of a Local
Government’s cash and investments.
The Net Financial Liabilities Ratio is calculated by expressing net financial liabilities at the
end of a financial year as a percentage of adjusted operating revenue for the year. If the
ratio falls, over time, this indicates that the Local Government’s capacity to meet its financial
obligations from adjusted operating revenue is strengthening.
The ratio is calculated by dividing the Net Financial Liabilities by the Adjusted Operating
Revenue (not including income received specifically for new or upgraded assets, physical
resources received free of charge or other income of a capital nature).

Formula
Net Financial Liabilities Ratio
Net Financial Liabilities
Adjusted Operating Revenue
Net Financial Liabilities equal the total liabilities less financial assets (excluding equity
accounted investments in Council businesses).
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Net Financial Liabilities equals
Total Liabilities (Statement of Financial Position)
Less:





Current cash and cash equivalents (Statement of Financial Position)
Current trade & other receivables (Statement of Financial Position)
Current other financial assets (Statement of Financial Position)
Non-current financial assets (Statement of Financial Position)

Total Liabilities (Statement of Financial Position) (excluding liabilities for equity accounted
investments in Council businesses but including amounts in advance and Lease Liabilities)
Adjusted Operating Revenues – is the Operating Revenues (Adjusted for FAGs)
Expressed as a percentage.
Note that interests in equity accounted Local Government businesses are not financial
assets or liabilities. Accordingly, if liabilities they are deducted from the Total Liabilities
figure, but if assets they are not deducted from the Total Liabilities figure.
Whilst this is a proposed new ratio for Western Australia, a Net Financial Liabilities Ratio is
used by a number of other States.

4.2.3 Debt Service Coverage Ratio
A Local Government’s ability to service debt is measured by the Debt Service Coverage
Ratio. This is the measurement of a Local Government’s ability to produce enough cash to
cover its debt payments.
It is proposed to modify the existing ratio by redefining the Operating Surplus as the
Adjusted Operating Surplus in line with the process used in the proposed Operating Surplus
Ratio.
Whilst this ratio measures components of the Net Financial Liabilities Ratio, it was
considered an appropriate short term measure of a Local Government debt structure, noting
that there is community focus on the level of debt incurred by Local Governments.
It is proposed to modify the existing Debt Service Coverage Ratio by redefining the “Annual
Operating Surplus” as the Adjusted Operating Surplus in line with the process used in the
proposed Operating Surplus Ratio.
Clarification of the definitions needs attention so that refinanced loans and “one off”
settlements of debt are excluded from the Debt Service Costs, which otherwise distorts the
ratio.
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Formula
Debt Service Coverage Ratio
Adjusted Operating Surplus (excl grants/contributions for asset renewal, depreciation, interest)
Debt Service Costs (principal and interest)

Debt Service Costs - principal – excludes refinancing loans.
Expressed as a number.
It is acknowledged that the proposed ratio does not address interest only loans or the level
of debt raised against the general security under Section 6.21(2)) of the Act, being its
general funds.
However, an indicator used by lenders in assessing a Local Government’s position is
considered more appropriate.

4.2.4 Current Ratio
The Current Ratio is a liquidity ratio that measures an entity’s ability to pay short-term
obligations or those due within one year. It informs users how an entity can maximize the
current assets on its Balance Sheet to satisfy its current debt and other payables.
The Current Ratio is called “current” because, unlike some other liquidity ratios, it
incorporates all current assets and liabilities.
This is a commercial ratio designed to focus on the liquidity position of a Local Government
that has arisen from past year’s transactions.

Issues
The existing current ratio is a modified version of the commercial current ratio (current
assets divided by current liabilities). Current assets are reduced by the amount of “restricted
assets” and current liabilities are reduced by the liabilities associated with those restricted
assets. Prior to 2019/20 the largest component of restricted assets was Cash Backed
Reserves and unused grant funds.
Local governments that fail to deliver programs funded from prior financial year’s rates and
subsequently carry forward funds for those programs into the next financial year are
‘rewarded’ with a higher current ratio. Many Local Governments’ current ratio looks
favourable due to these circumstances.
A Local Government’s financial cycle provides for debt repayments to be made from each
annual budget. It is not intended that Local Governments raise revenue twelve months in
advance to meet these obligations.
The Working Group considered further modifying the existing Current Ratio for the following
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Advance payment of untied grants (FAGs) overstates cash holdings,
Some non-current liabilities have a restriction on cash e.g., bonds and
securities,
Liability associated with specified area rates, service charges (require the Local
Government to repay or spend),
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Inventories, especially land for resale, are not usually applied to current
liabilities,
Employee entitlement provisions are usually not ‘consumed’ in the following
year,
Borrowings, which are funded from next year’s budget.

The level of modification required was determined to be excessive and a simplified indicator
was considered a better solution. The following options were explored.





Commercial style Current Ratio - Current Assets DIVIDED BY Current
Liabilities
Untied cash to trade creditors/accruals Ratio. This measures the
unrestricted cash assets available to meet immediate current liabilities for trade
creditors, accrued expenses etc
Quick Ratio - Current Assets Less Inventories DIVIDED BY Current liabilities
Quick Ratio adjusted - Current Assets Less Inventories Less conditional
reserves DIVIDED BY Current liabilities

The disclosure requirements of AASB 15, AASB 1058 and AASB 16 from 2019/20 onwards
have changed significantly the recognition of revenues and recording of liabilities not
previously recorded in Local Government financial statements.
Liabilities associated with grants are now disclosed in the Statement of Financial Position
(Balance Sheet), whereas previously “restricted” funds were shown by way of a note. The
recognition of “tied” grants is now aligned with the expenditures rather than recognising the
grants when the Local Government receives the funds. Terms such as contract liabilities,
lease liabilities and right of use assets are now embedded in the Balance Sheet.
Almost all of a Local Government’s “obligations” or liabilities for grants and contributions
received are now reflected in the Balance Sheet.
If measuring the short-term liquidity (ability to pay immediate creditors) of a Local
Government is an issue, then consideration should be given to using the Untied cash to
trade creditors/accruals Ratio. This measures the unrestricted cash assets available to
meet immediate current liabilities for trade creditors, accrued expenses etc.
The group opted for the “commercial” current ratio which is simple to apply and generally
understood within the community.

Formula
Current Ratio
Current Assets
Current Liabilities
Expressed as a number or percentage.
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4.2.5 Asset Management Indicators
The Working Group considered that all asset management indicators would be best placed
in other corporate documents such as the Annual Report, the Long-Term Financial Plan and
the Asset Management Plans.
Considerable attention was given to retaining the Asset Sustainability Ratio as one of the
prescribed ratios.
Some members presented the view that the spiking effect of renewal outlays on buildings,
bridges, major plant etc distorted the annual ratio presented in the financial reports. Some
Local Governments transfer the equivalent funds to reserves each year to meet the
expected spiking effect of the renewal of these assets. This process is not recognised in the
current calculation of the ratio.
The possibility of adjusting the ratio for these transfers was explored. The concern was that
the modified ratio would then not be constructed in accordance with the guidelines used for
asset management plans. There would need to be considerable analysis in determining
these adjustments and require audit verification.
The group held the view that all of the asset management indicators would be best placed to
be reported in the Annual Report. The three indicators currently prescribed are as follows –
Asset Sustainability Ratio - An indicator of the extent to which assets managed by a Local
Government are being renewed or replaced as they reach the end of their useful lives. This
is expressed as outlays on capital renewal/replacement DIVIDED BY depreciation expense.
Asset Consumption Ratio - This ratio highlights the aged condition of a Local
Government's physical assets. This is expressed as Depreciated replacement cost (DRC) of
assets (Written down value) DIVIDED BY current replacements costs (CRC) of depreciable
assets.
Asset Renewal Funding Ratio - A Local Government's financial capacity to fund asset
renewal at existing revenue/service levels in future financial years. This is expressed as NPV
of planned capital renewals over 10 years DIVIDED BY NPV of required capital expenditure
over 10 years.
The Asset Sustainability Ratio is used by a number of other States as a prescribed indicator.
In recommending that the Asset Management ratios no longer be included in the prescribed
financial ratios, the group is of the view that Asset Management should be included in the
Annual Report. This would allow Local Governments to include explanations of the method
of calculating input values, which has been open to different interpretation. Local
Governments would have the opportunity to analyse the resulting ratio, providing reasons for
an unusual result. Local Governments would also be able to indicate their level of confidence
in the data they have relied on, and the maturity of their Asset Management practices more
broadly.
While the Working Group has not recommended any modifications to the existing Asset
Management ratios at present, the Group is of the view that improvements are both possible
and desirable. If the Asset Management ratios are no longer fixed in regulation, this allows
for flexibility and change to reflect emerging best practice. The Group recommends that
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DLGSC review these ratios in consultation with the Local Government sector. Following the
review, it is recommended that the Department issue guidelines in relation to the most
appropriate Asset Management ratios. The guidelines could include the Asset Management
ratios, information on how to calculate these, and which local governments should complete
this additional reporting. This could be based on the size and capacity of Local
Governments, and how advanced they are in developing a fully costed LTFP.
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All previous reports on the current financial indicators have suggested substantial change,
both in number and construction.

Issues – further consideration
During the course of the review, consideration was given to a number of topics but deferred
subject to the determination as to the number and type of Financial Ratios to be prescribed.
Model set of Financial Statements and Annual Budget Statements - There are a number
of matters that flow from the construction and endorsement of a model set of financial
reports.
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Should we be preparing general purpose financial reports rather than regulated
disclosures,
Could the process employ technology (cloud-based model) to formulate and
produce compliant financial reports,
Could the model collect the information currently prescribed in Regulations?
Could the process be extended for the annual budget?
Could the process include information for the Grants Commission Returns?
Can the data be made freely available to the public and the industry?
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The whole process is incumbent on the Department agreeing to the concept and producing
an industry template in conjunction with the Office of the Auditor General.
Other useful performance indicators - The group confirmed the primary focus should be
on the statutory/mandatory ratios but considered whether to make suggestions about
optional ratios that demonstrate Local Government performance, effectiveness and
efficiency, and where and how these indicators could be published.
The group noted the limitations of numbers in accurately reflecting how well something is
done, rather than how often/how much it is done. There is considerable interest in rate
(value) comparisons, which are currently very difficult to achieve due to the different
approaches taken to levying rates, including concessions, differential rates and
separate/bundled waste levies.
Financial Health Indicator (FHI) - Calculation from financial ratios published in the Local
Government’s Annual Financial Report. This applies the current statutory performance
indicators (without adjustment).
Discussion of benchmarks, and floor/ceiling for FHI’s, deferred until ratios are confirmed and
can be tested against accounts from previous years. The Group expressed dissatisfaction
with use and calculation of the current FHI, but believe it will continue to be used by the
State.
Whilst this indicator is currently presenting the industry with the most concern, it was not
addressed in this review. The Group is of the view that once the ratios are established the
formulation, scaling, weightings and benchmarks should be determined after wide ranging
consultation with all stakeholders in the industry. The Working Group would like to continue
and as act as reference group during this process.
Asset depreciation is a significant component of a Local Government’s operating expense,
and the approach differs between Local Governments. If the Operating Surplus is to be used
as a benchmarking comparative, it is believed a review could provide further benchmarks to
compare how Local Governments are treating asset depreciation. This is likely to be a
separate exercise for the sector.
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5.0 Recommendations
Currently, there are seven financial performance indicators which are required to be included
in the Annual Financial Report of a Local Government under section 6.4(2) of the Local
Government Act 1995 and Regulation 50 of the Local Government (Financial Management)
Regulations 1996.
Of the existing seven prescribed ratios, it is proposed that one ratio be discontinued, one
new ratio introduced and three ratios modified. It is also proposed that the asset
management ratios are no longer prescribed for inclusion in the Annual Financial Report, but
Local Governments give consideration to including Asset Management ratios in the Annual
Report.








Current Ratio; (modified)
Asset Consumption Ratio; (no longer prescribed)
Asset Renewal Funding Ratio; (no longer prescribed)
Asset Sustainability Ratio; (no longer prescribed)
Debt Service Cover Ratio; (modified)
Operating Surplus Ratio; (modified)
Own Source Revenue Coverage Ratio (discontinued)

Prescribed Ratios
It is the recommendation of the Local Government Financial Ratios Working Group
that the following financial indicators be prescribed for inclusion in the Annual Financial
Report.





Operating Surplus Ratio,
Net Financial Liabilities Ratio,
Debt Service Coverage Ratio, and
Current Ratio.

5.1.1 Operating Surplus Ratio
A key indicator of a Local Government’s financial performance is provided by the Operating
Surplus Ratio. If a Local Government consistently achieves a positive Operating Surplus
Ratio and has soundly based long term financial plans showing that it can continue to do so
in future, having regard to asset renewal and the community’s service level needs, then it is
considered financially sustainable.
The operating performance of a Local Government is the cornerstone of its financial
structure and capacity.
It is proposed that the existing ratio be modified by –
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Redefining the terms Operating Revenues and Expenses.
Using the Adjusted Operating Revenue as the denominator, rather than Own
Source Revenue.
Recognising funds provided for the renewal of community assets in the
calculation of this ratio.
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Recognising advances/reduction in the Financial Assistance Grant (FAG) in the
year they are allocated and not the year they are received.

Formula
Operating Surplus Ratio
Adjusted Operating Surplus
Adjusted Operating Revenue

This process matches the calculation of comparable indicators used by several other State
jurisdictions in Australia.

5.1.2 Net Financial Liabilities Ratio
An indicator of the extent to which the net financial liabilities of a Local Government can be
serviced by its operating revenues.
The net financial liabilities are a broader and more appropriate measure of indebtedness
than the level of borrowings, because it includes items such as employee long-service leave
entitlements and other amounts payable as well as taking account of a Local Government’s
cash and investments.
The Net Financial Liabilities Ratio is calculated by expressing Net Financial Liabilities at the
end of a financial year as a percentage of Adjusted Operating Revenue for the year.

Formula
Net Financial Liabilities Ratio
Net financial liabilities
Adjusted Operating Revenue
Whilst this is a proposed new ratio for Western Australia, a Net Financial Liabilities Ratio is
used by a number of other States.

5.1.3 Debt Service Coverage Ratio
A Local Government’s ability to service debt is measured by the Debt Service Coverage
Ratio. This is the measurement of a Local Government’s ability to produce enough cash to
cover its debt payments.
It is proposed to modify the existing ratio by redefining the Operating Surplus as the
Adjusted Operating Surplus in line with the process used in the proposed Operating Surplus
Ratio.
In addition, definitions will include adjustments so that refinanced loans and “one off”
settlements of debt are excluded from the debt service costs which distorts the ratio.
To make the proposed ratio similar to the current ratio, the adjustment made in the proposed
Operating Surplus Ratio for grants/contributions for asset renewal capital outlays would need
to be added back.
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Formula
Debt Service Coverage Ratio
Adjusted Operating Surplus (excl grants/contributions for asset renewal, depreciation and interest)
Debt Service Costs (principal and interest)

Debt Service Costs - principal – excludes refinancing loans.

5.1.4 Current Ratio
The Current Ratio is a liquidity ratio that measures an entity’s ability to pay short-term
obligations or those due within one year. It informs users how an entity can maximize the
current assets on its Balance Sheet to satisfy its current debt and other payables.
This is a “commercial ratio” designed to focus on the liquidity position of a Local Government
that has arisen from past year’s transactions.
The existing Current Ratio is a modified version of the commercial current ratio (current
assets less adjustments divided by current liabilities less adjustments).
It was considered that further modifications could also be made to the formula for the
following –
 Advance payment of untied grants (FAGs) overstates cash holdings,
 Some non-current liabilities have a restriction on cash e.g., bonds and securities,
 Liability associated with specified area rates, service charges (require the Local
Government to repay or spend),
 Inventories, especially land for resale, are not usually applied to current liabilities,
 Employee entitlement provisions are usually not ‘consumed’ in the following year,
 Borrowings, which are funded from next year’s budget.
The level of adjustment appeared excessive and a simplified indicator was considered a
better solution. The group opted for a “commercial” current ratio which is simple to apply and
generally understood within the community.

Formula
Current Ratio
Current Assets
Current Liabilities

Model set of Financial Statements and Annual Budget
Statements
It is the recommendation of the Local Government Financial Ratios Working Group
that the Department of Local Government, in consultation with the Office of the Auditor
General, prepare a Model set of Financial Statements and Annual Budget Statements for the
Local Government Sector.
The Working Group identified this as a priority relatively early in its deliberations. The
Working Group considered that a Model set of Financial Statements would enable
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consistency in presentation and calculation across the sector. This would reduce the
workload and expenditure of Local Governments, while ensuring all financial reports achieve
a minimum standard and are consistent and comparable. As a result, this recommendation
has already been adopted by WALGA’s State Council.
On 22 October 2020, the Working Group resolved That WALGA prepare a report for consideration by State Council as soon
as possible that recommends advocating to the Minister for Local
Government that the Department of Local Government to prepare a Model
set of Financial Reports for the Local Government sector, in consultation
with the Office of the Auditor General.
The WALGA State Council meeting of 2 December 2020 resolved that the Local
Government sector:
1. Requests the Minister for Local Government to direct the Department of Local
Government to prepare a Model set of Financial Statements and Annual
Budget Statements for the Local Government sector, in consultation with the
Office of the Auditor General.
2. Requests the Department of Local Government to re-assess the amount of
detail required to be included in Annual Financial Reports, in particular for small
and medium sized entities as suggested by the Office of Auditor General.
This proposal is critical to the Local Government sector and must be actively pursued. The
Working Group would like to continue and as act as reference group during this process.

Asset Management Ratios
It is the recommendation of the Local Government Financial Ratios Working Group
that Local Governments give consideration to including Asset Management ratios in the
Annual Report, and that the Department of Local Government is requested to review the
existing Asset Management Ratios in consultation with the Local Government sector.
Asset management is a key responsibility of Local Governments, and relevant ratios should
be reported where they can be accompanied by appropriate explanation of their calculations
and underlying assumptions. The ratios used to indicate a Local Government’s performance
in this area should be the subject of regular review to ensure they reflect recognised better
practice. Based on the review, it is recommended that the Department issue detailed
guidelines in relation to the most appropriate Asset Management ratios, include calculation
methods and appropriate reporting levels for Local Governments of different sizes and
capacities.

Future consultation
It is the recommendation of the Local Government Financial Ratios Working Group
that further consultation is undertaken with the Local Government sector to:
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Assist in the development of the Model set of Financial Statements and Annual
Budget Statements; and
 Establish appropriate ratio scaling, weightings and benchmarks for the calculation of
a financial health indicator.
The Working Group would like to continue and as act as reference group during this
process.
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6.0 Attachment A – Sector Reference Group
The first meeting of the sector reference group was held on 13 August 2020. The group
comprised of Convenor:

Tony Brown

City of Armadale

Jason Lyon

Shire of Augusta Margaret River

James Shepherd

City of Bayswater

David Nicholson

Shire of Beverley

David White

City of Busselton

Tony Nottle, Paul Sheridan

Town of Cambridge

Roy Ruitenga

City of Canning

Garry Adams

Shire of Carnamah

Ian Walsh

Shire of Chapman Valley

Maurice Battilana

City of Cockburn

Stuart Downing

Shire of Coolgardie

James Trail

Shire of Denmark

Lee Sounness

Shire of Donnybrook-Balingup

Paul Breman

Shire of Dundas

Peter Fitchat

Town of East Fremantle

Peter Kocian

Shire of Esperance

Shane Burge

Shire of Exmouth

Gollie Coetzee

Shire of Gnowangerup

Ian Graham

City of Joondalup

Alan Ellingham, Ryan Ferts

City of Kalamunda

Gary Ticehurst

City of Kalgoorlie Boulder

John Walker

City of Karratha

Phillip Trestrail
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Shire of Katanning

Lisa Hannigan

Shire of Kojonup

Anthony Middleton

City of Kwinana

Stacey Hobbins

City of Mandurah

Casey Mihovilovich

Shire of Manjimup

Greg Lockwood

City of Melville

Alan Ferris

Shire of Mingenew

Jeremy Clapham

Shire of Mt Marshall

Tanika McLennan

Shire of Murray

Tracie Unsworth

Shire of Northampton

Garry Keeffe, Grant Middlton

City of Rockingham

Khushwant Kumar

Shire of Serpentine Jarrahdale

Frazer Sullivan

City of South Perth

Colin Cameron

City of Stirling

Dan Richards

City of Subiaco

Scott Hawkins

Shire of Upper Gascoyne

John McCleary

Town of Victoria Park

Michael Cole

City of Vincent

Vanisha Govender

Department of Local Government,
Sport and Cultural Industries

Alan Carmichael, Shannon Wood

Western Australian Treasury Corporation

Richard John, Neil Lai

RJ Back & Associates

Ron Back

WALGA

Tony Brown, Dana Mason, James
McGovern, Felicity Morris
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7.0 Attachment B – Statement of Comprehensive Income
STATEMENT OF COMPREHENSIVE INCOME
Note

Year 2

Year 2
Budget

Operating Revenue
Rates
Service Charges
Grants, subsidies and contributions
Fees and Charges
Interest Earnings
Other revenue
Operating Revenue
Operating Expenses
Employee Costs
Material & contracts
Depreciation on non-current assets
Insurance
Utility charges (electricity, gas, water etc.)
Interest Expense
Other expenditure
Operating Expenses
Operating Surplus
Other
Grants and contributions for new or upgrade
assets
Developer Contribution Plans: Cash
Non-Operating Gifted Assets
Profit Disposal of assets
Loss Disposal of assets

Note

$

$

Land ceded to the Crown
Contribution to state infrastructure
Share of profit of equity accounted investee
Unrealised gain investment in WALGA house
Increase/decrease from impaired assets
Other
Net
Other Comprehensive Income
Revaluation of assets
Changes in the fair value of a financial

2(b)

Year 1 Schedule 1 terminology
$

26(b)

Rates

26(c)

Service Charges

2(a)

Operating Grants/Subsidies/Contributions

2(a)

Fees and Charges

2(a)

Interest Earnings
Other revenue

$

$

$

11(b)

Depreciation on non-current assets

Change in the amounts allocated
Utility charges
gas, water etc.) Details
between
these(electricity,
two categories.
included in Note 2(a)

2(b)

$

$

$

2(a)

Non-operating grants, subsidies and contributions

2(a)

Redefining terms

2(a)
11(a)

Profit Disposal of assets

11(a)

Loss Disposal of assets

2(b)
24
5
10

$

$

$

13

Other Comprehensive Income
Total Comprehensive Income

Note - The term Adjusted Operating Revenue and Adjusted Operating Surplus used in the
calculation of some ratios arises because of the inclusion of transactions relating to the advance
of Federal Assistance Grants (FAG) and the subsequent adjustments.
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City of Busselton
Budget
For the Year Ended 30 June 2022
Funding Ratio Analysis
2021/22
Budget
Net Operating Position
Revenue
Expenses
Allocations

2020/21
Actual

2020/21
Budget

2019/20
Actual

2022/23

2023/24

2024/25

2025/26

2026/27

2027/28

2028/29

2029/30

2030/31

(113,683,780)
94,329,719
(2,167,220)
(21,521,281)

(98,992,623)
82,753,344
(1,767,237)
(18,006,516)

(104,194,260)
86,536,024
(2,425,700)
(20,083,936)

(93,474,162)
81,224,534
(2,066,409)
(14,316,037)

(97,599,522)
92,946,230
(2,582,735)
(7,236,027)

(113,740,099)
97,113,242
(2,647,296)
(19,274,153)

(102,567,078)
100,436,392
(2,713,467)
(4,844,153)

(106,453,578)
103,696,969
(2,781,293)
(5,537,902)

(109,081,611)
108,352,259
(2,850,813)
(3,580,165)

(113,647,585)
113,023,099
(2,922,087)
(3,546,573)

(117,048,145)
116,251,879
(2,995,135)
(3,791,401)

(122,822,835)
120,676,886
(3,070,011)
(5,215,960)

(126,107,532)
125,251,519
(3,146,768)
(4,002,781)

(113,683,780)

(98,992,623)

(104,194,260)

(93,474,162)

(97,599,522)

(113,740,099)

(102,567,078)

(106,453,578)

(109,081,611)

(113,647,585)

(117,048,145)

(122,822,835)

(126,107,532)

(52,646,781)
(2,369,264)
(115,126)
(20,309,932)
(337,120)
(23,214,399)

(52,759,360)
(1,054,222)
(19,193)
(29,090,854)
(562,684)
(20,707,947)

(51,997,844)
(2,291,062)
(74,304)
(18,529,803)
(769,664)
(19,811,484)

(57,142,590)
(2,444,430)
0
(15,373,412)
(202,051)
(22,437,039)

(59,710,721)
(2,493,319)
0
(26,780,574)
(349,514)
(24,405,971)

(62,394,273)
(2,543,185)
0
(10,679,724)
(702,822)
(26,247,074)

(65,198,431)
(2,594,049)
0
(10,821,167)
(759,461)
(27,080,470)

(67,996,260)
(2,645,930)
0
(9,048,576)
(815,893)
(28,574,952)

(70,914,152)
(2,698,848)
0
(9,653,170)
(910,360)
(29,471,055)

(73,957,255)
(2,752,825)
0
(9,323,989)
(953,255)
(30,060,821)

(77,130,948)
(2,807,882)
0
(11,152,328)
(1,107,787)
(30,623,890)

(80,440,831)
(2,864,039)
0
(10,636,702)
(1,194,727)
(30,971,233)

94,329,719
(2,167,220)

82,753,344
(1,767,237)

86,536,024
(2,425,700)

81,224,534
(2,066,409)

92,946,230
(2,582,735)

97,113,242
(2,647,296)

100,436,392
(2,713,467)

103,696,969
(2,781,293)

108,352,259
(2,850,813)

113,023,099
(2,922,087)

116,251,879
(2,995,135)

120,676,886
(3,070,011)

125,251,519
(3,146,768)

24,957,238
65,149

25,209,449
1,027,773

24,050,074
90,673

23,496,226
537,558

27,125,091
0

28,775,876
0

30,381,876
0

31,974,484
0

33,734,559
0

35,733,947
0

37,165,312
0

39,002,192
0

40,898,043
0

Total cash expenses

67,140,112 D

54,748,885

59,969,577

55,124,341

63,238,404

65,690,070

67,341,049

68,941,192

71,766,887

74,367,065

76,091,432

78,604,683

81,206,708

Operational Demand (D-C)

44,519,302 E

31,534,486

39,261,630

35,312,856

40,801,365

41,284,099

41,093,975

41,860,722

43,191,935

44,896,010

46,030,611

47,980,793

50,235,475

57.32%
70.00%

72.96%
70.00%

65.05%
70.00%

68.47%

66.37%

63.28%

61.75%

61.14%

60.99%

60.01%

60.02%

60.30%

Operating Revenue
Revenue
Less:
Rates
Grants Commission
Profit on Asset Disposal
Non-Operating Grants, Subsidies & Contributions
Interest on Reserve Funds
Total revenue from all other sources
Expenses
Allocations
Less:
Depreciation on non current assets
Loss on asset disposal

Operating/Capital ratio or Funding Ratio (E/(A+B)
Target Rate (C0704/084)

(54,933,780) A
(1,110,696) B
(46,714)
(34,846,780)
(125,000)
(22,620,810) C

79.44%
70.00%

Debt Service Ratio
2021 Actual
Actual

2022 Budget
Budget

2023 Budget 2024 Budget 2025 Budget 2026 Budget 2027 Budget 2028 Budget 2029 Budget 2030 Budget 2031 Budget

Rates
Grants Commission (Untied Grants)

52,646,781
2,318,338
54,965,119

54,933,780
2,396,500
57,330,280

57,142,590
2,444,430
59,587,020

59,710,721
2,493,319
62,204,040

62,394,273
2,543,185
64,937,458

65,198,431
2,594,049
67,792,480

67,996,260
2,645,930
70,642,190

70,914,152
2,698,848
73,613,000

73,957,255
2,752,825
76,710,080

77,130,948
2,807,882
79,938,830

80,440,831
2,864,039
83,304,870

Debt

28,267,696
416,021
4,183,834
110,000
(110,000)
7.61%

39,878,275
5,598,988
5,073,208
15,450,000
(5,450,000)
8.85%

51,697,578
4,547,214
5,615,336
15,484,335
(4,011,566)
9.42%

53,177,789
9,219,333
6,390,126
6,097,493
(5,141,813)
10.27%

52,183,306
8,757,522
6,445,594
3,681,445
(239,055)
9.93%

51,639,212
8,260,275
7,606,889
5,259,207
(239,055)
11.22%

48,242,375
7,776,704
7,184,666
2,199,305
(286,866)
10.17%

43,265,532
7,281,621
6,630,077
287,026
(287,026)
9.01%

42,750,606
6,748,161
6,086,810
4,116,321
(287,185)
7.93%

42,129,157
6,168,836
6,187,233
4,116,321
(287,185)
7.74%

41,000,463
5,558,069
6,678,620
4,116,321
(287,185)
8.02%

SSL Outstanding
Total Debt Service Costs
New Loans
Advanced to Community
Debt Service as % of Rates + Grants Com

Current Ratio
Current Assets
Current Liabilities

2019-20
75,177,928
21,673,167

2020-21
57,302,590
13,781,246

2021-22
51,552,424
14,908,079

2022-23
45,670,349
15,551,035

2023-24
44,792,585
15,625,729

2024-25
46,773,422
16,825,340

2025-26
49,329,234
16,478,083

2026-27
53,319,887
16,058,089

2027-28
55,198,474
15,596,172

2028-29
63,213,033
15,702,695

2029-30
67,622,272
16,209,940

2030-31
73,872,150
16,543,999

3.47

4.16

3.46

2.94

2.87

2.78

2.99

3.32

3.54

4.03

4.17

4.47

2019-20
18,783,898
72,578,993

2020-21
15,727,325
74,394,976

2021-22
16,361,073
76,549,960

2022-23
17,887,430
79,877,444

2023-24
20,398,230
84,580,180

2024-25
23,736,778
89,476,716

2025-26
25,811,457
93,189,854

2026-27
27,278,863
97,557,921

2027-28
28,472,262
101,486,093

2028-29
30,362,414
105,181,962

2029-30
31,754,864
109,093,763

2030-31
32,902,063
112,858,845

0.26

0.21

0.21

0.22

0.24

0.27

0.28

0.28

0.28

0.29

0.29

0.29

2019-20
50,670,861
72,578,993

2020-21
51,581,006
74,394,976

2021-22
63,156,936
76,549,960

2022-23
74,930,103
79,877,444

2023-24
76,410,314
84,580,180

2024-25
75,415,831
89,476,716

2025-26
74,871,737
93,189,854

2026-27
71,474,900
97,557,921

2027-28
66,498,057
101,486,093

2028-29
65,983,131
105,181,962

2029-30
65,361,682
109,093,763

2030-31
64,232,988
112,858,845

0.70

0.69

0.83

0.94

0.90

0.84

0.80

0.73

0.66

0.63

0.60

0.57

2019-20
18,783,898
4,509,270

2020-21
15,727,325
4,200,302

2021-22
16,361,073
5,038,697

2022-23
17,887,430
5,615,336

2023-24
20,398,230
6,390,126

2024-25
23,736,778
6,445,594

2025-26
25,811,457
7,606,889

2026-27
27,278,863
7,184,666

2027-28
28,472,262
6,630,077

2028-29
30,362,414
6,086,810

2029-30
31,754,864
6,187,233

2030-31
32,902,063
6,678,620

4.17

3.74

3.25

3.19

3.19

3.68

3.39

3.80

4.29

4.99

5.13

4.93

Operating Surplus Ratio
Adjusted Operating Surplus
Adjusted Operating Revenue

Net Financial Liabilities Ratio
Net Financial Liabilities
Adjusted Operating Revenue

Debt Service Coverage Ratio

6.00
5.00
4.00

Ratio Result

Adjusted Operating Surplus
Debt Service Costs

3.00
2.00
1.00
-

2019-20

2020-21

2021-22

2022-23

2023-24

2024-25

2025-26

2026-27

2027-28

2028-29

2029-30

2030-31

Current Ratio

3.47

4.16

3.46

2.94

2.87

2.78

2.99

3.32

3.54

4.03

4.17

4.47

Operating Surplus Ratio

0.26

0.21

0.21

0.22

0.24

0.27

0.28

0.28

0.28

0.29

0.29

0.29

Net Financial Liabilities Ratio

0.70

0.69

0.83

0.94

0.90

0.84

0.80

0.73

0.66

0.63

0.60

0.57

Debt Service Coverage Ratio

4.17

3.74

3.25

3.19

3.19

3.68

3.39

3.80

4.29

4.99

5.13

4.93

Financial Year

Current Ratio
Predicted upward trend without factoring in changes to end of year surplus
position. This upward trend indicates a predicted improvement in the LG's
current position
Current Assets
Current Liabilities

Operating Surplus Ratio
A gradual increase showing improvement indicating. If a LG consistently
achieves a positive OSR and predicts to coninue to do so, then it is
considered financially sustainable
Adjusted Operating Surplus
Adjusted Operating Revenue

Net Financial Liabilities Ratio
Unlike the other ratios, the aim of this ratio is to show a declining trend. This
indicates that the LG's capacity to meet its financial obligations is
strengthening
Net Financial Liabilities
Adjusted Operating Revenue

Debt Service Coverage Ratio

Adjusted Operating Surplus
Debt Service Costs

The City of Busselton has always performed well in this ratio, however it is
predicted this will fall below the upper standard of 4.0 as of this financial
year, mainly due to the inclusion of the BPACC loan. This situation improves
as debt is paid down after 2024-25. This shows medium term improvement

