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Financial sustainability policy 
 

1. Purpose 
The purpose of this policy is to establish the strategic financial sustainability principles to be 
used by Council when developing Council’s Annual Business Plan incorporating the annual 
budget, the Long-Term Financial Plan, and making other critical financial decisions. 

 

2. Policy 
2.1. Background  

Financial Sustainability is achieved when service and infrastructure levels and standards 
are delivered according to a long-term plan without the need to significantly increase rates 
or significantly reduce services. 
 
Long-term financial sustainability is important if Council is to deliver the services and 
programs expected by the community. It is also important that community assets are 
maintained so that the cost does not become a burden for future ratepayers and for council 
to remain financially viable. 
 
Responsible long-term financial sustainability ensures: 
a) Council will remain in a healthy financial position 
b) Public resources are distributed fairly between current and future ratepayers, and this 

will be achieved by maintaining an operating surplus 
c) Funding is made available for the maintenance, replacement and upgrade of assets to 

meet community expectations 
d) Financial outcomes are given greater stability and certainty 
e) Consistent delivery of essential community services and the efficient development of 

infrastructure 
f) Current and future Council rates are given a fair degree of stability and predictability. 
 
To ensure that Council is financially sustainable, Council will regularly review its Long Term 
Financial Plan and associated guiding principles. The principles will as a minimum have 
regard for: 
a) The level of funding to be applied for the purpose of maintaining existing assets 
b) The level of debt and serviceability that Council will hold over the period of the Long 

Term Financial Plan 
c) The operating surplus target. 
 

2.2. Operating surplus  
Council will maintain an Operating surplus over a minimum of a three year period. 
The Operating surplus, excluding capital grant funding ratio is a key measure of financial 
sustainability.  
It shows the Operating surplus (deficit), excluding capital grant funding, as a percentage of 
total operating income.  
The ratio provides a clear measure of the underlying operating performance, excluding 
external capital funding.  
Council will aim to achieve an Operating surplus, excluding capital grant funding ratio of 2.5 
to 10% on an annual basis in accordance with Council’s Long-Term Financial Plan. 
 



   

City of Tea Tree Gully  2 
 

Council is required to review its budget in accordance with Regulation 9 of the Local 
Government (Financial Management) Regulations 2011. 
 

2.3. Funded asset and service provision costs 
In the annual budget and Long-Term Financial Plan, the full cost of providing services to 
the community will be included. Council will provide for the maintenance, replacement and 
upgrade of existing assets.  
 
Existing assets will be maintained to a level that ensures their economic life is maximised. 
Council will continue to provide for maintenance and/or replacement of needed assets (e.g. 
roads and footpaths) to ensure they can continue to provide community benefit. 
 
Council supports the principle that existing infrastructure will be maintained to a reasonable 
and serviceable level as a priority over building or acquiring additional infrastructure. 
Building or acquiring additional infrastructure commits Council to increased maintenance 
responsibilities, which may be funded by either additional Council rate increases or 
decreased service maintenance levels. 
 
A key measure of whether or not a Council is renewing or replacing existing non-financial 
assets at the same rate that its overall stock of assets is wearing out is the Asset renewal 
funding ratio. It is calculated by measuring capital expenditure on renewal or replacement 
of assets relative to the optimal level of such expenditure proposed in a Council’s Asset 
Management Plans. Council will aim to have capital outlays on renewing / replacing assets, 
net of proceeds from the sale of replaced assets, as greater than 90% but less than 110% 
of depreciation over a rolling three year period.  
 
In addition, Council will regularly review its infrastructure and asset management plans and 
will specifically review the level of outstanding maintenance. 
 

2.4. Debt limitations  
Council commits to delivering an operating surplus when additional borrowings are 
considered. Additional borrowing should not be undertaken unless it is in an effort to reduce 
maintenance expenditure or to address a high or extreme risk. In the event that borrowings 
are taken out while an operating deficit exists, Council will take action in the following year 
to operate in a surplus position. 
 
It is appropriate for Council to have some level of debt. Intergenerational assets (such as a 
library, major roads etc) may be funded by a combination of short and long-term debt. 
 
A key consideration in managing debt is ensuring borrowing remains affordable relative to 
Council's ongoing income. The Net Financial Liabilities Ratio is Council’s primary measure 
for assessing debt sustainability, as it assesses the level of debt against the revenue 
available to support it over time. This ratio provides an effective indicator of Council's 
capacity to manage and service debt while maintaining long-term financial sustainability. 
 
The Net financial liabilities- excluding strategic borrowings ratio measures the level of net 
financial liabilities as a percentage of total operating income and excludes strategic project 
borrowings. This provides a clearer view of Council’s underlying debt position by removing 
the impact of strategic, one-off borrowing decisions. Council will aim to maintain a Net 
financial liabilities – excluding strategic borrowing ratio of between 25% and 35%. In the 
event that the net financial liabilities ratio is above the target range, it will be planned to 
return the ratio to the target range within 3 years. 
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Supporting the Net Financial Liabilities ratio Council will monitor its Interest Cover Ratio 
which measures Council’s capacity meet finance costs from its rate revenue. Total interest 
expense on borrowings should not exceed 4% of annual general rate income. While the Net 
Financial Liabilities Ratio remains Council's primary measure of debt sustainability, the 4% 
interest cost target serves as an important secondary control to ensure borrowing 
commitments remain affordable and do not place undue pressure on future rate revenue. 
 

2.5. Review of assets 
Existing assets will be reviewed to ascertain whether they are achieving a Strategic Plan 
outcome. If the assets are not providing a benefit in accordance with the Strategic Plan 
then Council will seek community support to use the value in the assets to fund capital or 
refurbishment expenditure and thus maintain community wealth.  

 
In acquiring new assets, the following factors should be considered: 

a) Council’s current operating surplus / deficit position 
b) Any additional depreciation and maintenance cost 
c) Any relevant interest cost and the impact on the Operating surplus / deficit position 
d) The requirement to increase Council rates to fund acquisition and ongoing costs 
e) The age, life expectancy, suitability and service potential of any asset to be replaced 
f) Discounted cash flow analysis, where appropriate. 

 
Council assets will be reviewed on a regular basis and those assets identified as less-
needed assets may be sold to raise funds for more desirable community facilities. 
 

2.6. Council rate increase 
Council’s Annual Business Plan will have an increase in general rates that reflects the cost 
to Council in continuing to provide existing services and to fund the costs included in the 
adopted Infrastructure and Asset Management Plans and Long-Term Financial Plan and 
will run an Asset renewal funding ratio of 90% to 110% over a 3 year period. 
 
If Council is planning to provide new or additional services then the cost of these may also 
need to be included as an additional rate increase. 
 
This rate increase will take into account items such as the Consumer Price Index, Local 
Government Price Index and enterprise bargaining agreements, which outlines agreed 
growth in employee wages and salaries and any other costs to Council. This will ensure 
that appropriate increased levels of income cover the main drivers of Council’s increasing 
costs. 
 
Council will determine, after consultation with the community, whether the priority and focus 
of the Annual Business Plan is appropriate or whether any new initiatives or higher 
standards have sufficient community support to justify higher rate increases. 
 

3. Definitions 
 
For the purposes of this policy the following definitions apply: 
 
Strategic Borrowings - debt funding approved by Council to support the delivery of 
significant strategic initiatives or investment opportunities that are expected to generate 
long-term community, service, financial, or economic benefits. Such borrowings are 
generally one-off in nature and form part of Council's long-term financial planning 
framework. 
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4. Legislative framework 
 

4.1. Reference to legislation 
There is no legislative requirement for Council to have a policy relating to this area. 
Local Government Act 1999. 

 
Section 8(k) of this Act provides that Council must ensure the sustainability of its long-term 
Financial Performance and position. 
 
Sections 122 and 123 of this Act provides that Council must have strategic plans, an annual 
business plan, annual budget and asset and infrastructure management, and long-term 
financial plans. This requires a level of forward planning in relation to the management of 
Council’s funds. 
 
It is noted that the above ratios are Council’s measures of financial sustainability; however, 
where required, Council will comply with the requirements set out in the Model Financial 
Statements. 
 
 

4.2. Other references 
Council’s document including: 
a) Annual Business Plan 
b) Annual Report 
c) Infrastructure and Asset Management Plans 
d) Fees and Charges Register 
e) Long-Term Financial Plan 
 

5. Strategic Plan 2030 
 

5.1. Strategic objectives 
The following strategic objectives and aspirations in Council’s Strategic Plan 2030 are the 
most relevant to this report:  
 
 Strategic Objective Comments 

1. Our Community 
We create opportunities for people 
to connect with one another 
and to their local community. 

Financial sustainability ensures Council can 
continue to fund community programs, 
services and infrastructure that support 
community connection and participation, 
both now and into the future.  

1.1. Our programs, events and services 
are accessible, inclusive and 
adaptable to meet community 
needs. 

Maintaining an operating surplus and fully 
funding services ensures programs and 
services remain accessible, adaptable and 
responsive to changing community needs 
without sudden service reductions. 

1.3. People feel a sense of belonging, 
inclusion and connection. 

Financially sustainable decision-making 
supports the ongoing delivery of community 
facilities, spaces and programs that foster 
inclusion and strengthen community 
connections. 

1.4. The safety and wellbeing of our 
community is a priority. 

Adequate funding for asset maintenance, 
renewal and service delivery ensures safe 
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infrastructure and supports programs that 
enhance community wellbeing and 
resilience. 

2. Our Economy 
Our city is the place to invest, work 
and do business. 

Strong financial sustainability enhances 
Council’s ability to invest in infrastructure, 
maintain assets and provide a stable rating 
environment, supporting economic growth 
and investor confidence. 

2.2. Our economy is innovative, 
prosperous and diverse and is 
underpinned by sustainable 
population growth. 

Financial sustainability supports strategic 
infrastructure investment and service 
planning required to accommodate 
population growth while maintaining 
affordability and service levels. 

3. Our Environment 
We are leaders in how we manage 
and care for our 
environment and resources. 

Financial sustainability supports responsible 
resource allocation through long-term 
financial planning, ensuring environmental 
initiatives can be funded while maintaining 
overall financial stability. 

3.2. We practice the responsible and 
sustainable use of resources. 

Long-term financial planning and asset 
sustainability principles, including 
benchmarks, ensures efficient and 
responsible use of financial and physical 
resources. 

4. Our Places 
Our City is a desirable place 
to live, stay and play. 

Sustainable financial management enables 
continued investment in infrastructure and 
community assets, contributing to liveability 
and long-term community value. 

4.1. Our public places are attractive, 
adaptable and fit for purpose. 

Supported through asset management 
planning and maintaining the asset 
sustainability ratio (90%–110%), ensuring 
assets remain functional, safe and 
appropriate for community use. 

5. Our Leadership 
We are trusted to make good 
decisions that are in the best 
interest of our community. 

The policy establishes clear financial 
principles, targets and controls that promote 
transparency, accountability and long-term 
decision-making in the community’s best 
interest. 

5.1. Our service provision is sustainable 
and adaptable. 

Directly supported through operating 
surplus targets and long-term financial 
planning, ensuring services can be 
maintained and adapted over time. 
 

5.3. Our engagement is meaningful and 
we keep our community informed 
about Council initiatives. 

Supported through Annual Business Plan 
consultation, which involve community input 
into funding priorities and service levels. 

5.4. Our planning and decision making is 
evidence based, consistent and 
focused on outcomes for the future. 

This policy provides target ranges to inform 
decisions whilst ensuring ongoing financial 
sustainability.  
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5.2. Organisation Plan 
Our Strategic Plan is supported by an Organisation Plan which focuses on four key pillars 
of customer care, trust, teamwork and growth. The pillar most relevant to this policy is 
growth.  
 

6. Policy Implementation 
 
This Policy will be implemented by the Chief Executive Officer or relevant portfolio General 
Manager and managed in accordance with Council’s scheme of delegations. 
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