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Executive Summary 

Who we are and the challenges we face 

Muswellbrook Shire is centrally located in the Upper Hunter Valley, approximately 125km north-west of Newcastle. It 

is the main centre for New South Wales’ power generation capacity and is a major centre for coal mining.  

The residential population for the Muswellbrook Shire Local Government Area (LGA) is currently 17,209. This 

represents an approximate 5% increase from the estimated 16,328 resident population in 2016. Council anticipates 

the population will continue to grow at a modest rate due to the availability of affordable housing, tertiary education 

opportunities – a result of Council’s investment in educational infrastructure over the past few years, growth in 

intensive agri-business, and the implementation of town centre strategies that will improve liveability and amenity.  

Council has positioned Muswellbrook as a Regional Centre and an identified priority by the NSW Government in the 

Hunter Region Plan 2036.   

In NSW, local government annual rate income is subject to rate pegging as determined by the Independent Pricing 

and Regulatory Tribunal (IPART) under delegation of the Minister for Local Government. The rate peg also 

incorporates a productivity factor. Due to projected constraints on revenue capacity, Council continually strives to 

achieve efficiencies and find better ways to conduct its business.  

Council is currently in a strong financial position. In 2013 it was assessed by TCorp as having a moderate financial 

sustainability rating with a neutral outlook.  Since this time Council has embraced the Integrated Planning & 

Reporting (IP&R) framework with a greater focus on a long-term strategic approach.  Council was assessed in 2015, 

through the Fit for the Future process, as being sustainable as a standalone council. 

While Council is able to continue to operate - and remain sustainable - within the existing rate capping environment, 

it has been actively consulting with its community. Future challenges are arising as there is increasing uncertainty 

from disruption in the power generation and coal mining industries.  The community indicated a desire for Council to 

improve the attractiveness and liveability of the Shire, while continuing to support the Shire’s economic 

diversification.  In response Council has applied for a Special Variation (SV) for 2018-19 to implement specific 

projects prioritised by the community. 

The decision to make a SV application has not been made in isolation; but rather, as a product of Council's ongoing 

cycle of planning, review and analysis of overall population, economic and business trends.   

The conclusion at the end of this process, is that without an adjustment to the rating base (including the mines, while 

they are still operational), Council will be limited in its ability to improve the attractiveness and livability of the Shire 

for its community. This will place its long-term financial and economic sustainability at risk (especially as mining 

operations cease). 

The SV will assist Council to implement its strategic goals to improve the Shire’s attractiveness and liveability, to 

help position Muswellbrook as a Regional Centre, and grow and diversify its economic base. 

What we know 

All councils are required to complete a Long Term Financial Plan (LTFP) as part of the Resourcing Strategy that 

informs their Community Strategic Plan. There are specific requirements for the financial data to be provided, 

together with how Council meets the Fit for the Future indicators in relation to: Operating Performance; Own Source 

Revenue; Building and Asset Renewal Ratio; Infrastructure Backlog Ratio; Asset Maintenance Ratio; Debt Service 

Ratio; and, Real Operating Expenditure. 

Muswellbrook Shire Council (MSC) is currently in a strong financial position.  The context for forward planning is that 

those industries which have traditionally driven the Shire’s economic prosperity are transitioning, as evidenced by 

the transformational decision by AGL to close Liddell and Bayswater coal fired power stations as it moves towards 

building renewable energy generation capacity within the Muswellbrook Local Government Area (LGA).   

The community has been consulted widely on the delivery of key economic stimulus projects and the fact that 



 

Page 5 of 54 

Muswellbrook Shire Council Long Term Financial Plan 2017-27 

delivery, and funding, of these is dependent on a successful SV application. 

Over the past six (6) years, Council has achieved ongoing improvements in its Operating Result and successfully 

reduced the General Fund’s operating result for the year (before grants and other contributions provided for capital 

purposes) from a deficit of -$3,090,000 in 2010/11 to a surplus of $3,342,000 for 2016/17. 

This has been achieved through a series of measures including: 

 Financial and budgetary discipline in relation to expenditure 

 Careful investment in projects that have reduced ongoing operational costs 

 Diversification of Council’s revenue, including investment in commercial property that has returned 

increasing and ongoing dividends 

 Increased revenue related to the expansion of mining activities in the Shire (noting that this is a volatile 

source). 

As part of Council’s Fit for the Future submission it is noted that Council has sufficient resources to meet planned 

service levels and the renewal of community infrastructure.  Council’s goal is also to be responsive to a transitioning 

economy. As some mining operations reach the end of their approved or useful lives, others open or expand their 

operations, and are subject to fluctuations in the global price and demand for coal. 

For Council to maintain its strong financial situation and the level of services and infrastructure standards, it needs to 

be able to replace any revenues lost from mining revenue. Similarly, in order to be able to properly plan for the 

provision of services and replacement, renewal and upgrade of infrastructure, Council needs to be able to be 

confident in its ongoing revenue over time.  

Council also recognises that it needs to respond to localised social and economic impacts that are currently resulting 

from our transitioning economies, Council has adopted a range of strategies geared towards helping the community, 

and the local economy, be resilient, adapt to these changes, diversify into other areas and establish a new base from 

which thrive in the new economic realities that will apply.  

In order to provide these new services, such as allocations towards job creation and the improvement of the local 

natural environment, as well as the creation of new facilities - such as a Regional Entertainment and Conference 

Centre, a regional standard Olympic Park sports precinct and improvements in storm water management, Council 

has given serious consideration to all possible revenue sources. These considerations have included the re-

allocation away from existing activities and services, review of the fees and charges levied on community facility 

users, the appropriate use of debt and cash reserves and the application for a SV. 

Management of Council Finances – by separate fund 

Council’s finances are managed in four (4) separate groupings or funds: 

 Water Fund 

 Sewer Fund (Council has a legislative requirement to maintain separate funds for water and sewer 

operations and these are reported separately in the annual report) 

 Future Fund 

 General Fund 

The main activity of the Future Fund is the acquisition and lease of commercial buildings. The Fund is designed to 

be financially self-sustaining and to mitigate against potential future reductions in revenue streams whilst providing 

revenue diversification.  

The General Fund represents all other Council activities which do not form part of the Water, Sewer or Future Funds.  

This SV application is based on the General Fund’s forecasts.  
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In this document two (2) sets of financial statements are presented for each scenario:   

 Consolidated financial statements (whole of Council – including all separate funds) 

 General Fund financial statements (general fund only) 

What scenarios have we modelled? 

Council considered a range of options and settled on two (2) scenarios or options. The options considered in 

developing this LTFP were: 

Scenario 1: No Special Variation (Base Case) 

This is the base case without the assistance of an SV, no special projects and a standard rate increase of 2.3% (the 

rate peg). 

Scenario 2: A Special Variation (Positive Case) of a one-off, but permanent, 14.7% (averaged and including 2.3% 

rate peg) from 2018/19, expressed as: 

(a) Residential, Business and Farmland rating revenue increase by 12.3% (including 2.3% rate peg) in 2018/19; 

and, 

(b) Mining rating revenue increase by 18.3% (including 2.3% rate peg) in 2018/19. 

This LTFP has also overlayed a negative sensitivity analysis of scenario 2.  

What is the recommended approach and why? 

Council noted in its 2015 Fit for the Future Plan, that it had sufficient resources to meet planned service levels and 

the renewal of community infrastructure. It also noted, however, that: “Council would consider as an option, and in 

consultation with the community, making application for a Special Variation to fund any new infrastructure identified 

by the community.” 

Since the last Community Strategic Plan (CSP) Council has developed a view that the local economic conditions 

have become increasingly volatile, especially in relation to the ongoing sustainability of the local coal industry. 

Council has sought to address this volatility by implementing programs around regional job creation, innovation, 

research and environmental sustainability. While they are in their infancy they are, nonetheless viewed as vital 

aspects of an ongoing strategy to reconfigure the local economy.  

These prioritised programs have largely been funded by ongoing efficiencies achieved from the Fit for the Future 

process and also from revenue returns from Council’s Future Fund. In order to continue the Shire’s transition into a 

Regional Centre (Goal 4 of the CSP), Council proposes a SV to fund three (3) regionally significant projects: a 

Regional Entertainment and Conference Centre – a major component of the Muswellbrook Town Centre Plan; an 

expansion and upgrade to the Olympic Park Sports Precinct; and, improved storm water infrastructure management, 

particularly in the Denman town centre. 

These projects are aligned with the priorities of Council’s plans as well as those of the Premier’s Priorities in Action, 

State Priorities, Hunter Regional Plan 2036 and other State Government plans.  

Each of the projects has been the subject of considerable interest and support from the community, over a sustained 

period of time, but could not be delivered within the current resourcing envelope. Consequently, and in light of the 

community’s prioritisation of these goals, Council is applying for a SV (as modelled as Scenario 2). 
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Introduction 

Purpose of the Long Term Financial Plan 

The Long Term Financial Plan (LTFP) is a tool for stakeholders (Council and the community) to use when deciding 

what resources Council needs to apply to deliver the outcomes contained within their CSP. 

This LTFP assists Council to address the following challenges: 

 Leading the change required to support the community and its economic transition 

 Initiating opportunities for future income and economic growth 

 Providing revenue to deliver the infrastructure necessary to ensure a sustainable future 

In particular, this plan will model the financial implications of the CSP and Delivery Program (DP), along with the 

ability to maintain existing facilities and infrastructure, based on a range of assumptions and within known 

constraints. 

Long Term Financial Sustainability 

How do we define Long Term Financial Sustainability? 

A financially sustainable council is one that has the ability to fund ongoing service delivery, as well as the renewal 

and replacement of assets, without imposing excessive debt or rate increases on future generations. This definition 

has been translated into four (4) key financial sustainability principles. 

 Council must achieve a fully funded operating position ensuring that Council collects enough revenue to 

fund operational expenditure, repayment of debt and depreciation. 

 Council must maintain sufficient cash reserves to meet its short-term working capital requirements. 

 Council must have an appropriately funded capital program, where the source of funding is identified and 

secured for both capital renewal and new capital works. 

 Council must maintain its asset base, by renewing identified ageing infrastructure and by ensuring cash 

reserves are set aside for those works which are yet to be identified. 

How is Long Term Financial Sustainability Measured? 

Following the release of the report from the NSW Independent Local Government Review Panel in October 2013 a 

range of indicators are now being used to assess the financial sustainability of councils as stand-alone entities. 

Council has reviewed its LTFP against these indicators when assessing the long term financial health of the 

organisation and its capacity to fund the delivery program. The following shows our starting point in relation to the 

General Fund, made up of all of Council’s activities (except for its water and sewer activities). 
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Infrastructure 

Backlog Ratio 

Estimated cost to bring assets to a 

satisfactory condition divided by the 

total WDV of infrastructure assets 

< 2% 

3.31% 

 

Asset Maintenance 

Ratio 
Actual asset maintenance divided 

by required asset maintenance 

> 100% 

102% 

 

Debt Service Cover 

Ratio 

Operating result before capital 

excluding interest and deprecation 

divided by principal repayments 

plus borrowing costs 

> 2x 

4.49x 
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Real Operating 
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Operating expenditure divided by 

population 
Decreasing 

$2.03/capita 

2016 

$1.87/capita 

2017 
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Financial Management in Council 

Existing Environment and Past Influences 

About Muswellbrook 

Muswellbrook Shire covers 3,402km², of which 1,455km (43%) is National Park.  Approximately 17,209 people live in 

the Muswellbrook Shire LGA, up around 5% from 2011.  

Muswellbrook (a recognised Regional Centre) and Denman are the largest towns in the Shire. There are also a 

number of outlying rural communities including Sandy Hollow, Wybong, Baerami, Martindale, McCullys Gap, Widden 

and Muscle Creek. 

By road, Muswellbrook is approximately three (3) hours from Sydney, two (2) hours from Tamworth and 90 minutes 

from Newcastle.  The Shire boundaries are delineated by Lake Liddell Power Station to the east, Wollemi National 

Park to the west, Aberdeen to the north and Coricudgy State Forest to the south. 

There are currently four (4) large mining operations in the Shire, Mount Arthur (BHP Mining), Bengalla (New Hope 

Mining), Mangoola (Glencore) and Mt Pleasant (MACH Energy) which begins coal extraction in this year. 

Regulatory Environment 

Council operates in a highly regulated environment driven by legislation and state strategies such as: 

 The Local Government Act 1993 (which defines the scope and boundaries of Council’s role and the way it 

must conduct its business) 

 NSW Premier’s Priorities and State Priorities (which provide direction for NSW, defining the overarching 

goals and outcomes that the Government has set for the state and which shape public policy) 

 IPART  (which sets local government sector rate pegging) Council’s ability to align rating revenue with the 

increased cost of providing local government services has been restrained for a number of years by rate 

pegging, a legislative instrument whereby the maximum increase in rating revenue is set by IPART NSW. 

Financial Environment – The State of the Council’s Finances 

MSC has undertaken significant improvements that have seen financial growth for the organisation and opportunities 

for capacity building. 

In 2009, Council embarked on a fundamental review of its services with a view to substantially improving its financial 

position and, particularly, the General Fund revenue available to fund the renewal of infrastructure, new and 

upgraded assets, and to build capacity and efficiency within Council’s operations.  

In 2015/16 and 2016/17 Council achieved around $400,000 of annual efficiencies as a result of an organisation wide 

review of the employment structure. This reduced staffing by three (3) net positions - the removal of seven (7) 

positions and the creation of four (4) new positions. These new roles helped Council reduce energy costs overall, 

and improve business efficiency. The approximate savings were around $250,000 per annum. Additionally, Council 

realised around $50,000 of annual savings in the costs of energy by the application of energy efficiency measures. 

In 2016/2017, in line with its Fit for the Future submission, Council has continued to review its business units 

including a Capacity Review of the Planning and Regulatory Services Function. The findings of the Capacity Review 

will inform further changes proposed for 2018 that will improve business processes and systems.   

Council has prepared a budget based around the facilitation of the activities and targets outlined in its Delivery 

Program; these budgets have been projected out for 10 years based on a range of assumptions.  The financial 

impacts, based on the scenario of the Special Variation application being accepted (Scenario 2) and on the scenario 

of the application being refused (Scenario 1), are presented in this LTFP.   
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Financial Management Principles 

The 2018-28 LTFP applies the following underpinning principles: 

 Council will maintain its existing services to residents 

 Management will continually look for ways to improve service delivery 

 Services and infrastructure in any new areas will be provided within reason and in consultation with the 

community 

 Council will continue to improve its capacity to fund its recurrent operations and renew critical infrastructure 

through sustainable financial decision making 

 Council will manage within the existing financial constraints as much as possible. 

In conjunction with these principles, Council’s LTFP is guided by a number of policies and strategies which are 

outlined below. 

Rating Income Strategy 

Rating income is generated by a levy on properties within the Council area for the provision of local government 

services. Council continually reviews its rating system to ensure that it is fair and equitable, where each rating 

category and property will contribute to the rate levy according to the demands placed on Council’s limited 

resources. 

 Council generates a significant portion of its rating base from the mining category. Moves towards a 

transitioning economy has caused Council to seek means, which diversify the local economy, allowing 

revenue lost through further contraction of the mining industry to be replaced.  

 A full consultation process was undertaken with all mine operators regarding the proposed variation to the 

mining rate of 18.3% (including 2.3% rate peg) in 2018/19.  All mines, with the exception of BHP’s Mt Arthur, 

support the proposed variation.  

Domestic Waste Management Charges 

Council charges owners of rateable properties a Domestic Waste Management Fee. This covers the cost of kerbside 

collection, recycling and household clean up. It includes the full cost of administration, service provision, State 

Government charges and tipping fees. 

Investment Principles 

Council has an Investment Policy that reinforces its ongoing commitment to maintain a conservative risk/return 

portfolio: an important component of its ongoing prudent financial management practices. The overall objectives of 

the policy are to ensure that Council invests its funds: 

 in accordance with the requirements of the Local Government Act 1993 and Council’s Investment Policy. 

 in a conservative manner where preservation of capital is the principal objective. 

 in a manner that seeks to ensure the security of the Council’s cash and investment portfolio, achieve appropriate 

earnings and manage cash resources to ensure that there is sufficient liquidity to meet Council’s business 

objectives. 

Borrowings 

Council’s policy is that the use of debt (borrowings) is appropriate to fund the cost of major new community assets or 

to smooth the cost of major asset renewals. However, any minor asset acquisitions and a normal level of asset 

renewals (up to the level of the annual depreciation charge) are to be funded out of operating revenues. 
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Council also recognises the need to address the issue of intergenerational equity and, therefore, seeks to match the 

term of the borrowing with the life of the asset for which borrowings are made.  

Cash Reserves and Restrictions 

Council has a number of cash reserves. They are either a legislative requirement (externally restricted) or a Council 

decision (internally restricted). 

The establishment and funding of cash reserves is a financial management strategy to provide funds for capital 

expenditure.  

Section 94 Developer Contributions 

Section 94 of the Environmental Planning and Assessment Act 1979 enables Council to levy contributions for public 

amenities and services required as a consequence of development. 

Discretionary and Regulatory Fees and Charges 

Council has the ability to raise revenue through the adoption of a fee or a charge for services and facilities. Fees and 

charges are reviewed on an annual basis in conjunction with the preparation of the Operational Plan annual budget. 

Council fees and charges can be split into two (2) categories: 

1. Regulatory Fees –fees that are generally determined by State Government legislation and primarily relate to 

building, development or compliance activities. Council has no control over the calculation or any annual 

increases relating to them. 

2. Discretionary Fees - Council has the capacity to determine the charge or fee for discretionary works or 

services such as the use of community facilities and access to community services. 

The general principle by which Council sets its fees and charges is to recover either partially or wholly, the cost of 

services provided.  

Asset Disposal  

Muswellbrook Shire Council manages assets disposal in accordance with its Asset Management Policy and 

Strategic Asset Management Plan.  The majority of Council’s property assets deliver on services, including: 

 Transport infrastructure 

 Environmental services, such as stormwater management 

 Community facilities 

 Operational assets, including administration buildings 

 Waste management  

Diversification of Revenue Streams 

Council has established a self-sustaining Future Fund with the aim of creating a new, ongoing revenue stream for 

the community and to assist in the transition of the local economy from its dependence on coal to other industries.  

The Fund achieves this primarily through the construction and acquisition of a range of commercial buildings in 

Muswellbrook, Denman and other parts of NSW to help build economic resilience.  

Asset Management 

Muswellbrook Asset Management Strategy 

MSC is the custodian of infrastructure assets with a replacement value of $795 million and a depreciated value of 

approximately $570 million. Ensuring that these assets are maintained, and able to provide the services required of 
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them by the community is an important function of the Council. 

The asset management strategy which encompasses a suite of documents including the Asset Management Policy 

and Strategic Asset Management Plan, provides a systematic way of accounting for these assets and provides a 

plan for their operation, maintenance, rehabilitation, disposal and renewal. The strategy also helps Council to review 

its asset management practices to ensure they are being done in the most cost effective manner possible. 

The broad purpose of the asset management strategy is: 

 to have proper plans and strategies that ensure the assets provided by previous generations continue to be 

available to provide the services required by future generations. 

 to be able to plan for new assets confident of our understanding of their impact on Council’s long term 

financial sustainability. 

 to provide assurance that assets are being created, operated, maintained, rehabilitated and renewed in the 

most cost effective ways possible. 

The Muswellbrook asset management strategy includes revised estimates of the value and useful remaining life of 

the Council’s assets. The strategy also includes a comprehensive program of actions to improve the quality of asset 

data and asset management systems and practices within Council. 

Council’s infrastructure assets have a replacement value of $795m.  The chart below shows the value ($M) of each 

of the six (6) major asset classes. 

 

Council revised its asset management strategy in 2017.  The Strategic Asset Management Plan is a living document, 

the process of ongoing review will provide Council with an improved understanding of the condition of its assets, 

their useful life, expected levels of service, funding levels required to adequately maintain replacement and to renew 

infrastructure and other assets.  

The chart below shows the current condition of assets in each class. While transport and building assets are in 

generally good condition, a significant proportion of water and sewerage assets are near the end of their useful life.  

Council has engaged a contractor to replace the Muswellbrook Reuse Water Treatment Plant.  
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Investment is required to operate, maintain and upgrade existing assets. New assets are required to manage risk 

and meet the needs and aspirations of the community.   

Long Term Financial Plan Assumptions 

The long term financial model requires Council to identify all material items of revenue and expenditure, and 

determine the external and internal influences which could significantly impact on Council’s finances. 

In preparing the 2017-27 LTFP the following underpinning principles have been adopted. 

Market Driven Planning Assumptions 

Population Forecasts 

Muswellbrook’s population is currently estimated at 17,209 and this is projected to increase to 19,550 by 2031.   

In this LTFP conservative estimates have been used to convert the growing population into projections for increases 

in the number of properties in Muswellbrook. No allowance has been made for additional rate revenue for Council as 

a result of population growth. 

Factors applied to Revenue and Expenditure in the Long Term Plan 

These are the same as used for the 2017/18 Operational Plan in the first four (4) years and they reflect the current 

low inflation environment in Australia at present. 

Assumptions Year One  

2018/19 

Years 2 – 4 Years 5 - 10 

Rates Cap 2.3% 2.5% 2.5% 

Stormwater Management Charge 0.0% 0.0% 0.0% 

Salaries and Wages (incl. oncosts) 2.5% 3.0% 3.0% 

Financial Assistance Grant and Other 

Grants 

1.0% 2.5% 2.5% 

Discretionary Fees and Charges 2.5% 2.5% 2.8% 

Materials and Contracts 2.0% 2.3% 2.5% 

Other Expenses 2.0% 2.0% 2.0% 

Utilities 3.0% 2.0% 2.0% 

Depreciation 2.0% 2.5% 2.6% 

Interest / Investment Revenue 3.0% 3.4% 4.0% 
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Assumptions Year One  

2018/19 

Years 2 – 4 Years 5 - 10 

Interest on Borrowings 4.0% 4.7% 5.3% 

In determining the inflationary increase assumption for 2018/19 Council has used IPART projections. The increases 

for 2019 onwards also reflect guidance on allowances for increases. 

Specific Revenue and Expenditure Assumptions 

The following tables outline Council’s assumptions by revenue and expenditure types. Included within the 

assumptions is a brief description as to how Council has determined these assumptions and the external influences 

that impact these assumptions. 

Note: The assumptions included in the following tables are those that could have a material impact on Council 

finances. 

Rates Income Assumption 

Minister’s Allowable Increase 2.3% in 2018/2019; 2.5% per annum thereafter. 

Special Variation Income Scenario 1: No Special Variation This is the base case without the 
assistance of a Special Variation, no special projects and a rate increase 
of 2.3% (the rate peg). 

Scenario 2: A Special Variation of a one-off 14.7% (including 2.3% 
rate peg) from 2018/19 continuing permanently in the rate base that 
includes: 

a. Residential, Business and Farmland rating revenue increase by 
12.3% (including 2.3% rate peg) in 2018/19; and 

b. Mining rating revenue increase by 18.3% (including 2.3% rate 
peg) in 2018/19. 

 

Other Revenue  Assumption 

Fees & Charges Scenario 1 and 2: An allowance has been made to cater for additional 

revenues arising from the new projects proposed in the SV. All other 

fees and charges are increased by 2.5% in line with Council cost 

increases.  

Grants and Contributions 

provided for operating 

purposes 

Scenario 1 and 2: Financial assistance grant budgets reflect 

expectations based on guidance from the State and Federal 

governments 

Grants and Contributions 

provided for capital purposes 

Scenario 1 - An assumption is made that council will continue to receive 

ongoing grant funding from the Resources for Regions (or equivalent) 

funding source.  

Scenario 2 - it is projected that $14.21m of grants and voluntary 

planning agreements are received in 2018/19, hence the revenue 

increase for that year. Remainder years are modelled as per Scenario 1 

above. 
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Rate income growth  

No allowance has been made for additional revenue from new residential properties. The following table shows the 

adjustments for each year.    

Operating Expenditure  Assumption 

Depreciation Scenario 1 – Depreciation costs increase in line with the asset management 

strategy and the assumptions identified in the “Assumption” table above. 

Scenario 2 – The depreciation costs in Scenario 1 increase by $407.5k per 

year from 2020/21 due to the completion of the constructions of the Olympic 

Park precinct upgrade and the Regional Entertainment and Conference 

Centre.  

Borrowing Costs Scenario 1 – Borrowing costs are reflective of the current Repayment 

Schedules provided by the banks. Any movements are reflective of the 

Operational Plan and the interest cost assumptions in the “Assumptions” 

table above. 

Scenario 2 – The borrowing costs in scenario 1 increase by $472k in 

2018/19 as a result of the $11.8m loan for the two projects. These additional 

interest costs gradually decrease over time as the principal payments occur. 

Operational Costs 

(employee benefits and 

materials and contracts) 

Scenario 1 – Operational costs grow in line with the “Assumptions” table 

above. Scenario 2 – The operational costs in Scenario 1 increase by $695k 

per annum from 2020/21 after the Regional Entertainment and Conference 

Centre and Olympic Park Precinct upgrade are completed. An additional 

$100k road and parks operational expenditure is also added from 2020/21 

onwards. Meanwhile, an additional “job creation” expenditure of $250k 

commences in 2019/20.  

 

Capital Expenditure 

 and Revenue 

Assumption 

Asset Renewals Scenario 1: Renewals grow reflective of the Asset Management Strategy.  

Scenario 2: The renewal costs in scenario 1 increase by $300k per year as 

additional drainage work starts then.  

Borrowed Funds Scenario 1 – Borrowed funds are reflective of the current Repayment 

Schedules provided by the banks. Any movements are reflective of the 

Operational Plan. 

Scenario 2 – A principal and interest loan or loans are taken up to the value 

of $11.8m in 2018/19 for the SV projects. 

Loan Repayments Scenario 1 – Loan repayment costs are reflective of the current Repayment 

Schedules provided by the banks. Any changes are reflective of the 

Operational Plan. 

Scenario 2 – The loan principal repayments costs in scenario 1 increase by 

$210k per year and they grow every year, in line with the principal and 

interest repayment schedule. There is $2.2m in extra principal repayments in 

years 2018/19 and 2019/20, as the SV funds are received but the projects 

are under construction and the operational costs have not commenced yet. 

New Assets Scenario 1 – This reflects the proposed expenditure in the Capital Works 

Program. 

Scenario 2 – The scenario 1 capital works program is increased by $26.01m 

when the Regional Entertainment and Conference Centre and the Olympic 

Park Precinct are constructed.  
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Discussion on the approach to the preparation of the LTFP budgets for key 
income and expenditure items 

The following provides additional background to the preparation of the LTFP budgets for key income and 

expenditure items: 

Rates and Annual Charges 

As at the 2016/17 Financial Year, 39.8% of Council’s general rate revenue came from the mining category (coal 

mining industry).  The industry is undertaking a transformation process, which impacts on the local economy and 

Council’s general rating revenue.  In the preparation of the LTFP the following externalities have been considered: 

 Council has factored in a decrease in the rate revenue associated with a reduced land value for the site 

proposed for the refused Drayton South Mine (now owned by Malabar Coal).   

 Council’s assessment of rate revenue from mines in the Shire will be re-assessed in line with the NSW 

Valuer General’s new policy on Valuation of Land Used for Coal Mining which consolidates previous 

separate mining leases into one that embodies all the land controlled by a business for mining purposes.   

 NSW Government changes in biodiversity offset policy, which encourage the conversion of mining offset 

land to permanent conservation areas through Voluntary Conservation Agreements and cannot be rated.  

 Mount Pleasant coal mine will begin extraction in 2018. Council is currently liaising with the Valuer General 

concerning the redrawing of assessments in this area. The LTFP has taken a conservative view and has not 

increased future rate revenues in anticipation of reassessing these lots to mines.   

 The mining footprint of the Bengalla Mine has recently expanded outside the footprint of the assessments 

currently categorised as mining and again Council is liaising with the Valuer General to ensure that, if 

appropriate, new land values are applied to these impacted lands. This should lead to a significant increase 

in the level of rates able to be levied, however, until the land values are determined, the actual quantum of 

the increase is difficult to ascertain. At this stage, Council has made a conservative allowance for this 

increase. 

 The consents for the Mount Arthur and Mangoola mines both expire toward the end of the ten (10) year 

window of the plan, however, both mines may have access to additional coal resources that could extend 

these lives depending on economic and approval factors. With the coal price remaining strong Mt Arthur and 

Mangoola are expected to continue operations for the life of the plan.  

 Muswellbrook Coal is also expected to close down within the life of the plan. The new owners of Dartbrook 

have advised that they intend to recommence operations at Dartbrook in the short to medium term. 

 IPART has included the issue of mine rating in its Draft Review of the Local Government Rating system and 

this may lead to fluctuation in rating revenues. 

Council faces a degree of volatility over the life of the plan, with the potential for significant increases and decreases 

to occur during this time. Council is working to put in place processes that allow for the variances to be evened out 

over time. Therefore, for the purposes of the LTFP, Council is working on the assumption that the Notional Amount 

will be stable over the life of the plan and will only increase by the proposed IPART rate pegging amount of 2.5% per 

annum from 2019/20 onwards. 

With Domestic Waste Annual Charges, Council has factored in necessary increases to allow the activity to remain 

financially sustainable. For 2018/19 an 8% increase is proposed to cover an estimated 20% increase in collection 

charges arising out of the need to negotiate a new ten (10) year contract for the kerbside collection of waste. 

User Fees and Charges 

Fees and charges are proposed to rise in each year from 2018/19 by 2.5%.  
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Interest and Investments 

Council’s cash holdings are invested in Minister approved longer term (between three (3) and seven (7) years), bank 

issued bonds and floating rate notes, which provide short term liquidity should that be needed. For the purposes of 

the plan, Council has assumed a return of 3% in 2018/19 and 3.4% in future years on its invested funds. 

Other Revenues 

Council has established a Future Fund, whose main activity is the acquisition and lease of commercial buildings. The 

Fund is designed to be financially self-sustaining with all expenses related to the Fund being paid from the 

generation of revenue derived from these buildings.  

Grants Operating and Capital 

Council has assumed that indexation will start to again be applied to the Financial Assistance Grant and that the 

Road to Recovery Grant will return to 2014/15 levels with the program being maintained for the life of the plan. For 

the purposes of the plan, Council has also factored in the receipt of grant funding in relation to the Regional 

Entertainment and Conference Centre and the ongoing receipt of grant funding from the Resources for Regions 

Program (or similar) over the life of the plan. Council has been the recipient of significant funds from this source in 

the past and expects to continue to benefit from this program over the life of the plan. 

Employee Costs 

Employee costs are estimated to increase at 2.5% in 2018/19 and 3% over the life of the plan. The only increases 

proposed in terms of full time equivalent positions are in relation to the staffing requirements related to the Regional 

Entertainment and Conference Centre. In terms of the need to pay out long service and annual leave payments to 

staff, Council maintains a cash reserve for this purpose; it is funded at an adequate level to cover all expected short 

term needs of Council. The plan does not propose any significant changes in regard to the range of services offered 

by Council nor the levels at which those services are provided. As such expenditures in this regard are expected to 

remain consistent over the life of the plan. 

Borrowing Costs 

Council is proposing to borrow funds to develop the Olympic Park Precinct upgrade and the Regional Entertainment 

and Conference Centre detailed in the SV application. The plan evidences Council’s ability to sustainably service the 

debt proposed in relation to these facilities. Council is estimating that the borrowing rate over the life of the plan will 

be 4%.  

Materials and Contracts 

Council has made an allowance in its Operating Budget for increased expenditure on maintenance of roads, parks 

and recreation facilities and its building assets. This increased funding will impact on the allocations for this category 

as well as on the employee costs outlined above. 

The plan makes allowance for the costs related to the Olympic Park Precinct upgrade and the Regional 

Entertainment and Conference Centre. 

The plan does not propose any significant changes in relation to the range of services offered by Council nor the 

levels at which those services are provided. As such, expenditures are expected to remain consistent over the life of 

the plan. The costs are indexed at 2% for 2018/19; 2.3% for the next four (4) years and 2.5% per annum thereafter. 
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Capital Works Program 

The following is a summary of the proposed capital works included for the scenarios in this LTFP. 

Scenario 1 – General Fund (No SV) 

Capital Expenditure  2019 

Budget 

‘000 

 2020 

Budget 

‘000 

 2021 

Budget 

‘000 

 2022 

Budget 

‘000 

 2023 

Budget 

‘000 

 2024 

Budget 

‘000 

 2025 

Budget 

‘000 

 2026 

Budget 

‘000 

 2027 Budget 

‘000 

 2028 

Budget ‘000 

New asset as per 

program 
           

3,836             2,580  

           

2,222  

           

2,260  

           

2,309             2,329             2,339             2,599             2,735             2,745  

Asset Renewals 
12,237  7,659  7,928  8,597  8,839  9,016  9,329  9,478  9,537  9,552  

Total 16,073  10,239  10,151  10,857  11,148  11,345  11,668  12,077  12,272  12,297  

 

Scenario 2– General Fund (with additional projects and SV) 

Capital Expenditure  2019 

Budget 

‘000 

 2020 

Budget 

‘000 

 2021 

Budget 

‘000 

 2022 

Budget 

‘000 

 2023 

Budget 

‘000 

 2024 

Budget 

‘000 

 2025 

Budget 

‘000 

 2026 

Budget 

‘000 

 2027 

Budget 

‘000 

 2028 

Budget 

‘000 

New asset as per 

program 29,846  2,580  2,222  2,260  2,309  2,329  2,339  2,599  2,735  2,745  

Asset Renewals 
12,237  7,659  8,228  8,904  9,155  9,339  9,660  9,817  9,885  9,909  

Total 42,083  10,239  10,451  11,164  11,464  11,668  11,999  12,416  12,620  12,654  
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LTFP Financial Model 

Scenario 1 – Base Case (No Special Variation) 

Introduction 

This scenario models the continuation of Council’s services as currently provided. It is based on Council’s proposals 

and assessment under the 2015 Fit for the Future regime. It reinforces the assessment that MSC is a sustainable 

Council under a rate capping environment. 

Components included in the model for Scenario 1 

 The NSW Government has set an annual rate cap for councils over the last 30 years. This has been 

delegated to IPART which set a rate increase of 2.3% for 2018/19. The formula used by IPART assumes 

that all councils will continue to achieve operational savings. 

 No significant changes to rates revenue over the term of this plan, other than from approved increases (rates 

cap). 

 The capital maintenance, rehabilitation and new capital expenditure program is outlined in the asset 

management strategy and is sufficient to meet the asset benchmarks (asset renewal, asset maintenance 

and infrastructure backlog ratios).  See Capital Works Program summary for General Fund on the previous 

page. 

 Scenario 1 is predicated on the idea that there will be no significant changes to the level and nature of 

services provided by Council, the amount of funding required for the maintenance, replacement and renewal 

of assets, or the general environment in which Council operates.  It does make allowance for some 

important projects, such as the renewal of Muswellbrook Aquatic Centre and the Denman CBD. 

Summary and assessment – Scenario 1 

As displayed in the key performance measures in the following table (and in the financial statements) MSC is able to 

meet each of the performance measure benchmarks over the term of this LTFP. 

This scenario represents the status quo, where Council delivers existing services and maintains its existing asset 

base. Under this scenario Council is not able to fully respond to community priorities for storm water drainage 

upgrades, parks and roads improvements, or additional support for job creation. It is unable to develop the Olympic 

Park Precinct upgrade or the Regional Entertainment and Conference Centre as proposed in Council’s application 

for a SV. All of these projects are aimed at improving the amenity and liveability of the Shire; to stimulate the local 

economy and meet community needs for enhanced facilities. 

While Council can remain financially sustainable under this scenario it will not allow Council to deliver the priority 

projects outlined by the community during consultation. 
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Key Performance 

Measures 

  
  
   

For years ended 30 
June 2018/19 - 2027/28 

17/18 18/19 19/20 20/21 21/22 22/23 23/24 24/25 25/26 26/27 

 $’000 $’000 $’000 $’000 $’000 $’000 $’000 $’000 $’000 $’000 

Operating Performance 

Ratio  
0.5% 0.8% 0.7% 0.2% 0.6% 0.9% 1.1% 1.3% 1.5% 1.4% 

> 0% 

Own Source Revenue 

Ratio 
74% 74% 75% 75% 75% 75% 75% 75% 75% 75% 

> 60% 

Building and 

Infrastructure asset 

renewal Ratio 
163% 99% 100% 106% 106% 106% 107% 106% 104% 101% 

> 100% 

Infrastructure Backlog 

Ratio 
0.7% 0.7% 0.7% 0.7% 0.7% 0.7% 0.7% 0.6% 0.6% 0.6% 

< 2% 

Asset Maintenance 

Ratio   
100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 

> 100% 

Debt Service Ratio 

2.4% 2.3% 1.8% 1.8% 1.7% 1.2% 0.6% 0.6% 0.6% 0.6% 
0%<>20% 

Real Operating 

Expenditure per Capita 
      

1.76  

      

1.76  

      

1.75  

      

1.75  

      

1.74  

      

1.73  

      

1.73  

      

1.72  

      

1.71  

      

1.71  (a declining trend over 

time) 
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LTFP Financial Model 

Scenario 2 – Special Variation to deliver key 

community projects 

Introduction 

This scenario models the effect a successful application for a Special Variation and the delivery, and funding, of key 

community projects.  

This proposed one-off SV of 12.3% for residential, farmland and business categories and 18.3% in the mining 

category for 2018/19 will be permanently retained in the rate base and includes the 2.3% IPART approved rate cap 

for 2018/19.  The SV will enable Council to deliver projects for the community, specifically:  

 A new Regional Entertainment and Conference Centre 

 Upgrades to Muswellbrook’s Olympic Park sports precinct 

 Improved stormwater management, particularly in Denman 

 Additional support for job creation across the Shire 

 Additional roads and parks maintenance funding 

 Recovery of rate revenue lost as a consequence of changes in bio-diversity offset state government policy. 

Consolidation of Muswellbrook as a Regional Centre is an identified priority of the NSW Government in the Hunter 

Region Plan 2036.  Scenario 2 and the proposed projects are designed to help position Muswellbrook as the Upper 

Hunter Regional Centre and grow, and diversify, its economic base. 

Components included in the model for Scenario 2 

 The NSW Government has set an annual rate cap for councils over the last 30 years. This determination is 

made by IPART which has set the rate increase at 2.3% for 2018/19.  

 The introduction of a one-off increase of 12.3% (residential, farmland and business categories) and 18.3% 

(mining category), including the 2.3% IPART rate peg. 

 The capital maintenance, rehabilitation and new capital expenditure program is outlined in the asset 

management strategy and is adjusted to ensure Council meets the key asset ratios. 

 The inclusion and funding of the additional capital and operational costs for the following community 

projects: 

 Regional Entertainment and Conference Centre ($15 million) and Olympic Park Precinct Upgrades 

($11.01 million) - anticipated funding from grant funds ($10.5 million), Voluntary Planning 

contributions ($3.71 million),  and additional borrowing ($11.8 million) 

 Additional annual program of stormwater management ($300,000)  

 Additional support to job creation programs ($250,000) 

 Additional program of roads and parks maintenance ($100,000) 

 Recovery of lost rating revenue ($62,000) from changes in state government policy relating to 

mining biodiversity offsets to be funded by revenue. 
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Summary and Assessment – Scenario 2 

As displayed in the key performance measures in the following table (and in the financial statements) MSC is still 

able to meet all of the performance measure benchmarks over the term of this LTFP. 

This scenario involves the addition of extra rates revenue from a SV, with the revenue used to fund the cost of 

servicing additional loans and operational costs for these new community projects. 

Scenario 2 - with SV (General Fund) 

Key Performance 
Measures 

  
  
   

For years ended 30 
June 2018/19 - 2027/28 

17/18 18/19 19/20 20/21 21/22 22/23 23/24 24/25 25/26 26/27 

 $’000 $’000 $’000 $’000 $’000 $’000 $’000 $’000 $’000 $’000 

Operating Performance 

Ratio  
4.2% 3.9% 0.9% 0.5% 0.9% 1.3% 1.5% 1.8% 2.0% 2.0% 

> 0% 

Own Source Revenue 

Ratio 
56% 76% 76% 76% 76% 76% 76% 76% 76% 76% 

> 60% 

Building and 

Infrastructure asset 

renewal Ratio 
163% 99% 99% 105% 105% 105% 105% 105% 103% 101% 

> 100% 

Infrastructure Backlog 

Ratio 
0.6% 0.6% 0.6% 0.6% 0.6% 0.6% 0.6% 0.6% 0.6% 0.6% 

< 2% 

Asset Maintenance 

Ratio   
100% 100% 100% 100% 100% 100% 100% 100% 100% 100% 

> 100% 

Debt Service Ratio 

7.4% 6.4% 3.2% 3.1% 3.1% 2.5% 2.0% 1.9% 1.9% 1.8% 
0%<>20% 

Real Operating 

Expenditure per Capita 
      

1.79  

      

1.80  

      

1.84  

      

1.83  

      

1.83  

      

1.82  

      

1.81  

      

1.80  

      

1.79  

      

1.78  (a declining trend over 

time) 
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Performance Measurement 

Comparison of LTFP Scenarios against key performance measures 

Council has used the Fit for the Future measures in determining performance measures for this LTFP.  A table is 

included under each of the scenarios. The following graphs show the measures for the two (2) scenarios, against 

each other and against the relevant benchmark. 
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Risks and Sensitivity Analysis 

Risks 

The major risk for Council relates to its revenues and, in particular, to revenue received from the mining sector.  

The major risks relate to: 

 Rates revenue 

 A risk of lower than expected rates cap increase 

 A risk of an erosion in the rating base due to a reduction in mining activity in the Shire 

 Other revenue, such as fees, charges and grants 

 The risk that government grant assistance diminishes or does not grow at the assumed rate 

 Loss of, or reduction to, ongoing grant funding - especially in relation to road renewal 

 Lower than expected growth in other revenue 

 Operating expenditure increases for key expenses such as employee costs, materials and contracts 

 Higher than expected increases in employee costs and in materials\contract costs without an increase in 

the assumed rates cap 

 Interest rates on Council borrowing 

 Increases in the assumed interest rate on borrowings 
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Sensitivity Analysis 

In this LTFP, Council has outlined two (2) scenarios.  Scenario 1 looks at the difference between the status quo, or 

base case. Scenario 2 models the impacts of Council successfully applying for a Special Variation and how it will be 

used to fund community projects. 

This sensitivity analysis looks at the impact on Scenario 2 based on some assumptions on changes to mining activity 

and a resulting change in rate revenue for Council. 

 Rates revenue 

 Each 1% change in ordinary rates revenue will result in a $120,000 change in total rates revenue 

 Other revenues, such as fees, charges and grants 

 Revenue from operating grants is $8.2 million in 2016/17 which is approximately 16% of total income 

from continuing operations. Each 1% change represents $82,000. 

 Operating expenditure increases for key expenses, such as employee costs, materials and contracts 

 Employee Costs and Other Operating expenditure (materials and contracts) comprise $13.8 million and 

$10.9 million in 2016/17 respectively.  A 1% movement in these costs represents $138,000 and 

$109,000 ($247,000 combined effect). 

 Interest rates on Council borrowings 

 Each 1% increase in Council borrowing costs will have the following effect: 

o Scenario 1 with base, general fund borrowings of $6 million = $60,000 annual cost impact 

o Scenario 2 with $14 million of borrowings = $140,000 annual impact. 

Changes to the revenue or expenditure assumptions could have a material effect on the financial projections in the 

LTFP, however, Council believes the assumptions used are robust. A regular review of the LTFP will ensure that 

Council is able to react and plan for any changes in costs and revenues over the term of this plan. 

This analysis shows the sensitivity of the financial projections to changes in mining revenue. Council is aware that 

there are potential risks to the revenue and economic input that this sector has to the local economy. Trends and 

possible changes will be monitored and the financial effects modelled so that Council and the community are able to 

respond. 

For example, Council is an active member of the Hunter Research Foundation and now contributes to the shared 

employment of an economist to inform analysis and forward planning.  Key indicators include the Australian Rail 

Track Corporation’s 2017 Hunter Valley Corridor Capacity Strategy (Consultation Draft) projects a decline of 24% of 

thermal coal exported through the Port of Newcastle 2027.  This may have a modest impact on Council’s revenue, 

which Council is preparing to offset through its Future Fund, economic diversification and job creation initiatives. 

Ongoing sensitivity analysis will include impacts arising from land use changes and climate change.   
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Summary of this LTFP 

Conclusion 

In this LTFP Council has outlined two (2) scenarios, together with a sensitivity analysis.   

 Scenario 1 shows the status quo; this reinforces previous modelling and financial assessments that 

Muswellbrook Shire Council is financially sustainable as a standalone council. 

 Scenario 2 assumes that MSC will obtain a permanent Special Variation of 12.3% (residential, farmland and 

business categories) and 18.3% (mining category) for 2017/2018 (including the 2.3% rate peg). This will 

enable Council to deliver projects for its community such as: 

 A new Regional Entertainment and Conference Centre 

 Upgrades to Muswellbrook’s Olympic Park sports precinct 

 Improved stormwater management, particularly in Denman 

 Additional support for job creation across the Shire 

 Additional roads and parks maintenance funding 

 Recovery of rate revenue lost as a consequence of changes in bio-diversity offset state government 

policy. 

 Sensitivity analysis assumes that MSC will apply for a permanent Special Variation of 12.3% (residential, 

farmland and business categories) and 18.3% (mining category) for 2017/2018 (including the 2.3% rate 

peg). This will enable Council to deliver projects for the community as outlined in Scenario 2 with overlaying 

sensitivities outlined on the previous page.  

Consolidating Muswellbrook as the Regional Centre of the Upper Hunter is an identified priority of the NSW 

Government, as outlined in the Hunter Region Plan 2036.   

The preferred option of Council and the community is Scenario 2 - where Council successfully obtains a Special 

Variation, which will enable new key projects and programs to be delivered and funded.  The financial projections 

show that, with the assistance of the SV, Council is able to remain financially sustainable; delivering projects to 

stimulate the local economy and providing facilities that strategically place Muswellbrook as the Regional Centre of 

the Upper Hunter.   

The following financial statements demonstrate the current and long-term position of Council’s finances 

under each scenario.
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Scenario 1 – General Fund - Financial Statements – 2019-28 LTFP 
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Scenario One – Consolidated - Financial Statements – 2019-28 LTFP 
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Scenario 2 – General Fund - Financial Statements – 2019-28 LTFP 
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Scenario Two – Consolidated - Financial Statements – 2019-28 LTFP 
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Sensitivity Analysis: General Fund-Financial Statements 2019-28 LTFP 
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Sensitivity Analysis: Consolidated-Financial Statements 2019-28 LTFP 
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