


THE ROLE OF THE AUDITOR-GENERAL

The roles and responsibilities of the Auditor-General and
the Audit Office are set outin the Government Sector Audit

Act 1983 and the Local GovernmentAct 1993.

We conduct financial or ‘attest’ audits of state public
sector and local government entities’ financial
statements. We also audit the Consolidated State

Financial Statements, a consolidation of all state public GPO Box 12
sector agencies’ financial statements. Sydney NSW 2001
Financial audits are designed to give reasonable
assurance that financial statements are true and fair,
enhancing theirvalue to end users. Also, the existence
of such audits [.)rowd‘esaconstantstlmulustoentltlesto The Legislative Assembly The Legislative Council
ensure sound financial management. . .
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variety of reports to entities and reports periodically to
Parliament. In combination, these reports give opinions
onthe truth and fairness of financial statements, and
comment on entity internal controls and governance,
and compliance with certain laws, regulations and
governmentdirectives. They may comment on financial
prudence, probity and waste, and recommend
operationalimprovements. \

In accordance with section 421D of the Local Government Act
1993, | present areport titled ‘Long-term financial planning
in local government’.

We also conduct performance audits. These assess
whetherthe activities of government entities are being
carried out effectively, economically, efficiently and in
compliance with relevant laws. Audits may cover all or
parts of an entity’s operations, or consider particular
issues across a number of entities. Our performance
audits may also extend to activities of non-government
entities that receive money or resources, whether directly Auditor-General for New South Wales
orindirectly, from or on behalf of government entities fora 18 June 2026

particular purpose.
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Aswellasfinancialand performance audits, the

Auditor-General provides other assurance engagements,
related services and reporting services, including when
requested under section 27B(3) of the Government Sector
AuditAct 1983, and section 421E of the Local Government
Act 1993.

RECONCILIATION STATEMENT

We pay our respect and recognise Aboriginal peoples as the traditional custodians of the land in NSW who have cared for and protected the environment,
waterways, and sacred sites over many millennia. We honour and thank the traditional custodians of the land on which our office is located, the Gadigal
people of the Eora Nation, and the traditional custodians of all the lands on which our employees live and work. We pay our respects to their Elders pastand
present, and to the next generation of leaders.

We also acknowledge that our long history is shared with the histories of colonisation in New South Wales. We acknowledge the impacts of colonisation, and
the resulting marginalisation and disadvantage of Aboriginal and Torres Strait Islander peoples in this state.

We embrace our role in holding government agencies to account for the delivery of effective services for Aboriginal and Torres Strait Islander peoples. We
are committed to ensuring that our audits are culturally responsive, respectful and inclusive, and that we engage with Aboriginal and Torres Strait Islander
peoples and communities in a meaningful and collaborative way.

We recognise the ancestral tie of Aboriginal and Torres Strait Islander peoples to this land, and we acknowledge that we have much to learn from their wisdom,
rich and diverse culture, languages, knowledge and practices.

Image: ‘Yarning Circle’ by Caitlin Liddle, Audit Office Indigenous Internship
Program participant. Used with permission.
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1. Report snapshot

Objective

This audit assessed whether Port Stephens
Council and Armidale Regional Council are
developing and monitoring their Long-Term
Financial Plans (LTFP) to ensure their strategic
goals can be achieved sustainably.

Port Stephens Council

The LTFP complies with all requirements
except scenario modelling

Port Stephens Council’s LTFP includes most of
the essential elements set out by the Office of
Local Government (OLG). While the 2024-34
and 2025-35 LTFPs did not include the
required scenario modelling, the draft 2026-36
LTFP includes this modelling.

The LTFP is incorporated with other
Integrated Planning and Reporting
documents

The Council’s LTFP is incorporated with most
of the other Integrated Planning and Reporting
(IP&R) documents, including the Delivery
Program, the Strategic Asset Management
Plan and the Workforce Management Strategy.

The Council uses reliable data and
modelling to develop its LTFP

The Council uses relevant data from reliable
sources to develop its LTFP. However, there
are some inconsistencies between the
assumptions documented in the LTFP and the
assumptions used for the financial model.

Armidale Regional Council

The LTFP complies with requirements but
financial modelling is limited

Armidale Regional Council’s LTFP includes the
essential elements set out by the OLG.
However, the sensitivity analysis and scenario
modelling lack detail.

The LTFP is not incorporated with other
Integrated Planning and Reporting
documents

The Council’s LTFP is not used to develop its
Operational Plan and Delivery Program. The
LTFP does not incorporate the full costs of the
Council’s infrastructure plans or Workforce
Management Strategy. This limits the
completeness of the LTFP as it does not fully
reflect the Council’s planned expenditure.

There are deficiencies in the asset data used
to inform the LTFP

Deficiencies in the Council’s asset data limit
the reliability of operational and capital
expenditure forecasts in its LTFP. The Council
has not taken action to address these
deficiencies, such as regular asset inspections
and investing in an asset management
information system.

Recommendations

The report makes 3 recommendations to Port
Stephens Council and 5 recommendations to
Armidale Regional Council to improve their
long-term financial planning processes.

Key insights into good practice

Effectively developing a Long-Term Financial Plan is supported by:

* integration of the LTFP and other key IP&R documents

. ensuring that the data used to inform the LTFP,

» usingthe LTFP and the Delivery Program as part of

annual budget planning

including asset data, is reliable » determining the level of financial risk that a council is
willing to accept and ensuring that mitigations are
designed so that the residual risk is within the target

» designing and testing a variety of scenarios that may
have a material impact on financial performance
» documenting key decisions relevant to development of
the LTFP.
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2. Executive summary

Context

Financial sustainability in local government is the ability of councils to generate, manage and maintain
sufficient resources to meet their current and future financial obligations, and fund levels of service
and infrastructure as agreed with their communities.

The Local Government Act 1993 (LG Act) sets out principles for local government for carrying out their
functions in a financially sound manner, including that council spending should be responsible and
sustainable. Local governments vary significantly in population, area, assets and operations, with
annual revenue ranging from $15.3 million to $909.7 million in the 2024-25 Financial Year.

The LG Act establishes strategic planning requirements, known as Integrated Planning and Reporting
(IP&R), for councils to bring plans for the future together under one framework. Further mandatory
requirements are set out in the Integrated Planning and Reporting Guidelines for Local Government in
NSW (IP&R Guidelines), published by the Office of Local Government (OLG). IP&R is intended to
provide a way for elected representatives to have meaningful conversations with the community about
priorities and to ensure that resources can be allocated in a way that allows these priorities to be
delivered.

The Long-Term Financial Plan (LTFP) is a crucial part of the IP&R framework. The LTFP captures the
financial implications of the Community Strategic Plan, asset management planning and Workforce
Management Strategy. It is intended to be fully integrated with other key elements of the IP&R
framework, ensuring that identified costs are reflected over a 10-year period. This includes integrating
with the 4-year Delivery Program to provide a link between the LTFP and the annual Operational Plan
and budget.

Audit objective

This audit assessed whether Port Stephens Council and Armidale Regional Council are effectively
developing and monitoring their LTFPs to ensure that their strategic goals can be achieved
sustainably. In making this assessment the audit examined whether each Council:

. has effectively developed and integrated its LTFP
. effectively monitors and reviews its LTFP.
Conclusion

Port Stephens Council

Port Stephens Council has effectively developed its Long-Term Financial Plan. The Council included
all of the essential elements of the Integrated Planning and Reporting Guidelines in its 2025-35 LTFP,
except scenario modelling which it has now included in the draft 2026-36 LTFP. As required by the
Integrated Planning and Reporting framework, the LTFP is informed by appropriate data and modelling,
and is integrated with most of the Council’s other strategies and plans.

Port Stephens Council regularly monitors and reports on performance against the LTFP to the
executive team and the elected council. The Council measures performance using the OLG
performance indicators and benchmarks.

Armidale Regional Council

Armidale Regional Council has not effectively developed its Long-Term Financial Plan. While the
Council’s 2025-35 LTFP includes the essential elements of the Integrated Planning and Reporting
Guidelines, the analysis in the plan lacks detail and there are deficiencies in the asset data used to
inform the LTFP. Further, Armidale Regional Council did not update its LTFP as part of developing the
2024-25 Operational Plan as required by the Integrated Planning and Reporting Guidelines.
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The LTFP is not integrated with Armidale Regional Council’s other strategies and plans. The Councilis
not proactively monitoring its financial risks and integrating them into the LTFP. The lack of integration
limits the Council’s ability to use the LTFP to accurately forecast its future financial position.

Armidale Regional Council measures its performance against the LTFP using the OLG performance
indicators and benchmarks. However, the Council executive does not report regularly to the elected
council on progress and is not fully informing the elected council of the long-term financial position
and performance.

Recommendations

By June 2027, and in the planning and adoption of future Long-Term Financial Plans, Port
Stephens Council should:

1. include financial modelling for different scenarios as required by the Integrated Planning and
Reporting Guidelines

2. identify and implement mitigations for financial risk to bring the residual risk within its risk
appetite
3. ensure the financial modelling reflects and is consistent with the assumptions set out in the

Long-Term Financial Plan.
By June 2027, and in the planning and adoption of future Long-Term Financial Plans, Armidale
Regional Council should:

4. identify, implement and monitor mitigations for financial risk to bring the residual risk within its
risk appetite

5. ensure that the Long-Term Financial Plan identifies and incorporates the implementation costs
of all key elements of Integrated Planning and Reporting

6. ensure that the asset data in the asset registers is up to date, including by addressing the
findings of the asset management maturity assessment

7. include more detailed sensitivity analysis and scenario planning in the Long-Term Financial
Plan as required by the Integrated Planning and Reporting Guidelines

8. provide regular reporting of current financial information to the elected council as required by
statutory timeframes to ensure that its financial position is appropriately monitored.

NSW Auditor-General’s Report to Parliament | Long-term financial planning in local government | Executive summary



3. Key insights into good practice

Councils should ensure that the Long-Term Financial Plan is incorporated with other Integrated
Planning and Reporting documents

The Long-Term Financial Plan (LTFP) should reflect the financial implications of a council’s operational
and strategic planning in order to demonstrate how its commitments, objectives and goals will be
funded and resourced. All expenditure, such as costs associated with a council’s workforce
management strategy, asset maintenance, renewal or additions and projects, should be integrated
into the LTFP from a whole-of-life perspective to inform the financial assumptions, scenario analysis
and long-term budget.

Incorporation of all Integrated Planning and Reporting (IP&R) strategies and plans with the LTFP
ensures decision makers have a long-term view of how all of the council’s proposed initiatives and
services will be funded. A council should be able to identify each planned activity and track the
financialrisks, performance and sustainability of each commitment and the budget as a whole.

Councils should also clearly demonstrate how their asset management plans and the LTFP are
integrated to ensure the fundamentals of financial management and sustainability can be achieved.

Councils should ensure that the data used to inform the Long-Term Financial Plan, including
asset data, is reliable

The forecasts and projections included in a council’s LTFP rely on the quality of the data entered into
its financial model. This includes the council’s budget and asset management data which are key to
ensuring accurate forecasting of expenditure. It is important that councils ensure that data sources
are reliable, current and appropriate for long-term financial planning. This helps ensure that the
forecasts and projections generated by the model are reasonable and support informed decision-
making. When councils choose to incorporate external data into their financial model, they should use
data from official and reliable sources, such as the Australian Bureau of Statistics.

Councils should also ensure that internal data used in the financial model is checked for accuracy and
completeness. This includes confirming that the most recent data is used and that data is reviewed
periodically to reflect changes in the council’s circumstances, economic conditions and policy
settings. Councils should also clearly document key data sources and assumptions about the data, to
support transparency and enable the data to be reviewed.

Councils should design and test a variety of scenarios that may have a material impact on their
financial performance

Scenario analysis helps councils to understand how changes in future financial and economic
conditions could affect their financial sustainability and capacity to deliver services over time. It can
also assist councils to identify risks to their financial position, as well as potential opportunities to
improve their financial outcomes over the planning period. In this way, scenario analysis can be used
as a tool to better inform decision makers.

Scenarios should reflect the key risks, challenges and uncertainties facing a council. They should test
variations in the most significant model assumptions (for example, revenue growth, service demand,
and major infrastructure projects) and be tailored to the council’s circumstances. Scenarios may also
be used to inform decision makers about the impact of 2 or more potential options, such as the
impact of raising rates or maintaining current rating levels.

Scenarios should be plausible and based on conditions that may occur, allowing for a realistic
evaluation of alternative options. Scenario modelling should use reliable data sources and clearly
demonstrate the potential impact on a council’s budget and long-term financial position. Clearly
linking scenarios to financial impacts will strengthen the role and effectiveness of the LTFP in council
decision-making.
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Where councils do not have the necessary internal expertise, they may decide to seek external advice
to assistin the development of scenarios.

Councils should use the Long-Term Financial Plan as part of annual budget planning and when
making key financial decisions

Councils should identify all projects, programs or actions that they will undertake within the financial
year as part of the Operational Plan, which should reflect the 4-year Delivery Program. A detailed
annual budget should be prepared as part of the Operational Plan to reflect the cost of resourcing
these activities in the context of the 4-year Delivery Program. As part of this budgeting, the LTFP should
be used to guide decision-making and priority setting as part of annual budget planning. This can help
to ensure that the LTFP reflects, and is reflected in, both the Operational Plan and the Delivery
Program.

The LTFP assumptions, related scenario analysis, financial modelling and risk assessment help
councils determine which activities and services should be implemented during each financial year to
achieve their longer-term strategic initiatives and objectives.

Councils should determine the level of financial risk they are willing to accept and ensure that
mitigations are designed to reduce financial risk to this level or below

Councils should establish a risk appetite as part of their risk management framework. This risk
appetite should set out how much risk will be tolerated by the council and may include specific risk
appetites for different types of risk, including financial risk.

When undertaking their risk management activities, councils should consider whether their financial
risks have been mitigated appropriately, and particularly whether those risks have been mitigated to
within their risk appetite. If the residual risk is determined to be above the appetite, then it may be
necessary to design further mitigations to bring it within appetite.

The council’s Audit, Risk and Improvement Committee may play a role in reviewing the council’s risk
appetite and whether risks have been appropriately mitigated in line with it.

The LTFP, and particularly the scenarios developed, should reflect the key risks identified in a
council’s risk management framework, as well as the level of risk appetite determined by the council.
In this way, the LTFP can be used to identify key risks to the council and can also show the impact of
those risks on the council’s finances.

Councils should document key decisions relevant to the development of the Long-Term Financial
Plan

One of the principles for local government established in the Local Government Act 1993 is that
council decision-making should be transparent and decision makers should be accountable for
decisions. Documenting the decisions of the council’s executive team and other key decision-making
bodies in the council can assist with ensuring that council decision-making is transparent. This
includes recording the reason that decisions were made. This allows for a record of decisions and how
they were arrived at, which can assist the council in developing its LTFP and other IP&R documents.
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4. Introduction

4.1. Financial sustainability in local government

Financial sustainability in local government is the ability of councils to generate, manage and maintain
sufficient resources to meet their current and future financial obligations, and fund levels of service
and infrastructure as agreed with their communities. Principles for sound financial management and
strategic planning are prescribed in the Local Government Act 1993 (LG Act), including that council
spending should be responsible and sustainable. These principles are presented in Appendix 2.

A key aspect of financial sustainability is long-term financial planning. Long-term financial planning

relies on:

. alignment and integration with councils’ strategies and plans to link resourcing requirements
and budgets to planned actions

. collection, analysis and reporting of relevant data to inform planning assumptions, revenue and
expenditure forecasts, sensitivity analysis, risk assessment and financial modelling for different
scenarios

. informed decision makers who have the capability to interpret and assess relevant financial

information to demonstrate how a council’s goals may be resourced and funded

. availability of consistent, quality-assured and accurate performance reporting to assess a
council’s financial position and identify remedial action required

. ongoing monitoring and review that supports both strategic and day-to-day decision-making,
planning updates and continuous improvement.

4.2. Integrated Planning and Reporting framework

The LG Act establishes strategic planning requirements, known as Integrated Planning and Reporting
(IP&R), for councils to bring plans for the future together under one framework (Exhibit 1). IP&R is
intended to provide a way for elected representatives to have meaningful conversations with the
community about priorities and to ensure that resources can be allocated in a way that allows these
priorities to be delivered.
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Exhibit 1: IP&R framework

State Plans and Strategies

Relevant Regional Plans JO Statement of Strategic
and Priorities Regional Priorities

Ongoing monitoring and review
Community Strategic Plan

Resourcing Strategy

Other Council Strategies
and Plans ( Long-Term Financial Plan ]

Examples include:
Disability Inclusion Access Plan
Local Strategic Planning Statement

Environmental Strategies (Asset Management Strategy and PIansJ

[ Workforce Management Strategy )

Ongoing monitoring and review

Source: Office of Local Government.

The IP&R framework includes the following plans and strategies:

. Community Strategic Plan — the highest-level strategic plan with a 10-year or longer timeframe
that identifies the community’s main priorities and aspirations for the future. It outlines
strategies that define how the council will achieve these goals.

. Community Engagement Strategy — a strategy for engagement with the local community when
the council is developing its plans, policies and programs. It helps the council to connect with
the community to inform and determine goals and activities.

. Resourcing Strategy — a strategy that connects the Long-Term Financial Plan (LTFP), asset
management planning and workforce planning, and articulates how the council will allocate
resources to deliver the Community Strategic Plan’s goals.

. Delivery Program — a 4-year program that identifies activities that work towards achieving the
Community Strategic Plan’s goals over the term of the council.

. Operational Plan — a plan that outlines the council’s actions, services and projects for a specific
year, which is intended to align with the actions in the Delivery Program.

Under section 406 of the LG Act and clause 196A of the Local Government (General) Regulation 2021
(LG Regulation), councils must comply with the IP&R Guidelines. These are issued by the Office of
Local Government (OLG) and set out mandatory requirements for each part of the IP&R framework.
The IP&R Guidelines are also supported by the OLG’s Integrated Planning and Reporting Handbook
(IP&R Handbook), which sets out additional best practice guidance.

NSW Auditor-General’s Report to Parliament | Long-term financial planning in local government | Introduction



4.3. Resourcing Strategy

Under section 403 of the LG Act, every council must have a long-term Resourcing Strategy for the
provision of the resources that are required to perform its functions, including implementing the
strategies set out in the Community Strategic Plan.

The Resourcing Strategy plays a critical role because it is intended to integrate with the Community
Strategic Plan, the Delivery Program and the Operational Plan by setting out the resourcing and
financial requirements of each of these plans and ensuring that the council can fulfil these
sustainably.

The Resourcing Strategy has three components:

. The Long-Term Financial Plan
. The Workforce Management Strategy
. Asset Management Planning.

4.4. The Long-Term Financial Plan

The LTFP is a 10-year rolling plan that helps to ensure that councils can remain financially viable and
inform their ability to meet future financial obligations, community aspirations and goals. If this is
done successfully, councils should be able to ensure that strategic goals and activities can be
achieved within council resources. In this way, the LTFP assists councils to ensure that their resources
are sustainably managed.

The LTFP captures the financial implications of asset management and workforce planning. It
integrates with the Community Strategic Plan, the Delivery Program and the Operational Plan by
demonstrating how the council’s goals, activities and actions will be resourced and funded. It is a key
decision-making tool for councillors because it should inform the preparation and delivery of all IP&R
strategies, plans and other council planning documents.

4.5. The Long-Term Financial Plan mandatory requirements

In addition to the requirements of the LG Act and the LG Regulation, the IP&R Guidelines state that the
LTFP mustinclude the following essential elements:

. projected income and expenditure, balance sheet and cash flow statement for the 10-year
period

. the planning assumptions used to develop the LTFP

. sensitivity analysis that identifies the factors and/or assumptions that are most likely to affect
the LTFP

. financial modelling for different scenarios, such as planned, optimistic, and conservative

. methods for monitoring financial performance.

In addition, the IP&R Guidelines require the LTFP to be reviewed and updated at least annually as part
of the development of the Operational Plan and reviewed in detail as part of the 4-yearly review of the
Community Strategic Plan.

The IP&R Guidelines also require the LTFP to be integrated with other IP&R strategies and plans. As
part of this, the LTFP must be used to inform decision-making during the preparation and development
of the Community Strategic Plan and Delivery Program. In addition, the other elements of the
Resourcing Strategy, namely the Workforce Management Strategy and Asset Management Plans, must
be reflected in the LTFP.
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The IP&R Guidelines state that in developing the LTFP, the council must give due regard to promoting
its financial sustainability by:

. progressively eliminating operating deficits

. establishing a clear revenue path for all rates linked to specific expenditure proposals

. ensuring that any proposed increase in services and/or assets is within the financial means of
the council, including a proposed special rate variation

. ensuring the adequate funding of infrastructure maintenance and renewal

. borrowing, where appropriate and financially responsible

. fairly and equitably distributing the rate burden across all rate payers.

The LTFP must be publicly exhibited for at least 28 days, and submissions received by the councilin
that period must be accepted and considered before the final LTFP is adopted by the council.

The IP&R Guidelines state that a council’s LTFP must include methods for monitoring financial
performance. The IP&R Handbook outlines performance indicators that councils may report on. These
indicators include targets to allow councils to benchmark their performance. In conjunction with the
OLG measures, councils are required to report on Delivery Program progress every 6 months and
report financial performance against their original budget at quarterly intervals via their Quarterly
Budget Review Statements (QBRS). These statements outline budget variances and recommendations
if performance is not satisfactory.

The IP&R Guidelines state that Asset Management Plans must contain long-term projections on asset
costs that are then to be reflected in the LTFP. The IP&R Handbook also recommends that the LTFP
should incorporate the lifecycle costings of assets over the 10-year period.

4.6. Otherrelevant council obligations

The LG Act and the LG Regulation have a range of other requirements that impact the development
and monitoring of the LTFP. Under the LG Act, councillors must make all reasonable efforts to acquire
and maintain the skills necessary to perform their role. To support this, the LG Regulation requires
councils to ensure that:

. induction training is delivered to newly elected mayors and councillors

. refresher training is provided for returning mayors and councillors in the first 6 months after
each ordinary council election

. the mayor and councillors have access to ongoing training and professional development
throughout their term.

The OLG’s Councillor Induction and Professional Development Guidelines cover suggested training
content and capability attributes for councillors and the mayor. The training content includes how to
interpret and understand financial information, the council’s LTFP and other components of a
council’s Resourcing Strategy, including revenue and expenditure sources.

Under section 428A of the LG Act, each council must have an Audit, Risk and Improvement Committee
(ARIC) to independently review and advise on aspects of the council’s operations. These include
financial management and the implementation of the Community Strategic Plan and the Delivery
Program and strategies, such as the LTFP. The OLG’s Guidelines for Risk Management and Internal
Audit for Local Government in NSW outline suggested responsibilities for ARICs, including to review
and provide advice on:

. the adequacy and effectiveness of the council’s IP&R processes

. whether appropriate reporting and monitoring mechanisms are in place to measure progress
against objectives

. whether the council is successfully implementing and achieving its IP&R objectives and
strategies.
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4.7. Previous reviews of long-term financial planning

Financial management, planning and sustainability are some of the local government sector’s highest
risk areas. Several reviews, inquiries and reports have addressed the financial planning risks and
issues facing councils. Some of these reviews have commented on the LTFPs and their use by
councils.

In 2024, the NSW Parliament released the ‘Ability of local governments to fund infrastructure and
services’ report. The focus of this inquiry was the financial sustainability challenges faced by councils.
Challenges cited in the report include rate income limitations, the growing costs of delivering services
and infrastructure, and external impacts such as natural disasters. One of the recommendations of
the reportincluded ensuring that there is a greater focus on the IP&R framework and its use as a
planning tool for councils.

The Auditor-General’s ‘Local government 2025’ report outlined the extent of compliance with the
essential elements of the LTFP in the IP&R Guidelines. The report’s findings include that some regional
and rural councils need to improve their sensitivity analysis and methods for monitoring financial
performance. Exhibit 2 presents the results of this analysis across the sector.

Exhibit 2: Councils’ compliance with LTFP elements in 2025

LTFP elements Metropolitan (%) Regional (%) Rural (%)

Income and expenditure, balance sheet and cash 100 97 100
flow statement

Sensitivity analysis 100 92 85
Financial modelling for different scenarios 91 78 73
Methods for monitoring financial performance 100 89 84
Clearly define key assumptions used for revenue, 100 94 95

expenditure and financial challenges

Source: Audit Office of NSW.

4.8. Aboutthe audited councils

This audit considers 2 regional councils: Port Stephens Council and Armidale Regional Council.
Exhibit 3 outlines each Council’s local characteristics.

Exhibit 3: Council characteristics

Characteristics Port Stephens Council Armidale Regional Council
Classification Regional Regional

Location Hunter region New England region
Area (km?) 858 7,809
Population 78,906 29,646
Population change over 5 years (%)’ +5.8% -3.9%
Workforce total (full-time equivalent) 518 310

IPP&E net asset value? 1,731,980 1,285,964

FY2024-25 ($°000)

" Based on the most recent OLG data.
2 Net infrastructure, property, plant and equipment (IPP&E) value as at financial year 2024-25.
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Characteristics

Port Stephens Council

Armidale Regional Council

Net operating result
FY2024-25 ($°000)

Net operating result before grants and
contributions provided for capital
purposes

FY2024-25 ($°000)

Special rate variation

36,354

(1,060)

Permanentincrease of 31.29%
over FY 2023-24 to FY 2025-26

30,496

(5,498)

Permanent increase of 58.8%
over FY 2023-24 to FY 2025-26

Source: OLG and council data.
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5. Port Stephens Council

5.1. Conclusion

Port Stephens Council has effectively developed its Long-Term Financial Plan (LTFP). The Council
included all of the essential elements of the Integrated Planning and Reporting Guidelines in its
2025-35 LTFP, except scenario modelling which it has now included in the draft 2026-36 LTFP. As
required by the Integrated Planning and Reporting framework, the LTFP is informed by appropriate
data and modelling, and is integrated with most of the Council’s other strategies and plans.

Port Stephens Council regularly monitors and reports on performance against the LTFP to the
executive team and the elected council. The Council measures performance using the OLG

performance indicators and benchmarks.

5.2. Recommendations

By June 2027, and in the planning and adoption of future Long-Term Financial Plans, Port

Stephens Council should:

1. include financial modelling for different scenarios as required by the Integrated Planning and

Reporting Guidelines

2. identify and implement mitigations for financial risk to bring the residual risk within its risk
appetite
3. ensure the financial modelling reflects and is consistent with the assumptions set out in the

Long-Term Financial Plan.

5.3. About the Council

Exhibit 4: Port Stephens Council - Key financial statements data

FY2022-23 FY2023-24 FY2024-25

Port Stephens Council
$°000 $°000 $°000
Total income from continuing operations 188,430 206,490 205,223
Total expenses from continuing operations 147,318 159,562 168,869
Net operating result 41,112 46,928 36,354
Net operating result before grants and 8,770 6,148 (1,060)

contributions provided for capital purposes

Source: Port Stephens Council financial statements
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Financial challenges and risks

Port Stephens Council’s LTFP identifies several key financial challenges that place ongoing pressure
on its long-term financial sustainability. For example, revenue growth has not kept pace with increases
in operating costs, leading to an imbalance between the Council’s income and expenditure, which has
been exacerbated by a sustained period of high inflation. The Council has also identified reliance on
commercial revenue streams as a financial risk, with independent analysis in 2022 demonstrating the
vulnerability of these revenue streams to external shocks, including state-mandated COVID-19
lockdowns.

In addition, Port Stephens Council anticipates an increase in the frequency and severity of natural
disasters, which may result in significant unplanned expenditure and cash flow pressure. From
financial years 2023-24 to 2025-26, the Council has been subject to 5 natural disaster declarations
including fires, storms and floods. The Council’s capacity to respond to the impact of disaster events
is partially dependent on the availability of external funding. While the Council has implemented
mitigation measures, including the establishment of a specific natural disaster financial reserve, these
challenges remain largely external in nature and require ongoing monitoring to manage risks to
financial sustainability.

Special rate variation

Inits 2022-32 LTFP, Port Stephens Council forecast operating deficits from 2026 onward. After
consulting an independent expert, the Council applied to the Independent Pricing and Regulatory
Tribunal (IPART) to increase rates above the cap level, set by IPART, in order to maintain service levels
and restore financial sustainability. The Council’s special rate variation (SRV) application was
approved on 15 June 2023, allowing the Council to increase rates annually by 9.5% for 3 consecutive
years (a cumulative increase of 31.29%). The SRV began on 1 July 2023 with rates increased each year
until financial year 2025-26.

Capital works and assets

Most of the Council’s planned capital spending is focused on renewing and maintaining existing
infrastructure and assets rather than delivering new assets. Capital expenditure is primarily directed
at renewing core infrastructure, with the largest share allocated to roads, bridges, footpaths and car
parks. The Council is responsible for assets valued at $1.7 billion as at 30 June 2025. Key asset groups
include transport infrastructure (40%), land and buildings (29%), stormwater drainage (17%) and
Newcastle Airport infrastructure (9%). The Council’s total road length (including local and regional
roads) is 744.9km with a metre road length per capita of 9.4.

The LTFP shows that no new major capital works are planned over the next 10 years unless they are
fully funded through developer contributions, voluntary planning agreements, reserves or confirmed
grants. Consistent with this approach, the Community Strategic Plan does not identify any significant
new capital works to 2035. Through community feedback, the Council has determined that priority
areas for investment include road maintenance, the condition of public spaces, and the protection of
the natural environment and waterways.

Newcastle Airport

Port Stephens Council and Newcastle City Council jointly control Newcastle Airport, although the
airport functions under its own structure. This means that the Council does not manage the airport’s
day-to-day operations. The Council may receive an annual dividend through its share in the airport,
which contributes to its non-rate revenue. However, Port Stephens Council has not received a
dividend from the airport since 2019 and does not expect to receive one until 2027.
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5.4. Developing and integrating the Long-Term Financial Plan

Port Stephens Council’s LTFP complies with all of the essential elements, except for scenario
modelling

In line with mandatory requirements, Port Stephens Council has prepared and adopted a LTFP that
covers a 10-year period. The Council’s previously adopted LTFPs have each included the essential
elements of key planning assumptions, balance sheet and cash flow statements, and projected
income and expenditure figures. The 2025-35 LTFP also identifies the methods used by the Council to
monitor its financial performance.

In 2022, Port Stephens Council reviewed its LTFP to comply with the requirement that a detailed
review occurs every 4 years as part of the Community Strategic Plan review. This is in addition to the
requirement for an annual update of the LTFP, which the Council complied with in each year of the
audit period. The current 2025-35 LTFP was exhibited on the Port Stephens Council website for public
consultation for a minimum of 28 days before it was adopted by the Council in line with requirements.

Although it is mandatory, Port Stephens Council did not include scenario modelling in its 2024-34 or
2025-35 LTFPs. The Council advised that this was because the SRV for financial years 2023-24 to
2025-26 restricted the use of additional revenue for the purposes approved by IPART as part of the
SRV application. It also advised that it would include scenario modelling once the SRV was fully
incorporated. The draft 2026-36 LTFP includes scenario modelling.

The IP&R Guidelines require sensitivity analysis to identify the factors or assumptions most likely to
affect the LTFP. During the audit period, Port Stephens Council’s LTFP included sensitivity analysis
based on key financial variables moving by 1%, then determined if this would have a high, medium or
low impact on the Council’s finances. The sensitivity analysis also assessed the Council’s level of
control over each variable.

Port Stephens Council has considered financial sustainability in developing its LTFP

The IP&R Guidelines state that, in developing its LTFP, a council must give due regard to promoting the
financial sustainability of the council. A component of financial sustainability is the elimination of
operating deficits. In its 2022-32 LTFP, the Council forecast operating deficits from 2026 onward. The
Council applied for a SRV, which allowed it to increase its rates above the cap set by IPART. The
purpose of the SRV was to eliminate these forecast budget shortfalls and allow the Council to
maintain its level of service to the community. This request was approved by IPART in 2023.

The 2025-35 LTFP incorporates the final year of the 3-year SRV that began in the financial year
2023-24. The SRV has generated an additional $2.5 million in 2023-24 and $6.2 million in 2024-25.
The Council’s projections in the 2025-35 LTFP indicate that it should have a positive operating result
for each year over the 10-year period.

The Council developed a Financial Sustainability Strategy for 2023-26. The strategy identifies 6
objectives designed to ensure the sustainable management of financial resources by the Council,
which are outlined in the 2025-35 LTFP. Each objective has action items, some of which relate to the
LTFP. These include the implementation of monthly councillor finance briefings, cash flow reporting
and forecasting, and strengthening linkages between the Council’s LTFP and other resourcing
documents. Scenario modelling is also listed in the strategy as a high-priority action item for the LTFP,
although it was not included in the 2024-34 or 2025-35 LTFPs.

In 2024, the Council began reporting to the executive team on progress against the action items in the
Financial Sustainability Strategy. Over time, the Council has continued to add action items against
each of the 6 objectives in the strategy. As at October 2025:

. 32 of 51 (63%) action items were completed
. 17 of 51 (33%) action items were in progress
. 2 of 51 (4%) action items had not started.
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A key aspect of the 2023-26 Financial Sustainability Strategy is the establishment of a resilience fund
thatis financed through surplus non-rate revenue. Established in 2023, the fund aims to promote
financial sustainability by allowing the Council to invest in significant infrastructure and other projects
that are aligned with the Council’s strategic priorities, without needing to redirect funds from existing
projects or business as usual activities. The amount of surplus revenue to be allocated is determined
by the Council’s Financial Services Manager at the end of each financial year. The fund is also due to
receive dividends from the Newcastle Airport when those payments to the Council resume.

Allocations into the resilience fund are included in the financial projections of the 2025-35 LTFP. The
resilience fund may also be used for financial investments, with the returns from any investments
allocated back into the fund. As of January 2026, the balance of the resilience fund was $3.5 million.

There is insufficient documentation of key decisions and discussion related to developing and
updating the LTFP

The LG Act outlines principles that councils should apply when exercising their functions and
decision-making. These include that decision-making should be transparent and decision makers are
to be accountable for decisions and omissions. Under the State Records Act 1998, councils must
make and keep full and accurate records of their activities.

Port Stephens Council was able to provide evidence of LTFP-relevant presentations that were made to
the executive team. However, no minutes or records of discussions, actions or outcomes from these
briefings were recorded. Not documenting these discussions limits the transparency around the
decision-making relating to the development of the LTFP. It also means that the Council cannot
demonstrate that it updated the LTFP in line with its documented process.

The Council was also able to provide evidence of LTFP-relevant presentations that were made during
informal briefings to the elected council. Similarly, no minutes or records of discussions or actions
were recorded. The informal briefings to the elected council were not ordinary council meetings and
did not involve formal decision-making by the elected council. The Council advised that these informal
briefings ceased following the release of the revised Model Code of Meeting Practice (the Code) in
2025, but the council is reassessing this as a result of the 2025 version of the Code being disallowed
by the Legislative Council in May 2026.

Port Stephens Council is identifying and monitoring financial risks

Arisk appetite statement describes the amount of risk an organisation is willing to accept in pursuing
its strategic objectives. Port Stephens Council has developed a risk appetite statement that
articulates the type and amount of risk the Council is willing to pursue or retain in pursuit of its
Community Strategic Plan. The Council’s risk appetite statement defines financial risk as the risk of
the Council failing to maintain financial viability to sustainably fund strategic initiatives and meet its
obligations and service standards as they become due. The Council has determined that it has a low
appetite for financial risk.

To help manage its financial risks, the Council maintains a financial services risk register and includes
financial risks on its enterprise risk register. The financial services risk register identifies risks that are
specific to the Council’s financial services section. The enterprise risk register includes risks to all
areas of the Council which includes the risks identified in the financial services risk register.

There are no risks associated specifically with the LTFP in either register, although both registers list
the LTFP as a control for some of the financial risks. Both registers identify a financial risk related to
revenue, performance and sustainability. The Council defines this as the risk that revenue streams are
not fit for purpose and/or underperform, and that revenue sources operated and relied on by the
Council are not optimised and/or do not adequately fund the Council's operations. This risk is rated as
inherently high across both registers.
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Port Stephens Council has articulated a low appetite for financial risk but accepts a ‘high’
residual risk for revenue performance and sustainability, which is above the target rating

For eachriskin its enterprise risk register, the Council records:

. the causes, impacts and controls

. the target rating and the residual risk rating

. whether the residual risk has been accepted by the Council

. if accepted, the rationale for why the residual risk has been accepted.

The enterprise risk register indicates that for the risk to revenue performance and sustainability, the
residual rating is high and that this has been accepted. This residual risk rating of high is greater than
the target risk rating of medium. The risk is reviewed quarterly by the General Manager.

The Council has not documented the rationale for accepting this level of residual risk within the
register, despite it being above the target rating and the Council’s tolerance for financial risk being low.
While the Council has implemented additional mitigations over time, including the SRV and its
Financial Sustainability Strategy, the residual risk rating remains above the Council’s risk appetite.

Port Stephens Council is monitoring key risk indicators against its revenue performance and
sustainability risk

The Council’s risk management plan states that a key risk indicator (KRI) must be developed for
inherently high and extreme risks. The KRI should monitor changes to the risk, as well as the quality of
the controls for the risk. The Council has developed KRIs to monitor its revenue performance and
sustainability risk. Some of these include:

. rates collection

. the performance of the Council’s investment portfolio

. non-rate revenue

. restricted and unrestricted cash levels

. income and operational expenditure against budget for each directorate and for the Council as
awhole.

The Council monitors and reports performance against the KRlIs to the elected council each month.
The benchmark levels are determined by considering the Council’s risk appetite statement and
include input from the executive team. The Council’s reporting indicates that it has generally met
these benchmarks over the audit period. Where a benchmark has not been met, the Council’s staff
provide explanations and advice to the executive team and elected council as part of the monthly
reporting process.

The Council’s Audit, Risk and Improvement Committee reviews the LTFP and monitors relevant
financial risks

Port Stephens Council has established an Audit, Risk and Improvement Committee (ARIC) that meets
quarterly, is governed by a terms of reference, and reports to the Council. The ARIC’s terms of
reference include a responsibility to provide assurance and advice on a range of topics, including the
Council’s governance, compliance and risk management.

Each year during the audit period, the ARIC reviewed the draft LTFP before the elected council formally
adopted the final LTFP. The ARIC also reviewed the Council’s annual financial statements, which
include key financial sustainability indicators.

Risk management is a standing agenda item for the ARIC, and the Council provides risk management
updates every meeting. These include any changes to enterprise risk levels from the previous meeting,
any emerging risks, and any incidents that have occurred that relate to the risks. The reporting
identifies which KRIs are outside of the Council’s risk appetite for further discussion by the ARIC,
including the risk to revenue performance and sustainability.
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The Council also provides the ARIC with KRI reporting each meeting. However, for financial
performance, the reporting only includes the monthly KRIs for income and operational expenditure
against budget for each directorate and for the Council as a whole. The ARIC has not requested that
the other KRIs that were developed to manage the Council’s high-rated risk to revenue performance
and sustainability be provided for review.

Port Stephens Council provides professional development for councillors to support the elected
council in understanding financial information and the LTFP

Port Stephens Council provides induction training for newly elected councillors. One aspect focuses
on the LTFP and financial statements. The induction training provides an overview of the Council’s
main sources of revenue and expenditure as well as the financial reporting required by the IP&R
Guidelines. Council staff also provide specific LTFP training to councillors, which provides details on
the LTFP process, the financial statements and projections, and key projects that are incorporated
into the LTFP (such as the SRV and any upcoming major capital projects). In October 2024, 9 of the 10
councillors attended the induction training.

Councillors also complete a councillor professional development plan which is reviewed each year.
There are capabilities in the development plan that relate specifically to finance, such as being able to
discuss implications of the Council’s LTFP, audited financial statements and budget reviews.
Councillors are required to self-assess their capability against each area in the plan on a 5-point scale.
The Council advised that it would arrange opportunities for additional finance training for a councillor
if they rated their financial capability as low (1 out of 5) on the development plan.

The LTFP is integrated with the Workforce Management Strategy and the Strategic Asset
Management Plan

The Council outlines its workforce planning in the Workforce Management Strategy. Details about the
Council’s assets, the management of these assets (including any planned maintenance) and its
capital works program are outlined in the Strategic Asset Management Plan. The Workforce
Management Strategy and the Strategic Asset Management Plan list projects and initiatives that
describe how the Council intends to use its workforce and asset resources to deliver the
commitments in the Community Strategic Plan.

In its LTFP model, the Council maintains a consolidated list of these projects and initiatives, which
includes budgets for projects scheduled for completion in the current or next financial year. The value
of these projects is incorporated into the LTFP and projected over a 10-year period. The executive
team then reviews this information and allocates budgets to each business unit, ensuring they can
deliver on Workforce Management Strategy and Strategic Asset Management Plan commitments that
support the Delivery Program and the Operational Plan.

The Council’s Strategic Asset Management Plan indicates that the Council has a high degree of
confidence in the data used to assess the condition of its assets and a moderate degree of confidence
in data relating to the functioning of assets. This indicates that the LTFP is based on generally reliable
asset data. The 2024-25 financial audit performed by the Audit Office of NSW did not identify any
issues with the Council’s asset data.

To support financial sustainability, the Council only includes asset renewal or rehabilitation projects in
its capital works program if they are fully funded through the LTFP or have confirmed grant funding.
Routine maintenance activities are not included in the capital works program as these are undertaken
through business-as-usual activities. The Council advised that asset condition (for example, poor,
good or excellent) is reviewed annually, and feedback gathered through community satisfaction
surveys also informs which projects are prioritised for funding.

The LTFP is integrated with the Delivery Program but not with the Operational Plan

The Council’s 2025-29 Delivery Program and its 2025-26 Operational Plan provide a detailed list of the
actions to be undertaken by the Council to achieve the outcomes in the Community Strategic Plan.
The Council’s Delivery Program sets out the actions to be completed to fulfil the Community Strategic
Plan and provides an estimated total cost to complete these actions over the 4-year period. The
Council maintains an internal worksheet that estimates the total yearly costs to complete the projects
in the Delivery Program and these costs are incorporated into the financial projections in the LTFP.
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The IP&R Guidelines state that the Operational Plan must include a detailed budget for the actions to
be undertaken in that year. The Council’s 2025-26 Operational Plan does not provide any cost
information or resourcing requirements for any action that it lists. The Council’s 2 previous
Operational Plans also did not include cost information for listed actions. This limits the integration
between the action items listed in the Operational Plan and the resourcing that is required to achieve
those items, as set out in the LTFP.

Port Stephens Council participated in the IP&R peer review program led by the OLG that ran between
2023 and 2024. As part of this program, the Council’s 2023-24 Operational Plan was assessed against
the requirements in the IP&R Guidelines. The peer assessment of the Council’s 2023-24 Operational
Plan indicated that there should be stronger links between the Operational Plan and the budget as no
budget was provided for action items.

Port Stephens Council analyses relevant internal and external data to inform its LTFP model
assumptions and documents the determination of each assumption

Port Stephens Council collects and analyses relevant external data to inform the LTFP model
assumptions. For example, the Council has used the Australian Bureau of Statistics' Consumer Price
Index data to help inform its assumptions about user fees and charges, and materials and services
inflation. It also analyses the waste levy rates set by the NSW Environment Protection Authority to
inform its assumption about other expenses.

In addition, the Council analyses its own data to inform some of the LTFP model assumptions. For
example, the Council analyses the historical performance of its investment returns to determine the
assumption for cash and investment returns. For the assumption about other revenue, the Council
analyses the historical growth rate year on year since 2017 to determine the assumed rate for future
years to be used in the LTFP model.

The data and the determination of the assumptions are documented in internal workpapers. There is a
workpaper for each model assumption used to develop the 2025-35 LTFP. The workpapers set out the
data sources, methodology, and analysis for determining the assumptions. When relevant, the
workpapers also identify any standards (such as those set by the Australian Accounting Standards
Board) that are considered when developing the assumptions.

Some of the assumptions used by the Council in its financial projections for the LTFP are
inconsistent with the assumptions documented in the LTFP

The IP&R Guidelines state that the Council must review the financial modelling assumptions used to
update the LTFP. This requirement is incorporated into the Council’s internal process map for the
LTFP, which includes steps for updating the assumptions stated in the LTFP to reflect assumptions
used in the model and to review the related commentary to ensure it is still relevant. While no new
assumptions have been included in the modelling, the Council updated the values in the assumptions
table in the LTFP each year of the audit period.

The audit identified inconsistencies between the assumptions documented in the 2025-35 LTFP and
those used in the financial model. As shown in Exhibit 5, these differences affected forecast revenues.
For example, while the 2025-35 LTFP states that additional rate assessments would be 200 per year,
the model used to generate the forecasts applied a value of 250 for one year. This resulted in forecast
rate assessment revenue being $50,000 higher in the following financial year and 0.1% higher in total
over the 10-year period to 2035.

Similarly, the LTFP model applied a 2.5% increase for user fees and charges from 2029 onward, rather
than the 3% that was documented in the LTFP. This resulted in forecast user fees and charges revenue
being approximately $200,000 lower in the following financial year and 1.5% lower in total over the 10-
year period to 2035. The Council advised that both of these inconsistencies were administrative
errors.
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Exhibit 5: Inconsistencies between documented assumptions and those applied in the 2025-35

LTFP model
Years Assumption Assumption Difference in Difference in
Assumption impacted documentedin usedinLTFP projection for projection over
= LTFP model next FY ($) 10 years (%)
Additional rate 2026 200 250 $50,000 0.1%
assessments
peryear
User fees and 2029 onward 3.0% 2.5% $-202,250 -1.5%
charges

Source: Audit Office analysis of Port Stephens Council 2025-35 LTFP and 2025-35 LTFP model.

There were also inconsistencies in the values documented for certain assumptions and the values
applied in the model for the 2024-34 LTFP. These inconsistencies related to assumptions about:

. additional rate assessments per year
. user fees and charges

. rates growth

. rentalincome

. employee costs

. materials and services.

Most of these inconsistencies have since been corrected in the 2025-35 LTFP model.

The Council’s process map for updating the LTFP does not include steps to ensure that the updated
assumption values in the table are accurately incorporated into the financial model used to generate
the financial statement forecasts. Council staff have advised that there are informal quality assurance
checks to ensure that the financial modelling is accurate. However, without formal quality assurance
processes for updating the values of the assumptions and ensuring they are accurately applied, these
deviations may not be identified when updating the LTFP in the future. This may lead to the Council not
accurately forecasting the resources available to achieve its Delivery Program and Operational Plan
commitments.

5.5. Monitoring and reviewing the Long-Term Financial Plan

Port Stephens Council uses the OLG performance indicators, and has developed its own
measure, to assess performance against its LTFP

Port Stephens Council has identified each of the OLG key performance indicators (KPIs) and
benchmarks in its Resourcing Strategy. The LTFP identifies all of the KPIs relevant to monitoring
financial performance, and the Strategic Asset Management Plan identifies the asset maintenance
ratio and infrastructure backlog ratio that are relevant for monitoring asset financial sustainability. The
LTFP and the Strategic Asset Management Plan provide a description of how the metrics are being
calculated by the Council as well as the relevant OLG benchmark for each.

Port Stephens Council calculates its ‘own source operating revenue ratio’ differently from the OLG’s
recommended approach and the approach set out in the Council’s LTFP. The ratio is designed to
measure the degree to which the Council relies on external funding sources, such as operating grants
and contributions. In the LTFP, the Council describes the calculation of this ratio as being inclusive of
capital grants and contributions, aligning with the OLG’s calculation of the ratio. However, Port
Stephens Council does not include capital grants and contributions when calculating the value of the
ratio. This means that the result for this metric reported by Port Stephens Council is more positive
than what would be reported using the definition provided in the LTFP. This deviation is not explained
in the LTFP or other reporting.
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In addition to the OLG indicators, Port Stephens Council has also opted to report on its own metric to
assess financial sustainability. In its 2025-35 LTFP, the Council includes reporting and forecasting of
its ‘underlying result’, which measures the Council’s budget position after one-off expenses and
income items are removed. The Council advised that it does this to provide a more accurate
representation of underlying financial performance without the impact of unusual or extraordinary
income and cost items. The target for the metric is ‘better than budget’ when compared to the end of
year budgeted result reported in the financial statements.

Port Stephens Council forecasts its performance against 5 of the OLG benchmarks

Although the IP&R Guidelines do not require the Council to do so, Port Stephens Council forecast
most of the benchmarks against the target levels each year during the audit period. In its 2025-35
LTFP, the Council forecast that it will meet each of the OLG benchmarks of financial performance that
it measures for the 2025-26 financial year and across the rest of the 10-year period of the LTFP. The
Council forecast the value of its own underlying result metric over the 10-year period, but these
forecasts were not compared to the relevant target.

Port Stephens Council did not forecast all of the OLG benchmarks in its 2025-35 LTFP. The Council
advised that it did not forecast the outstanding rates and annual charges benchmark because it does
not relate to budgeted income or expenditure or to any assumptions in the LTFP model. In addition, the
Council advised that it did not forecast the unrestricted current ratio due to fluctuations in cash
movements. The Council’s draft 2026-36 LTFP shows that it has started to forecast these OLG
benchmarks.

The Council also advised that it did not forecast the asset maintenance ratio or the infrastructure
backlog ratio because forecasting asset condition is subjective, relying on professional judgement
following asset inspections and assumptions about future asset usage. The value of these ratios is not
forecast in the Council’s draft 2026-36 LTFP.

The current year and the following 3 years of forecast results as well as the relevant benchmarks are
shown in Exhibit 6.

Exhibit 6: Council’s predicted financial performance, based on the 2025-35 LTFP’s financial

modelling
OLG performance indicator OLG benchmark FY25-26 FY26-27 FY27-28 FY28-29
Operating performance ratio > 0% 4% 4% 5% 5%
Own source operating revenue >60% 92% 92% 92% 92%
ratio
Unrestricted current ratio >1.5 n/a n/a n/a n/a
Cash expense cover ratio* >3 months 7.7 8.1 8.9 8.9
Outstanding rates and annual <10% (rural/ regional) n/a n/a n/a n/a
charges
Debt service cover ratio >2 4.2 4.1 4.6 3.1
Asset maintenance ratio >100% 108.2% n/a n/a n/a
Infrastructure backlog ratio <2 3.3 n/a n/a n/a
Building and infrastructure >100% 152% 136% 109% 111%

renewal ratio**

* Includes restricted and unrestricted funds.

*x Port Stephens Council reports this metric as ‘capital expenditure ratio’ in its 2025-35 LTFP.
n/a Indicates that Port Stephens Council does not forecast this metric.

Source: Port Stephens Council internal modelling — consolidated figures.
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The Council’s data indicates that it will meet the own source operating revenue ratio benchmark of
60% regardless of whether capital grants and contributions are included or excluded. The Council’s
forecast of the own source operating revenue ratio that excludes capital grants and contributions is
greater than 90% each year. If the Council did include capital grants and contributions, the own
source operating revenue ratio would still be above the benchmark of 60%. The ratio would be
approximately 86% in 2026 and 89% from 2027 onward.

Port Stephens Council regularly reports to the elected council on the performance against its
LTFP

The Council is required to provide Quarterly Budget Review Statements (QBRS) to the elected council
on its financial performance. The QBRS give the elected council recommendations for budget
adjustments and provides reasoning for any such adjustments each quarter. There are 3 QBRS each
financial year —in September, December and March. The updated LTFP is adopted in the June quarter
and so a QBRS is not provided in that quarter.

In addition to these statements, staff from the finance business unit prepare presentations for the
elected council that demonstrate the Council’s performance against the financial performance
indicators each quarter. The Council also reports to the elected council on other financial measures
and KRIs - such as restricted and unrestricted cash levels — in the QBRS and on a monthly basis as
part of its regular reporting.

Council staff also report regularly to the executive team. This includes the QBRS that are presented to
the elected council as well as monthly reporting on the financial performance and KRIs for each
directorate area. Council staff also provide the executive team with progress reports throughout the
year on the action items listed in the Financial Sustainability Strategy.
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6. Armidale Regional Council

6.1. Conclusion

Armidale Regional Council has not effectively developed its Long-Term Financial Plan (LTFP). While
the Council’s 2025-35 LTFP includes the essential elements of the Integrated Planning and Reporting
Guidelines, the analysis in the plan lacks detail and there are deficiencies in the asset data used to
inform the LTFP. Further, Armidale Regional Council did not update its LTFP as part of developing the
2024-25 Operational Plan as required by the Integrated Planning and Reporting Guidelines.

The LTFP is not integrated with Armidale Regional Council’s other strategies and plans. The Council is
not proactively monitoring its financial risks and integrating them into the LTFP. The lack of integration
limits the Council’s ability to use the LTFP to accurately forecast its future financial position.

Armidale Regional Council measures its performance against the LTFP using the OLG performance
indicators and benchmarks. However, the Council executive does not report regularly to the elected
council on progress and is not fully informing the elected council of the long-term financial position
and performance.

6.2. Recommendations

By June 2027, and in the planning and adoption of future Long-Term Financial Plans, Armidale
Regional Council should:

4, identify, implement and monitor mitigations for financial risk to bring the residual risk within its
risk appetite

5. ensure that the Long-Term Financial Plan identifies and incorporates the implementation costs
of all key elements of Integrated Planning and Reporting

6. ensure that the asset data in the asset registers is up to date, including by addressing the
findings of the asset management maturity assessment

7. include more detailed sensitivity analysis and scenario planning in the Long-Term Financial
Plan as required by the Integrated Planning and Reporting Guidelines

8. provide regular reporting of current financial information to the elected council as required by
statutory timeframes to ensure that its financial position is appropriately monitored.

6.3. Aboutthe Council

Financial challenges

Inits 2022-32 LTFP, Armidale Regional Council forecast operating deficits resulting in operational and
service decline without the intervention of a special rate variation (SRV). In February 2023, the Council
applied to the Independent Pricing and Regulatory Tribunal NSW (IPART) to increase rates above the
cap in order to eliminate its general fund operating deficit, deliver on initiatives and services outlined
in its strategic planning, and meet asset renewal funding requirements.
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On 15 June 2023, IPART approved the SRV application, allowing the Council to increase its rates over
financial years 2023-24 to 2025-26 by a cumulative increase of 58.8%. This allowed the Council to
raise an additional $18.9 million in total general income over this period. The SRV began on 1 July 2023
and increased each subsequent year until the 2025-26 financial year.

The Council’s current 2025-35 LTFP base model scenario forecasts an operating surplus for the
general fund in all financial years except 2028-29 and 2032-33. However, asset maintenance and
renewal are forecast to remain a major challenge for Armidale Regional Council. The Council’s low
population density presents a challenge to raise own source revenue to meet infrastructure asset
maintenance and renewal requirements and this is reflected in the forecasts.

The Council is responsible for assets valued at $1.3 billion as at 30 June 2025. Key asset groups
include transport infrastructure (50%), water supply (16%), land and buildings (13%), and sewerage
network (8%). The Council’s total road length (including local and regional roads) is 1,861 km with a
metre road length per capita of 62.8.

Between financial years 2020-21 and 2024-25, the Council delivered $89 million on infrastructure
asset maintenance and $64 million on infrastructure asset renewals. Despite this, the share of
infrastructure assets in need of renewal rose from 9.7% in 2020-21 to 31.1% in 2024-25. The Council’s
LTFP base model scenario forecasts indicate that the funding requirements to maintain and renew
assets will not be met, with sustained decline from financial year 2027-28 onward.

Significant ongoing expenditure is required to maintain these assets to a satisfactory condition and to
meet the community’s service expectations. The Council must ensure adequate funding for asset
renewal. The Council’s financial modelling and scenarios are discussed further below.

Exhibit 7: Armidale Regional Council - key financial statements data

FY2022-23 FY2023-24 FY2024-25

Armidale Regional Council
$°000 $°000 $°000
Total income from continuing operations 140,257 133,592 135,298
Total expenses from continuing operations 112,331 98,465 104,802
Net operating result 27,926 35,127 30,496
Net operating result before grants and (294) 4,761 (5,498)

contributions provided for capital purposes

Source: Armidale Regional Council financial statements.

Significant impacts and capital works

In 2019, the Council experienced its driest and warmest conditions on record. From financial years
2020-21 to 2025-26, it endured 11 natural disasters including fires, storms and floods. These events
resulted in the Council committing to unprecedented capital expenditure to restore damage to the
Kempsey-Armidale Road and address water security risks. The Council has identified that, without
major supply augmentation, the local government area’s (LGA) water supply cannot meet demand
during drought. The 2025-26 budget for capital works is $167 million, with $98.8 million dedicated to
the Kempsey-Armidale Road restoration.

A significant number of complex capital works projects are being scheduled and planned by the
Council; these link to the Community Strategic Plan and the Local Strategic Planning Statement’s
(LSPS) growth aspirations. The LSPS identifies planned actions that aim to increase the LGA’s
population by 10,000 people and generate 4,000 new jobs in the LGA by 2043. Key actions include
increasing airport capacity, developing new employment zoned lands to support horticulture,
renewable energy and manufacturing growth, and expanding water security and supply infrastructure.
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6.4. Developing and integrating the Long-Term Financial Plan

Armidale Regional Council’s LTFP includes the essential elements set out in the Integrated
Planning and Reporting Guidelines

The Council’s LTFP meets the essential elements of the IP&R Guidelines by having 10-year projected
budgets for income and expenditure, and balance sheet and cashflows for general, water, sewer and
consolidated funds. The LTFP identifies operating revenue, operating expenditure and capital
assumptions.

The Council’s sensitivity analysis identifies inflation, interest rates, financial assistance grants and
unexpected events as factors that may affect the LTFP. However, the sensitivity analysis is descriptive
and does not apply long-term projections to identify the impact that fluctuations in these factors may
have on the Council’s future revenue and expenditure.

The Council has included 2 scenarios that mostly have the same assumptions: one considers a
scenario where water rates do not increase and the other considers a scenario where they do
increase. No other scenarios are included in the LTFP.

The LTFP outlines the Council’s methods for monitoring performance against forecast budgets and
actual expenditure. These include monitoring performance against the OLG key performance indicator
(KPI) benchmarks in the Council’s annual audited financial statements and the Quarterly Budget
Review Statements (QBRS).

The IP&R Guidelines also state that in developing the LTFP, due regard must be given to promoting the
financial sustainability of the Council. The LG Act outlines principles of sound financial management,
which include considering sustainability to ensure responsible service and infrastructure spending.
The Council considers financial sustainability in the LTFP and challenges to that sustainability, such
as asset renewal, operating performance, external environmental impacts and its cash position.

Armidale Regional Council has not regularly updated its LTFP as required

Armidale Regional Council has not updated or reviewed its LTFP on an annual basis. The Council’s
2022-32 LTFP was adopted in January 2023 as part of the Council’s application to IPART for a
permanent SRV. The Council stated that the LTFP would be updated once IPART’s decision was
known.

However, following IPART’s approval in June 2023, the Council did not review or update the LTFP for
financial year 2023-24 or adopt a LTFP to cover financial years 2024-34 as part of the development of
the 2024-25 Operational Plan. That is, the plan was not reviewed or updated between January 2023
and April 2025. The LTFP was most recently reviewed and updated as part of the development of the
Operational Plan and the Delivery Program for financial year 2025-26. This version was exhibited on
the Council’s website for public consultation for 28 days prior to being adopted on 30 June 2025.

The Council is required to update its LTFP at least annually to highlight factors that may affect the
Operational Plan. Regular reviews and updates also assist councils to create relevant scenarios to
navigate potential challenges and mitigate financial impacts over the period of the Delivery Program
and in the long-term.

Armidale Regional Council’s executive team discussions and key decisions about long-term
financial planning are not documented

The LG Act outlines principles that councils should apply when exercising their functions and
decision-making. These include that decision-making should be transparent and decision makers are
to be accountable for decisions. Under the State Records Act 1998, councils must make and keep full
and accurate records of their activities. However, the meetings of the Council executive team are not
minuted.
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The Council does not have a documented process that describes when and how financial decisions
should be made by the executive team. There is no documented governance framework that sets out
the roles and responsibilities of the executive team in relation to the development of the LTFP orin
making long-term financial planning decisions.

Armidale Regional Council does not have governance arrangements designed to ensure
integration of asset management planning with the LTFP

The IP&R Handbook notes that one of the ways to support the integration of IP&R documents is to have
a planning working group drawn from across the Council. This enables data sharing, strategic
alignment, an understanding of resourcing requirements and organisational buy-in.

In January 2022, the Council established several working groups to integrate planning, asset
management and financial management functions. For example, the Asset Register working group’s
objective was to develop consistent approaches to asset data to enable improved integration with
financial operations, the LTFP, the capital works program and Operational Plan development. In
addition the Council established an Asset Management Reference working group. The group’s
objectives were to coordinate asset and financial management functions across directorates,
including to develop a policy, guidelines and strategy that would create clear ownership on
procedures, systems and operations.

However, the Council advised that the working groups are no longer operating. The lack of working
groups and progress in developing an asset management framework and procedures has led to
governance gaps between the Council’s asset and finance directorates. Asset management data,
particularly lifecycle costings, is an essential input that informs expenditure forecasts in the LTFP. The
Council’s 2022 Asset Management Maturity Assessment Report identified improved integration and
governance over asset and financial data as improvement actions but these remain outstanding. The
Council listed system integration and asset data improvement for more efficient financial
management as actions in its 2025-26 Operational Plan.

Armidale Regional Council’s Audit, Risk and Improvement Committee did not review the 2025-35
LTFP

In the 2024-25 financial year, the Council’s Audit, Risk, and Improvement Committee (ARIC) met 5
times. The agendas and minutes from these meetings indicate that the ARIC did not review the
Council’s 2025 IP&R strategies or plans. This includes the LTFP, as well as the Community Strategic
Plan (adopted 26 March 2025), the Operational Plan and Budget, the Delivery Program and other
elements of the Resourcing Strategy (adopted 30 June 2025).

Although the Council’s IP&R strategies and plans have been reviewed by the elected council and have
been publicly exhibited, ARIC review of the LTFP can help to provide independent advice to the
Council and inform the Council’s decision-making. The Guidelines for Risk Management and Internal
Audit for Local Government in NSW outline suggested ARIC responsibilities, which include advising
the council on the adequacy, effectiveness and successful implementation of its IP&R documents.

Armidale Regional Council is not proactively monitoring its financial risks, which means that
these are not being integrated into the LTFP

The Guidelines for Risk Management and Internal Audit for Local Government in NSW mandate that
councils have up-to-date documented processes and procedures for risk management. As part of
this, the Council has developed a risk register, though risk mitigations and treatment plans are not
comprehensively stated. The risk register identifies extreme and high financial risks related to assets,
services and project management that are relevant to the LTFP. These were last updated and reviewed
in 2024. There is no indication that the risks have been reviewed since. Extreme and high residual risks
that affect long-term financial performance include:

. insufficient funds allocated for roads infrastructure maintenance resulting in increased risk of
catastrophic failure, decreased community satisfaction, increased risk of liability claims (trips,
potholes), increased risk of crashes and increased future costs to replace failed assets if not
satisfactorily maintained

. inadequate maintenance of current and future infrastructure which leads to reduced asset life
and increased maintenance and renewal costs
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. failure to achieve long-term sustainable development and whole-of-life costs if the Council
does not adequately plan for its strategic infrastructure projects.

Effective risk assessment and management allow a council to identify potential risks and impacts to
long-term financial performance, which may then be reflected in the LTFP. Without this, the Council’s
LTFP assumptions, sensitivity analysis and scenarios are not integrated with the Council’s risk
management.

Armidale Regional Council has accepted financial risks above its agreed risk appetite

Arisk appetite statement describes the risk an organisation is willing to accept in pursuing its strategic
objectives. The Guidelines for Risk Management and Internal Audit for Local Government in NSW
require councils to establish and implement a risk appetite statement that conveys how much risk will
be tolerated by the elected council in the pursuit of the council’s strategic objectives.

The Council has developed a risk appetite statement that articulates the type and amount of risk it is
willing to pursue or retain in pursuit of its strategic objectives. The risk appetite statement states that
the Council prefers safer options and is resistant to taking, retaining or accepting financial risks. The
Council maintains a desire to take on only small amounts of adverse exposure when necessary.

The Council’s risk register identifies extreme and high residual risks for both asset risk and financial
risk, which affect long-term financial performance. The Council has not articulated whether this level
of risk is acceptable, particularly since the mitigation actions do not reduce the residual risk-rating
levels. The extreme and high residual ratings do not align with the Council’s stated tolerance for
financial risks.

Armidale Regional Council provides minimal induction training to newly elected mayors and
councillors

The Council delivers financial and asset management induction training to its elected councillors and
mayor. However, the training does not cover the Council’s IP&R processes, the LTFP, or other
components of the Council’s Resourcing Strategy, such as the Workforce Management Strategy or
Asset Management Plan. The training is only partially aligned to the Councillor Induction and
Professional Development Guidelines content and the Council advised that it has no formal learning
and development system. Moreover, the Council has not developed a capability framework to outline
councillor or staff learning and development expectations.

The induction training content is delivered by the executive leader of each Council directorate. The
Council advised that the Chief Financial Officer (CFO) provides financial management and planning
induction training to councillors via presentations. The training register was last updated

in September 2024 and it is unclear whether additional training or ongoing professional development
has been delivered since.

Armidale Regional Council’s LTFP is not used to inform decision-making during development of
the Delivery Program

The Council advised that from 2022-23 to 2025-26, each business unit undertook planning to inform
development of initiatives and budgeted for the Operational Plan and the Delivery Program. Business
cases for operational and capital projects were submitted by each business unit for review and
prioritisation by the executive team. The Financial Services team allocated budget and resourcing
using the indicative costs for projects provided by the relevant business unit, which informed the
Delivery Program. Following councillor review and input, the Delivery Program was finalised.

The LTFP is not being used as part of this process to inform decision-making or prioritisation of
initiatives and their required resources. This creates a risk that the long-term financial implications of
decisions are not being considered during development of the Delivery Program.
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Armidale Regional Council’s LTFP does not identify resourcing for the activities and projects in
the Delivery Program

The IP&R Handbook advises that it is best practice for the LTFP to identify Delivery Program activities
and projects, and how these commitments will be funded.

The projects, programs and actions set out in the Council’s Delivery Program are not identified in the
LTFP or the models used to develop it. The Delivery Program and the LTFP do not indicate the
resourcing required for these activities or the source of funding. Identifying the funding of planned
projects and services for each year in the Delivery Program and aligning each initiative to the LTFP’s
forecasts would allow the Council and the community to clearly identify the impact these activities
will have on resourcing.

Armidale Regional Council’s LTFP does not consider whole-of-life costs for new or renewed
assets

The IP&R Guidelines state that Asset Management Plans must contain long-term projections on asset
costs that are then to be reflected in the LTFP. The IP&R Handbook also recommends that the LTFP
should incorporate the lifecycle costings of assets over the 10-year period.

There are a significant number of complex capital works projects being scheduled and planned by the
Council to address damage and risks caused by natural disasters and to achieve the Council’s growth
aspirations identified in its LSPS and Delivery Program. Major infrastructure projects currently
underway include the Kempsey-Armidale Road Restoration Project. The Council has also planned
projects to address water supply and treatment capacity requirements, such as the restoration of the
Oaky River Dam, raising the Malpas Dam wall, expansion of the airport, and actions to support and
leverage development of the future renewable energy zone. The estimated costs across these projects
are in excess of $1 billion.

The Council has not set out the whole-of-life costs for these projects. Therefore, it is unclear how the
ongoing maintenance costs or depreciation of major assets will affect the Council’s long-term
financial sustainability.

The LTFP forecast scenarios include depreciation, but the Council advised that costs beyond 4 years
are indexed due to the uncertainty of receiving grants, such as those relating to the Kempsey-Armidale
Road Restoration Project. The scenarios and corresponding sensitivity analysis do not forecast
expenditure on maintenance, other ongoing operational costs, depreciation and/or provisions for
replacement costs. As such the LTFP does not consider projects from a whole-of-life perspective.

There are deficiencies in Armidale Regional Council’s asset data that limit its ability to
accurately inform the Long-Term Financial Plan

There are significant deficiencies in Armidale Regional Council’s asset management data that limit its
reliability in informing forecasts in the LTFP. In 2022, the Council engaged NSW Public Works to
conduct an asset management maturity assessment. The review found that:

. the condition rating within the Council’s financial statements did not accurately reflect the
state of the Council’s assets

. asset valuations were carried out but valuation results did not appear to be used to inform
investment in asset renewals

. lack of understanding of loss of service potential (depreciation) may lead to underfunding of
renewals

. asset data was stored in Excel spreadsheets and asset registers were poorly managed.

The Council has developed Asset Management Plans that were adopted in 2023 for each asset class.
However, the Council has advised that the plans are not being used to inform the LTFP. The Council
relies on fixed asset registers to record its asset data, for example, attributes, acquisition costs,
conditions, and replacement costs for transport, water and sewer assets. The Audit Office of NSW’s
financial audit reports to the Council covering financial years 2022-23 to 2024-25 identify a number of
key weaknesses that limit the reliability of these registers.
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The Council’s Asset Management Strategy indicates that the Council has very low confidence in data
relating to the current condition of assets, noting that most of the Council’s assets are not regularly
inspected, monitored or assessed. Up-to-date asset management data (for example, condition, costs
and value) is essential to provide accurate long-term operational, maintenance, renewal, replacement
and disposal cost forecasts.

The Asset Management Strategy contains an update on the maturity assessment report’s
recommended improvement actions. The following three recommendations are relevant for informing
the Council’s long-term financial planning:

. implementing an asset inspection regime for each stage of the asset lifecycle that is specific for
each asset class to inform forward works programs and long-term financial forecasts

. establishing and implementing a decision-making framework for asset-related expenditure and
funding and utilising asset valuation results to guide investments in asset renewals

. investing in an enterprise asset management information system for all asset classes linked to
the financial system so there is a single repository for asset information.

However, there is no evidence that these improvement actions are progressing. The 2025-26
Operational Plan lists actions such as conducting condition assessments and delivering the asset
management framework. However, these are not linked to or measured against the asset
improvement plan actions.

Improving the quality of asset data would assist decision makers with accurate LTFP forecasts,
allowing funding requirements for asset renewal and backlog reduction to be factored into planned
expenditure.

Armidale Regional Council’s Workforce Management Plan does not inform the LTFP

The Council has developed a Workforce Management Plan as part of its 2025-29 Resourcing Strategy.
The Council’s workforce represents a significant expense from continuing operations. The Workforce
Management Plan states that employee costs are 29.3% of total operating expenditure. Therefore, any
planned increases to workforce capability and capacity will need to be reflected in the LTFP. However,
the LTFP does not reflect the costs associated with delivering an expanded workforce.

The Workforce Management Plan identifies that the main workforce priority for the Council is to
develop an alternative organisational structure, which includes a specialist Region Building
Infrastructure portfolio. The plan states that this is to build capacity and capability in the Council to
deliver on its major infrastructure projects. The Council notes that the infrastructure commitments
will require strategic expansion of both the indoor and outdoor workforce. However, the Council’s
LTFP has not budgeted for this workforce expansion.

A total of 26 actions are identified in the Council’s Workforce Management Plan to mitigate risks and
address the Council’s identified workforce challenges. However, only one action from the Workforce
Management Plan has budget allocated in the Operational Plan, with the remaining items not costed
in the Delivery Program.

Armidale Regional Council’s LTFP assumptions do not reflect the long-term financial
implications associated with its strategic planning

Financial planning assumptions are long-term estimates of future financial and economic conditions.
They may include factors such as population growth, interest and inflation rates, revenue, expenditure
and cashflow sources. These inputs are used to inform projected budgets. The IP&R Guidelines
require councils to include planning assumptions in their LTFPs.

The Council’s LTFP lists assumptions for operating revenue, operating expenditure and capital works
over the 10-year period. The assumptions largely reflect historical cost increases, such as those in the
previous LTFP (adopted January 2023). For example, the population growth forecast is 0.71%,
employee costs are 2.5%, materials and contracts increase in line with the Consumer Price Index of
close to 2.5%, and grants and contributions at 2.75%.
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In developing its assumptions, the Council has not reflected the planned significant expenditure or
potential funding sources in the Delivery Program or the LSPS. These plans schedule major
infrastructure asset renewal, acquisition and ongoing service costs that will require substantial
materials, contracts and workforce. For example, the Council’s LSPS outlines plans to facilitate
population growth by 33% from 2023 to 2043, with major residential, business zoning and water
supply development to accommodate increased housing supply, community services and industry
development. However, the LTFP does not reflect the significant expenditure required to facilitate this
growth.

Armidale Regional Council’s sensitivity analysis and scenario modelling are limited

The Council has identified inflation, interest rates, changes to the value of financial assistance grants
and unexpected events as factors that may affect the LTFP. However, the sensitivity analysis is
descriptive and does not apply long-term financial projections that identify potential impacts to the
Council’s future revenue and expenditure from these changes. The Council only assesses the effects
of a change in the amount of financial assistance grants received. The Council advised that a 10%
reduction in the level of these grants would result in reduced service levels, an operating deficit and
impact unrestricted cash. Without long-term financial projections for some of the other potential
changes, the LTFP does not clearly communicate impact if there are variations in the assumptions.

Another limitation of the Council’s sensitivity analysis is that it only describes external factors outside
the Council’s control. The Council’s sources of revenue and expenses, such as rates and annual
charges, employee benefits and on-costs, materials and services or cash flows from investments, are
not considered. These financial line items have been subject to material budget variation over the
period of review and have directly impacted the Council’s previous budget projections.

The IP&R Guidelines require councils to include financial modelling for different scenarios in their
LTFPs. Currently the LTFP has 2 scenarios projected over 10 years. Scenarios 1 and 2 compare the
impacts of either increasing water rates or holding water rates stable. The Council is subject to a range
of factors that may impact its financial position over the long-term. Additional scenario planning could
include the Council’s significant infrastructure renewal works, planned water security projects, or
other potential external influences.

6.5. Monitoring and reviewing the Long-Term Financial Plan

Armidale Regional Council monitors financial performance against 6 of the OLG benchmarks

The Council’s LTFP outlines methods for monitoring performance against forecast budgets and actual
expenditure. These include measuring actual results against OLG benchmarks presented in the
Council’s audited Annual Financial Statements, Operational Plan estimates against actual results and
the OLG KPIs presented in the QBRS.

The Operational Plan progress report tracks the percentage of actions completed during the financial
year. While these reports provide the executive team and elected council transparency on progress
against actions, there is no indication of how projects are tracking compared to their budget. Tracking
financial data at the action level would allow the Council to assess budget variances earlier and
initiate corrective action if required.

The Council measured performance against the OLG benchmarks in its audited Annual Financial
Statements for financial years 2022-23 and 2023-24 through the ‘Statement of Performance
Measures’. It has also measured performance against the OLG’s Operating Performance and Own
Source Operating Revenue ratio benchmarks in its QBRS. The Council advised that these metrics are
primarily used to inform the Operational Plan’s financial year budget.

The Council’s LTFP includes forecast values from financial years 2025-35 for most OLG benchmarks
against the target levels for 2 scenarios. The adopted budget indicates that the Council’s consolidated
fund will meet most performance benchmarks set by the OLG. The results over the course of the
Council’s 2025-29 Delivery Program can be seen in Exhibit 8.
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Exhibit 8: Council’s predicted financial performance, based on the 2025-35 LTFP’s scenario 1
base model

OLG performance indicator OLG benchmark FY25-26 FY26-27 FY27-28 FY28-29
Operating performance ratio > 0% 4.6% 5.7% 5.8% 4.8%
Own source operating revenue ratio >60% 40.8% 30.8% 24.2% 24.0%
Unrestricted current ratio >1.5 4.8 5.1 5.6 3.6
Cash expense cover ratio* >3 months 24.7 21.3 20.7 13.9
Outstanding rates and annual <10% (rural/ n/a n/a n/a n/a
charges regional)
Debt service cover ratio >2 8.3 16.8 20.9 241
Asset maintenance ratio 100% n/a n/a n/a n/a
Infrastructure backlog ratio <2 n/a n/a n/a n/a
Building and infrastructure renewal >100% 155.5% 204.1% 65.9% 55.5%
ratio

* Includes restricted and unrestricted funds.

n/a Indicates that Armidale Regional Council does not forecast this metric.

Source: Armidale Regional Council’s LTFP.

The Council’s LTFP notes that the own source operating revenue ratio and the building and
infrastructure renewals ratio will be impacted by high levels of infrastructure expenditure in all funds,
with this expenditure planned to be predominantly grant funded. The own source operating revenue
ratio forecast performance improves from financial year 2030-31 onward. The building and
infrastructure renewals ratio forecast performance deteriorates from financial year 2027-28 onward,
ranging between 41.4% and 70.4% across financial years 2027-28 to 2034-35.

The own source operating revenue ratio and building and infrastructure renewals ratio are heavily
influenced by the Council’s estimates of grants and contributions revenue. Grants and contributions
are forecast to remain at high levels over financial years 2025-26 to 2028-29, which will reduce the
own source operating revenue ratio and increase the building and infrastructure renewal ratio. As
noted, the revenues and costs for infrastructure projects beyond the Delivery Program are indexed or
estimated due to the uncertainty of receiving grants, such as those relating to the Kempsey-Armidale
Road Restoration Project, and future growth-based projects. From financial year 2029-30, the LTFP
assumes that the Council will receive fewer grants towards infrastructure projects, which will have an
impact on the own source operating revenue ratio.

The IP&R Handbook notes that, as well as monitoring the LTFP performance against the OLG
benchmarks and the annual budget, councils may also develop additional measures to assess their
long-term financial sustainability. The Council has advised an additional financial performance
measure it considers is ensuring a minimum of $4-5 million is available as unrestricted cash before
setting aside funds as internal restrictions. This position was introduced as a requirement for the
Council as part of the OLG’s Performance Improvement Plan in 2020, and the Council has maintained
it since.

The LTFP notes that a key financial challenge is the Council’s cash position. The base model
scenario’s consolidated cashflow statement identifies that unrestricted cash with the exception of
financial years 2028-29 and 2029-30, is above $4 million. However, the lack of detailed sensitivity
analysis and limited scenario modelling in the LTFP places the Council at risk of not maintaining this
level of unrestricted funds.
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Armidale Regional Council does not report regularly to the elected council on its investments
and Delivery Program updates

The LG Act, IP&R Guidelines and the OLG’s Quarterly Budget Review Statement Guidelines for Local
Government (QBRS Guidelines) provide mandatory timeframes for the Council to report on its cash
and investments, Delivery Program progress reports and QBRS. The Council reports to the elected
council via ordinary and extraordinary meetings. These include regular project updates, such as on the
Kempsey-Armidale Road Restoration Project, covering risks, financial expenditure and budget.
However, reports on the Council’s investments and Delivery Program and Operational Plan progress
reporting have not always met required timeframes.

The Council’s cash and investment reports must be provided to the elected council each month.
However, the cash and investment reports from May 2025 to December 2025 were provided to the
elected council at the Ordinary Council Meeting on 18 February 2026. This means that 8 months of
investment reporting was delayed before being reviewed by the elected council. Cash and investment
reports provide transparency to the Council on whether surplus funds are being appropriately invested
and to ensure sufficient cash levels are available for day-to-day operations. As noted above, a key
financial challenge is the Council’s cash position. Regular cash and investment reporting ensures that
there is a sufficient financial buffer against unexpected events that may materially impact the LTFP
budget.

Similarly, while the Council develops Delivery Program and Operational Plan progress reporting, these
reports must be provided to the elected council at least every 6 months. Since April 2023, the
Council’s Delivery Program and Operational Plan progress reporting has not been provided to the
elected council within the 6-month timeframe. The progress reports give the Council a breakdown on
initiatives completed, progressing, not progressing, on hold or deferred. As noted above, these reports
do not identify budget allocations. However, timely progress reporting allows decision makers to
address barriers to initiatives that have multiple dependencies promptly. Without this visibility,
current initiatives and future activities or services that rely on their completion are at greater risk of not
being finalised on time and within budget, which may impact the Council’s LTFP.

Regular financial and progress reporting enables councillors and the community to assess progress
regularly and measure the Council's financial health. Without consistent and timely reporting, the
administration and elected council will not be informed if changes or adjustments need to be made to
the Delivery Program and how this may affect long-term resourcing.

Armidale Regional Council’s Delivery Program reporting, QBRS and project updates are not
informing the LTFP

The Council’s Delivery Program and Operational Plan progress reporting tracks progress and risk
indicators against actions. However, expenditure against actions in the Delivery Program and the
Operational Plan is not tracked through this reporting. This limits its value in demonstrating whether
the Council remains on track to meet its planned objectives, targets and outcomes for specific
initiatives within allocated resources.

The QBRS Guidelines require that recommended changes to the revised budget mustinclude an
explanation and identify any impact this will have on the Operational Plan, the Delivery Program and
the LTFP. This includes impacts of year-to-date expenditure on recommended changes to the budget.
However, the Council’s QBRS do not include explanations for how recommended changes, variances
or financial impacts may affect the LTFP, which are important in understanding why budget changes
are necessary. The Council’s QBRS also inconsistently monitor and report on the OLG benchmarks.
These are limited to operating performance and own source operating revenue.® The other OLG
performance indicators are not tracked on a quarterly basis.

3The QBRS for periods 1 Jul 25 to 30 Sep 25 and 01 Oct 25 to 31 Dec 25 did not contain KPIs.
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The Council’s LTFP is not considered when project variances and associated risks impact forecast
revenue and expenditure. For example, ARIC minutes in March 2025 note that the Kempsey to
Armidale Road Restoration Project Steering Committee raised financial risks and challenges
associated with delivering the project scope within the available funding. In particular, the ARIC noted
that the estimated cost of the works is significantly higher than the allocated funding. However there is
no evidence that the LTFP was used to determine the potential impact of this on the Council’s long-
term sustainability.
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Appendix 1 — Responses from entities

Response from Port Stephens Council

!‘
PORT STEPHENS

COUNCIL

Mr Bola Oyetuniji
Auditor-General
Audit Office of New South Wales

Dear Mr Oyetunji,

Re: Port Stephens Council response to the final performance audit report - Long-
term financial planning in local government

| thank the Audit Office of NSW for the opportunity to formally respond to the performance
audit report on Long-Term Financial Planning in Local Government.

Long term financial planning is an integral part of financial sustainability in local government
which supports Port Stephens Council to deliver quality services and infrastructure to our
community.

We appreciate the Audit Office’s conclusion that Port Stephens Council has effectively
developed our Long-Term Financial Plan (LTFP). We further welcome the Audit Office’s
findings which highlight that our LTFP is informed by reliable data and modelling and is
incorporated with other Integrated Planning and Reporting documents.

We recognise the valuable insights that the performance audit has provided, and acknowledge
the recommendations included in the audit report. An overview of our responses to each
recommendation is enclosed.

Finally, | would like to thank the Audit Office for their professionalism and due care taken
throughout the audit process.

Yours sincerely,

Tim Crosdale
General Manager

25 May 2026
Telephone enquiries: [ INGTGNG

PORT STEPHENS COUNCIL

116 Adelaide Street PO Box 42 Phone: 02 4988 0255 www.portstephens.nsw.gov.au
Raymond Terrace NSW 2324 Raymond Terrace NSW 2324 Email: council@portstephens.nsw.gov.au ABN 16 744 377 876
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Attachment: Port Stephens Council Response

Audit Office of NSW
Recommendation

Port Stephens Council (PSC) Response

1. Include financial modelling
for different scenarios as
required by the Integrated
Planning and Reporting
Guidelines

PSC elected not to include alternative scenario
modelling in the 2024-2026 Long Term Financial Plan as
the adopted financial position for this period was already
subject to extensive public consultation and formal
requlatory approval through the Special Rate Variation
(SRV) process with IPART.

During the SRV application peried, Council clearly
communicated to the community a single, defined
financial pathway outlining the purpose of the SRV, the
associated service levels, and the forecasted financial
outcomes. This formed the basis on which the SRV was
assessed by IPART and subsequently endorsed.
Introducing alternative financial scenarios for the same
period that were not contemplated or approved as part of
the SRV application would have been inconsistent with
those communications and could reasonably be
interpreled as undermining the stated intent and
justification of the SRV.

Council formed the view that presenting additional
scenarios for the 2024 — 2026 period could create
confusion or be misleading to stakeholders. Accordingly,
Council determined it was more appropriate to maintain
alignment between the Long-Term Financial Plan and
the publicly communicated and regulator-approved SRV
financial strategy.

Scenario modelling continues to be considered by
Council as a useful planning tool and has been included
in the 2026 — 2036 Long-Term Financial Plan, given the
SRV will no longer be in place for this period.
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| Audit Office of NSW
| Recommendation

Port Stephens Council (PSC) Response

2.

Identify and implement
mitigations for revenue to
bring the residual risk
within Councils risk
appetite statement

Council has implemented a range of mitigation strategies
aimed at reducing revenue risk and improving long-term
financial sustainability. Such mitigations include the
implementation of the approved 3-year SRV, the
development and implementation of a Financial
Sustainability Strategy, and continued strengthening of
non-rate revenue sources available to Council including
our substantive property investments through the
development and implementation of a Property
Investment Strategy.

These strategies are designed to strengthen Council's
revenue base and financial position over time. We
acknowledge that these mitigations are strategic in
nature and require time to be fully realised, assessed
and reflected in the residual risk rating.

Accordingly with the approved SRV being fully
completed through to the end of this financial year we
consider there would be ample scope for a fuller
assessment of the residual risk in relation to revenue
sources for Council.

Ensure the financial
modelling used to develop
the Long-Term Financial
Plan reconciles with the
assumptions set out in the
Long-Term Financial Plan

Council acknowledges the importance of documenting
key assumptions underpinning the LTFP. However, it is
challenging to comprehensively document every
assumption without creating an impractical level of detail
and information overload.

The development of Council’s budget and long-term
forecasts is informed by a range of factors, including the
performance of the current year budget, outcomes of
regular budget reviews, emerging operational
requirements, and strategic priorities adopted by
Council.

Accordingly, the percentage increases reflected in the
initial year assumptions table are not always directly
based on the prior year's adopted budget position. In
some instances, they incorporate deliberate budget
adjustments and reallocations to align with Council's
stralegic objectives, service delivery priorities, and
known operational changes identified through the budget
review process.

Council considers that the assumptions disclosed within
the LTFP provide an appropriate and reasonable
summary of the primary drivers impacting the forecasts,
while recognising that not all underlying operational
considerations can be individually documented within the
Plan.
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Response from Armidale Regional Council

ARMIDALE

Regional Council

15 June 2026
Qur Ref: AQ/2026/04141

Mr. Bola Oyetunji

Auditor-General

Audit Office of New South Wales
GPO Box 12

Sydney NSW 2001

Via email to: mail@audit.nsw.gov.au

Dear Mr. Oyetunji,
Performance Audit Long-Term Financial Planning in Local Government - Armidale Regional Council

Thank you for the opportunity to provide a response to the Audit Office’s Performance Audit Long-Term Financial
Planning in Local Government-Armidale Regional Council.

Armidale Regional Council {ARC) is of the view that, in meeting the mandatory requirements of the Integrated
Planning and Reporting (IP&R) Guidelines, its Long-Term Financial Plan (LTFP) complies with relevant legislative
obligations. Council also moniters its financial performance against the Office of Local Government (OLG)
benchmarks (currently under review) and provides regular financial updates through the Quarterly Budget Review
process to Council.

We acknowledge that previous LTFPs were not consistently used to inform decision-making during the
development of Delivery Programs. There have been lasting impacts from the Armidale Dumaresq Council and
Guyra Council merger in 2016 with a lack of systems and system integration that were never comprehensively
addressed by the merged entity of Armidale Regional Council. As a result, limitations in asset management data
have reduced the reliability of whole-of-life cost assessments. Further related issues have heen long running and
as a result, past LTFPs have lacked sufficient detail due to the absence of robust evidence and reliable data. These
issues are being prioritised and addressed as Armidale Regional Council reviews and updates its IP&R practices
and processes to support the growth agenda set by Council and the significant projects that it is engaged to
undertake. Many of the issues raised within the recommendatians are already being addressed through the One
Council TechOne system integration project that will improve reporting accuracy, efficiency and effectiveness.

Council accepts the five recommendations of the report, and an overview of the actions proposed by Armidale
Regional Council are included.

Recommendation Council response and action demonstrating compliance with the IP&R
framework

1. Identify, implement and | Council accepts this recommendation. Council will strengthen the link between

monitor mitigations for its enterprise risk management framework and the LTFP by reviewing financial
financial risk to bring risks regularly, assigning actions, timeframes and accountable officers, and
residual risk within incorporating the financial impact of key risks and mitigations into annual LTFP
Council’s risk appetite. updates. This action will demonstrate compliance with the IP&R requirement
that the LTFP inform decision-making and be used to support financial
Pagelof3

P 1300 136 833

E council@armidale.nsw.gov.au

W armidaleregional.nsw.gov.au

135 Rusden Street PO Box 75A Armidale NSw 2350

ABN 39 642 954 203
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ARMIDALE

Regional Council

sustainability, while addressing the current gap in proactive monitoring of
financial risks and their integration into the Plan. These actions will further
ensure that there is consistency with Council’s Enterprise Risk Management
Framewaork and approved risk appetite. Residual financial risks will be monitored
and reported through existing governance and reporting mechanisms.

Council has commenced its review of this recommendation with regular Strategy
review meetings with the Executive Leadership Team applying a focus on the
LTFP to ensure financial risks are being monitored to support a significant capital
works program. This recommendation is expected to be fully addressed by June
2027,

2. Ensure that the
implementation costs of all
Integrated Planning and
Reporting plans are fully
integrated with the Long-
Term Financial Plan.

Council accepts this recommendation. Council will strengthen its annual
integrated planning process that reconciles the Delivery Program, Operational
Plan, Asset Management Plans and Workforce Management Strategy to the LTFP.
This will include identifying the cost, funding source and timing of major
initiatives, projects and service changes, including whole-of-life costs where
required. This action will align the Resourcing Strategy components as intended
by the IP&R framework and address the current gap whereby the LTFP does not
fully reflect the cost of Delivery Program actions, workforce changes and
infrastructure commitments. While Council captures the majerity of the initial
project costs fram the IP&R reporting plans it will improve and enhance the
methodelogy of review and verification to ensure comprehensive costing is
included in the LTFP.

Council has already commenced its review and integration of this
recommendation with regular reviews with the Executive Leadership Team being
implemented to strengthen the LTFP with Council’s planning documents. This
recommendation is expected to be fully addressed by June 2027.

3. Ensure that the asset
data in the asset registers
is up to date, including by
addressing the findings of
the asset management
maturity assessment.

Council has commenced migrating its asset registers into Tech One, which will
become the “one source of truth” for asset data. This will be progressive
throughout the 2026-27 Financial Year, and will continue to improve the
accuracy, completeness and reliability of Councils asset data.

The LTFP will reflect the asset renewal, maintenance and lifecycle assumptions
contained in the Asset Management Plan noting the quality of the Asset
Management Plan requires improvement, which has also been outlined by the
Audit Office in their report.

This action will support IP&R compliance by improving the quality of data used to
inform asset renewal, maintenance and depreciation forecasts in the LTFP,
addressing the identified weakness in the reliability of asset-based financial
projections. This will further provide an accurate base for full lifecycle costing of
all IP&R plans.

Council expects that this recommendation is fully implemented by June 2027.

Page 2 of 3
P 1300 136 833
E council@armidale.nsw.gov.au
W armidaleregional.nsw.gov.au
135 Rusden Street PO Box 75A Armidale NSW 2350

ABN 39 642 954 203
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ARMIDALE

Regional Council

4. Include more detailed
sensitivity analysis and
scenario planning in the
Long-Term Financial Plan
as required by the
Integrated Planning and
Reporting Guidelines.

Council accepts this recommendation. Future LTFPs will include more robust
sensitivity analysis and multiple scenarios that test the long-term financial effects
of changes in key assumptions, including rates and annual charges, employee
costs, materials and contracts, grant dependency, major capital projects, asset
renewal needs, water security projects and other external shocks. Each scenario
will be clearly linked to projected impacts on operating perfarmance, cash,
unrestricted funds and sustainability indicators. This action will directly address
the current limited analysis in the LTFP and demonstrate compliance with the
IP&R Guidelines requirement for sensitivity analysis and financial modelling for
different scenarios.

Council has already commenced preparation of further scenarios to support
Council strategic planning. This recommendation is expected to be fully
implemented by June 2027.

5. Provide regular
reporting of current
financial informaticn to the
elected council as required
by statutory timeframes to
ensure that its financial
position is appropriately
manitored.

Council accepts this recommendation. Council will continue to provide regular
and timely financial reporting to the elected Council in accordance with statutory
requirements, such as Quarterly Budget Review Statements (QBRS’s) and Annual
Audited Financial Statements, to enable effective monitoring of Council’s
financial performance and position.

This action will improve transparency, strengthen monitoring of the long-term
financial position, and align with the IP&R framework’s requirements for regular
review, reporting and use of financial information to inform ongoing decision-
making.

Council is implementing Tech One enterprise budgeting including LTFP reporting
which will provide integrated reporting that synchronises to updates in the

Quarterly Budget Review Statements and provides a consistently up to date LTFP.

Council has already substantially resolved this recommendation with resourcing
constraints within the finance department impacting reporting capacity through
the 2025726 financial year. These constraints have now been resolved and
compliance with the reporting cycle is now being achieved.

I would like to sincerely thank the Audit Office for their professionalism, and for the collaborative and supportive
approach demonstrated throughout the audit process. This engagement has provided valuable insights that will
support Armidale Regional Council to strengthen, enhance and further develop its long-term financial planning
and forecasting practices. Council looks forward to continuing to build on this work te improve financial
sustainability and decision-making into the future.

Yaurs sincerely,

James Roncon
General Manager

Page 30f3
P 1300136 833
E council@armidale.nsw.gov.au
W armidaleregional.nsw.gov.au
135 Rusden Street PO Box 75A Armidale NSW 2350

ABN 39642 954 203

NSW Auditor-General's Report to Parliament | Long-term financial planning in local government | Appendix 1 — Responses from entities

38



Response from the Department of Planning, Housing and
Infrastructure, Office of Local Government

[}
Department of Planning, Housing and Infrastructure ‘\\_!‘4_’)’
NSW

GOVERNMENT

Cur ref: A1007602
Your ref: RO09-170535826-32138

Mr Bola Oyetunji
Auditor-General for NSW
GPO Box 12

SYDNEY NSW 2001

mail@audit.nsw.gov.au

12 June 2026

Subject: Performance Audit - Long Term Financial Planning in Local Government
Dear Mr Oyetunji

Thank you for your correspondence of 15 May 2026 advising that the NSW Audit Office has
completed the performance audit on long-term financial planning in local government.

The Office of Local Government (OLG), an agency within the Department of Planning, Housing and
Infrastructure (Department) was included as an audited agency. | have reviewed the draft of the
final repaort and note that the Audit Office has not made any findings or recommendations directly to
OLG or the Department.

| acknowledge your key insights into good practice, particularly the importance of ensuring
Integrated Planning and Reporting (IP&R) documents are aligned, grounded in reliable data, and
include scenario analysis. You also highlight the need to use these plans to inform key decision-
making and embed risk management, including documenting significant decisions relevant to the
development of the Long-Term Financial Plan (LTFP).

While the report does not make findings or recommendations directly to OLG or the Department,
OLG will consider opportunities to provide further guidance on LTFPs to support councils, including
in light of the observations relating to Port Stephens Council and Armidale Regional Council. This
will build on the workshops delivered with councils on the IP&R process in 2024.

| note that you intend to table the report by 18 June 2026 and have sought responses from the 2
councils involved in the audit.

| acknowledge the Audit Office’s work in undertaking this performance audit and look forward to
OLG continuing to support councils as they consider and implement the recommendations.

4 Parramatta Square, 12 Darcy Street, Parramatta NSW 2150 www.dphi.nsw.gov.au 1
Locked Bag 5022, Parramatta NSW 2124
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Department of Planning, Housing and Infrastructure \\")

NSW

GOVERNMENT

you have any questions please contac: I

Yours sincerely

Kiersten Fishburn
Secretary
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Appendix 2 - Local Government principles
of financial management and strategic
planning

Sections 8A, 8B and 8C of the Local Government Act 1993 list principles for local government. These
provide guidance so that councils can carry out their functions in a way that builds local communities
that are strong, healthy and prosperous.

Select principles* from sections 8A, 8B and 8C, relevant to sound financial management and strategic
planning for local government

S. 8A - Guiding principles:

«  councils should carry out functions in a way that provides the best possible value for residents and
ratepayers

¢ councils should plan strategically, using the integrated planning and reporting framework, for the
provision of effective and efficient services and regulation to meet the diverse needs of the local
community

«  councils should apply the integrated planning and reporting framework in carrying out their functions so as
to achieve desired outcomes and continuous improvements

« councils should manage lands and other assets so that current and future local community needs can be
met in an affordable way

«  councils should consider the long-term and cumulative effects of actions on future generations

¢ councils should actively engage with their local communities, through the use of the integrated planning
and reporting framework and other measures.

S. 8B - Sound financial management:

« council spending should be responsible and sustainable, aligning general revenue and expenses

¢ councils should invest in responsible and sustainable infrastructure for the benefit of the local community

«  councils should have effective financial and asset management, including sound policies and processes
for the following:

- performance management and reporting
- asset maintenance and enhancement
- funding decisions
- risk management practices
« councils should have regard to achieving intergenerational equity, including ensuring the following:
- policy decisions are made after considering their financial effects on future generations

- the current generation funds the cost of its services.

S. 8C - Integrated planning and reporting:

« councils should ensure that the strategic goals and activities to work towards them may be achieved
within council resources.

* Note: Refer to sections 8, 8A, 8B and 8C of the Local Government Act 1993 for the complete list of principles for local government.
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Appendix 3 — About the audit

Audit objective

This audit assessed whether selected councils are effectively developing and monitoring Long-Term
Financial Plans (LTFP) to ensure that their strategic goals can be achieved sustainably.

Audit criteria

We addressed the audit objective using the following criteria:

1. The council has effectively developed and integrated its LTFP
a) The council’s LTFP meets legislative requirements and related guidance
b) The council has established appropriate governance to facilitate long-term financial
planning
c) The council’s LTFP is informed by relevant data and modelling

d) The council’s LTFP is integrated with council’s Integrated Planning and Reporting (IP&R)
documents and other council strategies and plans to ensure that strategic goals can be
achieved with available resources

2. The council effectively monitors and reviews its LTFP
a) The council regularly monitors the LTFP’s performance and uses this to inform updates
to the LTFP
b) The council regularly reports to the elected council on its LTFP performance and the

impact of significant changes in the council’s financial circumstances

c) The council regularly updates its LTFP, including when there are significant changesin
the council's context and financial performance

Audit scope and focus

In assessing the criteria, we checked:

. the LTFP and other components of the Resourcing Strategy

. other IP&R documents as relevant to the LTFP

. other council strategies and plans with a significant financial impact
. data thatis used to inform the LTFP and its measurement.

The period of review was from financial years 2022-23 to 2025-26.

The audited entities included Armidale Regional Council, Port Stephens Council and the Department
of Planning, Housing and Infrastructure, Office of Local Government (OLG).
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Audit exclusions

The audit did not:

. examine aspects of the OLG’s activities beyond the provision of IP&R policy and advice

. conclude on council financial sustainability

. examine the Independent Pricing and Regulatory Tribunal’s rate peg methodology and decision-
making on special rate variations

. examine financial systems that provide inputs to the LTFP

. examine the implementation of the council’s objectives, actions and services, except insofar as
they impact on the LTFP

. consider the development of other IP&R documents, except insofar as they impact on the LTFP

. question the merits of government policy objectives.

Audit approach

Our procedures included:

1. Interviews and system demonstrations with auditee staff, including:
- council executive management
- council managers and officers responsible for financial, asset and workforce planning
- council managers and officers responsible for risk and internal audit management

- OLG staff responsible for sector performance, IP&R guidance and best practice
development.

2. Consultation with stakeholders, including:
- Financial Audit Branch teams involved in local government financial audits

- Local Government NSW, Local Government Professionals, Institute of Public Works
Engineering Australasia, Independent Pricing and Regulatory Tribunal NSW and TCorp

3. Examining and analysing documents related to the development, integration, monitoring,
reporting and review of council’s LTFP, including:

- relevant legislation, regulations, policies, procedures, guidelines and OLG circulars

- the council’s LTFP, IP&R documents and other relevant strategies and plans used to
inform the LTFP

- terms of reference and minutes for relevant committees
- relevant briefings and documents provided to the executive team and elected council
- risk management frameworks
- relevant internal audits and reviews
training programs available for councillors
- processes for strategic and financial planning
- asset management and workforce planning processes.
4. Analysing data, including:
- data used to inform the LTFP

data used to understand the effectiveness of the LTFP

performance and progress reporting data.

We also examined:

. documentation from other stakeholders obtained throughout the audit such as research and
studies, statistical data and analysis

. information from other jurisdictions for comparison.

The audit approach was complemented by quality assurance processes within the Audit Office to
ensure compliance with professional standards.
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Audit methodology

Our performance audit methodology is designed to satisfy Australian Auditing Standard ASAE 3500
Performance Engagements and other professional standards. The standards require the audit team to
comply with relevant ethical requirements and plan and perform the audit to obtain reasonable
assurance and draw a conclusion on the audit objective. Our processes have also been designed to
comply with requirements specified in the Government Sector Audit Act 1983 and the Local
Government Act 1993.

Acknowledgements

We gratefully acknowledge the cooperation and assistance provided by staff at Armidale Regional
Council, Port Stephens Council and the Department of Planning, Housing and Infrastructure, Office of
Local Government. In particular, we wish to thank the liaison officers and staff who participated in
interviews and provided evidence for the audit.

Audit cost

The estimated cost of this audit including disbursements is $660,000.
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Appendix 4 — Performance auditing

What are performance audits?

Performance audits assess whether the activities of state or local government entities are being
carried out effectively, economically, efficiently and in compliance with relevant laws.

The activities examined by a performance audit may include a government program, all or part of an
audited entity, or more than one entity. A performance audit can also consider particular issues that
affect the whole public sector and/or the whole local government sector. They cannot question the
merits of government policy objectives.

The Auditor-General’s mandate to undertake audits is set out in the Government Sector Audit Act 1983
for state government entities, and in the Local Government Act 1993 for local government entities.
This mandate includes audit of non-government sector entities where these entities have received
money or other resources (whether directly or indirectly) from, or on behalf of, a government entity for
a particular purpose (follow-the-dollar).

Why do we conduct performance audits?

Performance audits provide independent assurance to the NSW Parliament and the public.

Through their recommendations, performance audits seek to improve the value for money the
community receives from government services.

Performance audits are selected at the discretion of the Auditor-General who seeks input from
parliamentarians, state and local government entities, other interested stakeholders and Audit Office
research.

How are performance audits selected?

When selecting and scoping topics, we aim to choose topics that reflect the interests of Parliament in
holding the government to account. Performance audits are selected at the discretion of the
Auditor-General based on our own research, suggestions from the public, and in consultation with
parliamentarians, agency heads and key government stakeholders. Our 3-year performance audit
program is published on the website and is reviewed annually to ensure it continues to address
significant issues of interest to Parliament, aligns with government priorities and reflects
contemporary thinking on public sector management. Our program is sufficiently flexible to allow us
to respond readily to any emerging issues.

What happens during the phases of a performance audit?

Performance audits have 3 key phases: planning, fieldwork and report writing.

During the planning phase, the audit team develops an understanding of the audit topic and
responsible entities and defines the objective and scope of the audit.

The planning phase also identifies the audit criteria. These are standards of performance against
which the audited entity, program or activities are assessed. Criteria may be based on relevant
legislation, internal policies and procedures, industry standards, best practice, government targets,
benchmarks or published guidelines.

During the fieldwork phase, audit teams will require access to books, records or any documentation
deemed necessary in the conduct of the audit, including confidential information that is either Cabinet
information within the meaning of the Government Information (Public Access) Act 2009 or
information that could be subject to a claim of privilege by the State or a public official in a court of
law. Confidential information will not be disclosed, unless authorised by the Auditor-General.
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At the completion of fieldwork, the audit team meets with management representatives to discuss all
significant matters arising from the audit. Following this, a draft performance audit report is prepared.

The audit team then meets with management representatives to check that facts presented in the
draft report are accurate and to seek input into developing practical recommendations on areas of
improvement.

Afinal reportis then provided to the accountable authority of the audited entity(ies), which will be
invited to formally respond to the report. If the audit includes a follow-the-dollar component, the final
report will also be provided to the elected council of the relevant entity. The report presented to the
NSW Parliament includes any response from the accountable authority of the audited entity. The
relevant Minister and the Treasurer are also provided with a copy of the final report for state
government entities. For local government entities, the Secretary of the Department of Planning and
Environment, the Minister for Local Government and other responsible Ministers will also be provided
with a copy of the report. In performance audits that involve multiple entities, there may be responses
from more than one audited entity or from a nominated coordinating entity.

Who checks to see if recommendations have been implemented?

After the report is presented to the NSW Parliament, it is usual for the entity’s Audit and Risk
Committee / Audit, Risk and Improvement Committee to monitor progress with the implementation of
recommendations.

In addition, itis the practice of NSW Parliament’s Public Accounts Committee to conduct reviews or
hold inquiries into matters raised in performance audit reports. The reviews and inquiries are usually
held 12 months after the report received by the NSW Parliament. These reports are available on the
NSW Parliament website.

Who audits the auditors?

Our performance audits are subject to internal and external quality reviews against relevant Australian
standards.

The Public Accounts Committee appoints an independent reviewer to report on compliance with
auditing practices and standards every 4 years. The reviewer’s report is presented to the NSW
Parliament and available on its website.

Periodic peer reviews by other Audit Offices test our activities against relevant standards and better
practice.

Each audit is subject to internal review prior to its release.

Who pays for performance audits?

No fee is charged to entities for performance audits. Our performance audit services are funded by the
NSW Parliament.

Further information and copies of reports

For further information, including copies of performance audit reports and a list of audits currently
in-progress, please see our website www.audit.nsw.gov.au or contact us on 9275 7100.
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OUR VISION

Ourinsights inform and challenge
government to improve outcomes
for citizens.

OUR PURPOSE

To help Parliament hold
government accountable for its
use of public resources.

OUR VALUES

Pride in purpose

Curious and open-minded
Valuing people
Contagious integrity

Courage (even when it’s uncomfortable)
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