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1

EXECUTIVE SUMMARY

This executive summary provides the key outcomes from our analysis. However, the full report
needs to be read to provide the context to the analysis and assumptions that underpin the
modelling.
Dungog is a small council in the context of the Hunter Region and as such provides a limited
range of services. These services reflect its rural and lifestyle characteristics as well as its
proximity to larger regional centres such as Maitland, Raymond Terrace and Newcastle. Its
residents choose to live away from, but in close proximity to, the regional centres seeking the
lifestyle Dungog offers alongside its traditional agricultural industries.
The Independent Local Government Review Panel (ILGRP) asked all councils to undertake a
rigorous self-assessment of their future sustainability against a set of seven benchmarks.
The ILGRP’s indicated that Dungog was likely sustainable in its own right (like all Hunter
councils) albeit that the Council had expressed concerns about its current sustainability.
The ILGRP report stated that Dungog Shire Council has a ‘Weak-Negative’ Financial
Sustainability Rating and received a ‘Distressed’ rating in the Office of Local Government’s
Infrastructure Audit. It suggested that Council should update its sustainability assessment and
consider the option of merging with Maitland City Council.
The Independent Pricing and Regulatory Tribunal (IPART) indicated that councils should first
look to the ILGRP’s recommendations when considering their Fit for the Future (FFTF)
response.
Both Dungog and Maitland Councils have investigated the merger option. There are a number
of significant potential financial and non-financial risks arising from any merger between
Maitland City Council and Dungog Shire Council including:


There is a substantial cost to the Councils to merge



Transitional costs may be more significant than set out in the business case



The limited efficiencies projected in the business case may not be delivered



The implementation costs may be higher



Decisions subsequent to the merger about the rationalisation of facilities and services
may not reduce the cost base of the merged organisation, as originally planned



The cultural integration of the two councils may not occur as expected, resulting in low
morale and increased staff turnover, reducing business performance and prolonging the
time it takes to achieve the predicted efficiencies



Service levels may rise to the standard of the highest level of services being integrated,
increasing delivery costs and / or lost savings opportunities.

After considering the merger analysis, the Dungog Shire Council considers a merger with
Maitland is not in the best interests of Dungog residents.

3

Dungog has also considered whether the Rural Council model is appropriate, and while Dungog
may satisfy most of Rural Council criteria, its position in the Hunter and proximity to much larger
councils like Maitland and Port Stephens means it is unlikely to pass the Rural Council tests as
envisaged by the ILGRP. In any event, there appears to be no significant advantages in Dungog
becoming a Rural Council.
While the ILGRP indicated a merger with Maitland should be investigated, it indicated that
potentially all Hunter councils were sustainable so Dungog is seen as having the potential to
remain a standalone council (within a Joint Organisation). Therefore, it appears that the ILGRP
considered that Dungog demonstrates at least some of the required elements of scale and
capacity.
Whether to merge, become a Rural Council or standalone, the Independent Local Government
Review Panel (ILGRP) has asked all councils to undertake a rigorous self-assessment of their
future sustainability against a set of seven benchmarks. Dungog Shire Council has adopted a
process that has included


establishment of an internal project team, its senior leadership team



considering possible opportunities and initiatives



reviewing current services and service levels



workshops with councillors and staff.

After applying this process Dungog Shire Council is able to meet all the benchmarks within the
timeframes proposed by IPART.
Councils are required to submit a proposal to IPART as to how they will be fit for the future, by
30 June 2015. Dungog Shire Council has commissioned Morrison Low Consultants to prepare
this report to support Council’s Improvement Proposal (Template 2).
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FIT FOR THE FUTURE

Three years ago, local councils from throughout New South Wales gathered for a summit,
Destination 2036, to plan how local government could meet the challenges of the future. As a
result, councils agreed that change was needed. They wanted to be strong and sustainable and
make a positive difference in their respective communities. However, there were various views
as to how this could be achieved. In April 2012, the NSW State Government appointed an
independent expert panel to carry out a review of the sector. The Independent Local
Government Review Panel (ILGRP) consulted widely in developing its final recommendations,
which were presented to the Government in late 2013.
The panel concluded that for councils to become strong and sustainable, both the government
and the local government sector would have to play a part. The government indicated its
preparedness to change the way it works with councils and support them through meaningful
reform. Local councils would also need to consider new ways of working and new structural
arrangements. The ‘Fit for the Future’ (FFTF) program brings these changes together to lay the
foundations for a stronger system of local government and stronger local communities.
The FFTF program requires councils to actively assess their scale and capacity in achieving
long term sustainability and submit proposals to the government indicating how they will achieve
these objectives. The government recently appointed the Independent Pricing and Regulatory
Tribunal (IPART) as the FFTF Advisory Panel. Its role is to assess the submissions of councils
and determine if a council is deemed to be fit for the future.
IPART recently released its final Methodology for Assessment of Council Fit for the Future
Proposals and has established its view on the FFTF benchmarks and when Councils should
meet these. It has broadened the criteria for Group 8,9,10 and 11 Councils of which Dungog is
one, to recognize that some may have difficulty meeting the benchmarks on the same
timeframe as metropolitan or regional councils. It has set the following timetable for rural
councils pursuing a ‘Council Improvement Proposal’ or submitting a Rural Council Proposal:
Scale and Capacity

Achieve Scale and Efficiency

Operational Sustainability
Operating Performance

Plan to meet the benchmark within 10 years

Own Source Revenue

Plan to improve against the benchmark within 5 years (incl FAGs)

Asset Renewal

Meet or improve towards the benchmark within 5 years

Capital Sustainability
Infrastructure Backlog

Meet or improve towards the benchmark within 5 years

Asset Maintenance

Meet or improve towards the benchmark within 5 years

Debt Service

Meet the benchmark within 5 years

Efficiency
Real Operating Expenditure

Demonstrate operational savings over 5 years but may not be
practical in the short term
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SCALE AND CAPACITY

The ILGRP was of the view that “all Hunter Councils appear financially sustainable, with the
possible exception of Dungog” and “that Dungog Council itself has reservations about its
capacity to meet its infrastructure obligations in the medium term, and an updated sustainability
assessment needs to be undertaken as soon as possible. That assessment should consider the
option of merging Dungog with Maitland.” The ILGRP considers that both a merger would meet
the Scale and Capacity tests and that potentially Dungog meets at least some of these tests.
The government has asked each council to begin with the recommendation proposed by the
ILGRP as that is considered to be the appropriate scale and capacity for each council.
Scale
Scale has not been defined by the either the ILGRP or the NSW Office of Local Government.
Dungog comprises of several villages and a surrounding rural community. Dungog Township is
the regional centre for the Shire. The town boasts many of the government service agencies
available in the city. Dungog is experiencing population growth that is forecast to continue. It
works collaboratively with other councils in the region through Hunter Councils. It has a proud
local government history and record of delivering services efficiently with one of the lowest
average rates in the region. In the recent storm disaster event, the Council demonstrated that it
has the resources to respond, manage and minimise the impact of unforeseen major events,
such as occurred in April.
Capacity
The ILGRP report articulated the Key Elements of Strategic Capacity as follows 1:
Figure 1

1

Scale and capacity

Box 8, Page 32 of Revitalising Local Government
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Elements of Strategic Capacity
Elements of Strategic
Capacity
More robust revenue base
and increased
discretionary spending



Council recently exhibited its draft Operational Plan 2015/16, which
outlines its budget deficit and its intention to apply for a special rates
variation, increase its fees and charges, and borrow funds for a
number of projects

Scope to undertake new
functions and major
projects



Council acquired land that has a one kilometre frontage to the Williams
River, which will be included in a future master plan improving access
with the Dungog Central Business District
Council responded to and managed the impacts of the recent storm
disaster

Ability to employ wider
range of skilled staff



Council’s full complement of Infrastructure and Assets staff have
completed asset management plans to better understand the
community’s infrastructure needs

Knowledge, creativity and
innovation



Council uses field mapping software to record noxious weed
inspections
Council continues to support cultural activities and events across the
Shire to support the local economy through the establishment of
Dungog Shire Events Inc.
Council invested in the James Theatre and encouraged the
development of a community fundraising committee that works in
association with the Management Committee to diversify the cultural
activities and events hosted at the facility to enable further investment
in the facility as a consequence of revenue generated






Advanced skills in
strategic planning and
policy development





Effective regional
collaboration

Council undertook a feasibility study on low cost short-term visitor
accommodation to guide its decision about investing in a caravan park
in Dungog
Council completed its new Local Environmental Plan, while assessing
a rising number of development applications
Council exhibited its Flood Risk Management Plan to address the
impacts of localised flooding on Clarence Town



Council continues to be involved in Regional Waste Management
Strategies focussing on waste diversion and illegal dumping



Council works closely with the Dungog Shire Chamber of Commerce,
Visitor Economy Hunter and the Hunter Business Enterprise Centre to
diversify its economy



Council works with 3 lower Hunter Councils (Port Stephens, Maitland
& Cessnock) in relation to regional emergency management matters
including the lower Hunter RFS
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Elements of Strategic
Capacity


Council is an active member of Hunter Councils, advocating on behalf
of the community about road funding, strategic agricultural lands study
funding, planning reform, rail services, accessibility issues, ambulance
service staffing levels, policing, police accommodation, mental health
services and dialysis services



Council makes representations to the Local Government Independent
Review Panel and the Local Government Acts Taskforce



Council has made submissions to Government in respect of the
resources for regions criteria assessment



Council works with the Federal Government under its Roads to
Recovery and the NSW Government under its Hunter Infrastructure
and Investment Fund to deliver infrastructure works



Council worked with Hunter Water and landowners to improve water
quality in the drinking water catchment through septic tank inspections
and rectifications



Council worked with the NSW Environmental Trust to remediate an
underground petroleum storage system that is classified as a high risk
to local waterways



Council is working with the NSW Department of Planning and Hunter
Water to develop a rural lands strategy to protect strategic agricultural
land



Council operates the local RMS agency



Council hosts the quarterly Dungog Shire Health Forum to address
local medical service issues

Resources to cope with
complex and unexpected
change



Council responded to and managed the impacts of the recent storm
disaster



Council also facilitated the hosting of the Mumford & Sons Gentlemen
of the Road Tour concert in Dungog which resulted in an influx of
13,000 people for the event.

High quality political and
managerial leadership



Council has reviewed its delegations and provides training and regular
councilor workshops on a range of issues



Council actively fosters the professional development of its senior
management team.

Credibility for more
effective advocacy

Capable partner for the
state and federal
agencies
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COUNCIL’S CURRENT POSITION

4.1

About your Local Government Area

The Dungog Shire Council area is located in the Hunter Region of New South Wales,
approximately 76 kilometres from Newcastle and 215 kilometres from Sydney. The Shire
encompasses a total land area of about 2,248 square kilometres. It is bounded by Upper Hunter
Shire Council and Gloucester Shire Council in the north, Great Lakes Council in the east, Port
Stephens Council and Maitland City Council in the south and Singleton Council in the west.
The Shire is predominantly very rugged to hilly country. One-fifth of the Barrington Tops
National Park sits within the Shire, forming part of the Great Dividing Range. The major
population centres within the Shire include Dungog; Gresford; Paterson; Vacy; Martins Creek
and Clarence Town.
The predominantly rural Shire is a major water resource for the residents of the Lower Hunter
and is renowned for its natural environment and pristine waterways. The Williams and Paterson
Rivers traverse the Shire and are tributaries of the Hunter River, contributing over 40% of its
flow. Dungog Shire Council can be described as the heart and lungs of the Hunter Valley.
The Shire has close proximity to labour markets of the Lower Hunter and the resource industries
in the Upper Hunter. Its primary economic drivers include agriculture, forestry and tourism.

(Source: http://www.elections.nsw.gov.au/districts/profiles/2015/Upper_Hunter - cropped)
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Community Demographics
Table 1

Current Base Information

Population

No.

(ERP 2012)

Households

Dungog

8,696

Land Area
2
(km )

3,832

Population Density
(persons per km

2,251

2)

3.86

Analysis of the Australian Bureau of Statistics census data and the NSW Department of
Planning and Environment’s Population Forecast (2014) show the patterns of past and future
population growth within the Dungog Shire Council area. It has experienced positive growth in
the previous 10 year period, which is expected to continue. Dungog’s population growth
increases slightly, up from 2% in the period 2001-2011, compared with 2.8% from 2011 – 2031.
This population growth forecast provides scope for increasing revenue in the future.
Table 2

Population Growth

2011

2016

2021

2026

2031

8,550

8,650

8,750

8,800

8,800

This population increase can be attributed to a growing young population and increase in the
rate of births. The area has experienced an increase in the number of older people.
The Shire will see a small increase in population density, reflective of the growth in population,
from 3.86 to 3.91 people/km².
A greater proportion of the Shire’s population is over 45 years of age. It has a high ratio of
children to adults of parenting age, coupled with low retention of young adults. The area also
has a high proportion of elderly people, including a slightly higher retention rate for very old
people2. However, age dependency or the ratio of older people (65 and older) to the number of
people aged 15-64 years will gradually increase from 0.27 in 2011 to 0.50 in 2031, increasing
demand for aged services in the area. This will also necessitate strategies to maintain the
working age population so that the community has sufficient workers to fill jobs.
The majority of residents in the Shire were born in Australia, which is reflected in the very high
levels of English being spoken at home. The area has an Indigenous population of 3.1%, which
is higher than the State average of 2.89%. The original inhabitants of the Shire were the
Wonnarua and Worimi People.
The Shire will experience an increase in couple only and lone person household types from
2011 to 2031. The other dominant household type of couple with children will decline and other
less dominant household types of single parents and group households will remain steady.
The predominant dwelling structure is separate houses. The Shire has a low level of mobility
and tenancy and a high level of outright home ownership combined with a small infusion of
caravans, tenanted dwellings and population mobility. Housing purchase and private rental is
still reasonably affordable in the Shire, compared with neighbouring Singleton. A total of 4,400
2

NIEIR New South Wales Local Government Areas: Similarities and Differences March 2013
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dwellings are projected to be needed to provide private housing for all projected households in
2031. The Shire is characterised by fairly high car ownership, moderate levels of working from
home, high reliance on motor vehicles to access work and negligible use of public transport.
Community’s social and economic needs
The Dungog Shire Council area generates a Gross Regional Product of $304 million per
annum. In 2012, the Shire had 1,000 businesses, mostly in the Agriculture, Forestry & Fishing
industry. The industries of employment in the Shire are employed in (i) Agriculture, Forestry &
Fishing, (ii) Education & Training / Retail Trade, and (iii) Accommodation & Food Services /
Health Care & Social Assistance.
The Shire area sees considerable economic transition to Maitland, Newcastle, Singleton and
Port Stephens. Over half its residents work outside the Shire area, with the largest proportion
working in Maitland, followed closely by Newcastle. There is relatively low retail activity in the
Shire, compared with the major centres of Newcastle and Maitland with which the Shire has
strong connections.
The Shire has low demand for industrial land, however it has benefited from a modest increase
in tree-change growth. A number of towns and villages in the Shire have limited opportunities
for further expansion as they are directly affected by flooding or road closures caused by
flooding.
Residents’ average income is characterised as low to middle with per capita incomes typically
around $35,000. Income sources tend to be diversified: around 60 per cent of wages contribute
to disposable income and 15 per cent each from small business, property and benefits. The
income growth rate has generally been fairly low over the past five years. Median family income
in Dungog is $1,278 per week.
The unemployment rate is moderate, sitting at 4.5%, as is social security take-up. Hours worked
per week are lower than other council areas and the Full Time Equivalent jobholding rate is
generally low.
Residents have below the State average high school completion, with limited access to
secondary and TAFE facilities. Post graduate qualifications are low, which may reflect limited
access to these qualifications.
The population demonstrates lower levels of socio-economic disadvantage than the State
average when measured against the Socio-Economic Indexes for Areas Index of Relative
Socio-economic Disadvantage, ranking 100 among 152 local government areas.
Community’s sense of local identity
The communities of the Shire offer a range of benefits, including rivers, parks, country cafes,
pubs and farms. Located between the Pacific and New England Highways, it is an hour’s drive
from Newcastle, the Great Lakes, the Hunter Valley wine district and Port Stephens. It offers
acreage living or lifestyle blocks in the townships. The essence of the Shire, with its rural and
mountain backdrop, is the beauty of its natural environment and its sense of belonging.
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(Source: http://www.dungog.nsw.gov.au)

The Dungog Shire Council Community Strategic Plan 2013-30 includes a vision of “a vibrant
united community, with a sustainable economy. An area where rural character, community
safety and lifestyle are preserved”. The plan was developed upon the theme of “Our Shire – Our
Heritage – Our Future”. As a result of engagement with the community, the focus areas of the
plan were: natural environment; local economy; community and culture; rural and urban
development; recreation and open space; public infrastructure and services; council governance
and finance.
Council’s mission statement is “to manage, enhance and protect the resources of the Shire, in
consultation with the community”. Its core values that underpin its efforts toward the
Community’s vision are:


Community consultation



Customer service



Team work



Efficiency



Integrity



Equity



Access requirements



Value for money



Governance.

Dungog Shire Council presently has nine councillors and the table below shows the number of
residents each councillor represents.
Table 3 Representation per population

Council
Dungog Council

Representation
(population / Councillor)
669

Dungog is represented by the Nationals and the Liberal political parties at the state and federal
level.
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Council’s assets include roads, drainage, waste infrastructure, bridges, as well as parks,
sporting grounds and community halls. There are 318 kilometres of sealed roads, 273
kilometres of unsealed roads, and 123 kilometres of regional roads, all of which Council
maintains.
Council’s Local Environmental Plan (LEP) aims to recognise its significant natural environmental
assets, protect rural lands, natural resources and areas of heritage significance, and provide for
biological diversity in the Shire. Its LEP promotes sustainable development, housing choice
(both urban and village) and important economic sectors.
The Dungog Shire Council area is included in the State Government’s Hunter Regional Growth
Planning Region. Previous strategic direction for the Hunter Region considered the Lower and
Upper Hunter areas separately. The current strategic directions for the Dungog Shire Council
area are set out in the Strategic Regional Land Use Plan for the Upper Hunter 2012.
The Shire is identified as the local government area within the Upper Hunter region with the
least amount of growth, as there is no coal mining presence. However, it is recognised for its
extensive beef cattle grazing and crop production, which is the mainstay of the local economy.
These industries also define the rural character of the region and support the ongoing
management of rural resource lands. Tourism is also identified as an important industry for the
region, with the Shire’s close proximity to the world heritage listed Barrington Tops National
Park.
Strategies to attract new industries and employment, retain the existing population and generate
sufficient population to attract economic investment will be vital to the Shire, due to its narrow
economic base and slower population growth.
Dungog Shire Council is a member of Hunter Councils, a leader in local government resource
sharing. Hunter Councils is made up of 11 councils and strives to reduce the cost of doing
business through offering economies and efficiencies in the areas of: environmental
management; leadership, development and training; procurement; records storage; legal and
consulting services; and film production.
Hunter Region was selected as one of five successful Joint Organisation pilots to be rolled out
across the State, as part of the FFTF reforms to strengthen local government and communities.
Through Hunter Councils, the Dungog Shire Council has also sought to partner with the State
Government on: regional strategic planning; land use planning and transport corridor strategies;
a place based service delivery model; and the review and introduction of a new model of
building tourism capacity.
Services
The range of services and facilities provided by any council to its community varies significantly
from place to place. Not only do the types of services vary, but the levels of service will often be
quite different from council to council.
The reasons for these variations are numerous. For many councils, the suite of services that
they offer in the present day is a reflection of decisions made by councils past. Those decisions
are generally based on community desires and needs, funding availability or strategic business
choices.
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Regardless of the original rationale for service types, levels and delivery decisions, councils
need to continue to make regular and structured revisions to their service portfolios to meet
emerging or changing community needs, capacity to pay issues or regulatory change. Dungog
Shire Council services are reflective of the local communities and exhibit many variations on the
types and levels of service offered.
4.2

Key Challenges and Opportunities

Strengths


Close proximity to work in Lower and
Upper Hunter Regions



Rich cultural heritage



Active community groups and volunteers



Unique strong identity and pride



Clean environment



Dedicated staff



Lower SEIFA index than average NSW



Attractive lifestyle living opportunities



Geographic location attractive

Opportunities


Diversify local economy and attract
business investment



Joint Organisation collaboration



Other LG partnerships/shared services



Special rate variation



Strategic realignment of services through
service reviews

Weaknesses
 Low revenue base
 Own source revenue opportunities limited
 Ageing population
 Slow population growth (compared to
region)
 Limited education, work and recreation
opportunities for young people
 Lower incomes
 Portion of people in full time employment
low
 Low workforce participation rate
 Low GRP
 Work leakages to other places
 Infrastructure maintenance burden,
coupled with duplicate or under-used
assets, or assets nearing the end of their
life cycle
 Limited public transport services
 Community demand for a greater range of
services
 Lack of economic diversity
 Small workforce scale and lack of
specialist skills
Threats
 Perceived concerns about community
safety
 Economic leakage to other regional
centres
 Loss of locally delivered government
services. Loss of local control and
determination
 Weed infestation threatens agriculture
production and biodiversity
 Climate change
 Balancing conflicting land uses
 Cost increases for purchase of services
 Rate increases and ability to pay
 Community resistance to change
 Loss of jobs to outside LGA

14

4.3

Current Performance against the Fit for the Future Benchmarks

The government has established a set of Fit for the Future benchmarks that all councils are
being assessed against.
As a starting point, Council’s current performance against the FFTF benchmarks3 has been
considered and set out in the table below. It is important to understand Council’s base position
and the results are those reported to the Office of Local Government in Dungog’s 2014 selfassessment against the benchmarks.
The benchmarks have been modelled forward using Council’s current Long Term Financial
Plan, and the 2013/14 result is presented alongside the forecast 2019/20 performance in the
tables below.
4.3.1

Sustainability Benchmark
2013/2014 selfassessment

Achieves FFTF
benchmark

Forecast
2019/2020
performance

Operating Performance Ratio

0.013

Yes

-79.5%

Own Source Revenue

51.2%

No

58.7%

Building and Infrastructure
Asset Renewal

163.6%

Yes

41.8%

Measure/benchmark

Achieves FFTF
benchmark
No (and not
within 10 years)
Yes improves
against
benchmark
No

The LTFP projects a large operating deficit which continues to grow. It does not meet the
benchmark requirement for rural councils who are to plan to meet the ratio within 10 years.
Own Source Revenue is close to benchmark. Under the guidelines Dungog is required to
improve against the benchmark which it does during the 5 year timeframe although it still does
not reach the benchmark after 10 years.
4.3.2

Infrastructure and Service Management Benchmark

13.94%

Achieves
FFTF
benchmark?
No

Forecast
2019/2020
performance
10.6%

Achieves
FFTF
benchmark?
No

Asset Maintenance Ratio

76.8%

No

99.5%

No

Debt Service Ratio

2.5%

Yes

0.9%

Yes

Measure/benchmark

2013/2014 selfassessment

Infrastructure Backlog

The Council is projecting to spend considerably less on infrastructure renewals than is required,
which contributes to an increasing infrastructure backlog. The planned asset maintenance
spend is close to the required benchmark, however as the infrastructure continues to age
without renewal, the maintenance requirement is likely to grow.

3

Reported in the 2013/14 FFTF self-assessment
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4.3.3

Efficiency Benchmark

Measure/benchmark

2013/2014 selfassessment

Achieves FFTF
benchmark?

Forecast
2019/2020
performance

Achieves FFTF
benchmark?

$1,250

No

$1,556

Yes (trends
down from
2016)

Real Operating Expenditure

Based on our modelling of the Long Term Financial Plan, without any improvement, Dungog
Shire Council will fail to meet four of the benchmarks in 2019/20 and only two ratios improve
over the entire modelling period to 2022/23.
The tables below provide a summary of performance trends against the benchmarks.
Table 4 Dungog Shire Council current forecast performance trends against FFTF benchmarks

Indicator

Modelling Outcome to 2022/23

Performance Against
Benchmark

Operating Performance

Forecast operating deficit increases

Does not meet

Own Source Revenue

Remains stable just below benchmark

Does not meet

Asset Renewal

Declines to well below benchmark

Does not meet

Infrastructure Backlog

Backlog steadily increases

Does not meet

Asset Maintenance

Remains steady at about benchmark

Does not meet

Debt Service Cover

Council has little debt

Meets

Real Operating Expenditure

Reduces (improves) from 2016 onwards

Meets

4.3.4

Meeting the benchmarks

An analysis of what would need to be done to satisfy the FFTF benchmarks has been
undertaken. The analysis is against Council’s base case scenario. The asset based ratios
(Asset Maintenance, Asset Renewal and Infrastructure Backlog) have been considered, as has
the Operating Performance Ratio. Each aspect has been separated out in the following sections
before being combined into an overall figure, which identifies what, if any, funding gap exists
that if satisfied would enable Council to meet the FFTF benchmarks.
Where such a gap has been identified, Council will need to determine how they best address
that gap. We would expect that this would be either through reallocation of expenditure,
additional revenue, a reduction in operating expenses, or a combination.
4.3.5

Operating Performance

Council’s operating result (calculated on the same basis as the Operating Performance Ratio
and excluding capital grants and contributions) has been reviewed between the operating
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revenue and operating expenses identified below. For simplicity, this is presented as an
average of the years projected in Council’s Long Term Financial Plan (LTFP).
The table below identifies the average annual deficit, between operating revenue and operating
expenditure (as per the Operating Performance Ratio guidelines) over the time period within
Council’s LTFP.
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Table 5 Operating performance funding gap

Gap
($000)

Council
Dungog Shire Council

4.3.6

-8,201

Asset Maintenance

The maintenance ratio is based in part on the number Council reports as ‘required
maintenance’. The table below sets out the results of the modelling for Council, demonstrating it
does not meet this benchmark. For simplicity, this is presented as an average of the years
projected in Council’s LTFP.
Table 6 Asset maintenance funding gap

Council
Dungog Shire Council

Actual Annual
Maintenance
($000)

Estimated Required
Maintenance
($000)

Gap
($000)

2,852

2,867

-15

Based on the modelling, Council faces a small funding gap between what is spent currently and
what is estimated to be required. The figures in red show the additional amount Council would
need to spend annually on maintenance to satisfy the asset maintenance ratio.
4.3.7

Asset Renewal

The Asset Renewal Ratio is based on Council’s assessment of annual depreciation on buildings
and infrastructure and its actual expenditure on building and infrastructure renewals. If asset
depreciation is calculated appropriately then this represents the loss of value of an asset on an
annual basis and a renewal ratio of 100% reflects (at an overall level) restoring that lost value.
The assessment of depreciation is integral to the financial management of Council and its LTFP.
Any change requires a proper assessment of the assets, condition, lives and values. The
assessment of required asset renewals is based on Council’s own assessment of depreciation
and required renewals.
The table below sets out the difference between the required annual renewals and projected
renewals expenditure. Based on the modelling, Dungog is funding less than is required and as a
result the infrastructure backlog is increasing.
Table 7 Asset renewal gap

Council
Dungog Shire Council

Average predicted
annual renewals
($000)
3,071

Average required
annual renewals
($000)
4,984

Average Annual
Gap
($000)
-1,913
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4.3.8

Infrastructure Backlog

The key driver of the Infrastructure Backlog Ratio is the estimated cost to satisfactory. However,
there are no clear guidelines as to how the cost to satisfactory has to be calculated and, as
such, the approach varies significantly across NSW.
The table below sets out what Council would need to spend on additional renewals, over and
above maintaining a 100% asset renewal ratio, to reduce the Infrastructure Backlog Ratio to the
benchmark within five years.
Table 8 Cost to bring assets to satisfactory

Council
Dungog Shire
Council

4.3.9

Total value of
4
assets
($000)

Cost to
satisfactory
($000)

Target Backlog
($000)

Reduction
Required
($000)

Per year
(5 years)
($000)

329,358

16,739

3,832

-12,907

-2,581

Annual Funding Gap

The table below summarises the combined asset expenditure required by Council, based on its
own analysis to meet the benchmarks over five years. Once the infrastructure backlog is
brought to the benchmark then Council’s required expenditure falls.
We have not included the funding gap related to the Operating Performance Ratio in this table
as that would not present a realistic picture of the required expenditure. Once Council exceeds
the Asset Renewal Ratio benchmark for the modelled period the infrastructure backlog reduces.
Any increase in expenditure on maintenance or renewals will flow through to affect the
operating revenue and expenses of Council and therefore the Operating Performance Ratio.
Additionally, Council may choose to address the funding gaps identified in this report by
increasing revenue, shifting funding from another service or activity, reducing overall costs or a
combination of all the above. This will all affect the other ratio. It is therefore not considered
possible to simply add the Operational Funding Gap and the Asset Funding Gap identified
below together into a single figure.
Table 9 Combined asset funding gap

Council

Dungog Shire
Council

Asset
Maintenance

Renewals

Infrastructure
Backlog

Average
funding
required per
annum
(5 years)

-15

-1,913

-2,581

-4,509

Average
funding
required per
annum
(5 years+)
-1,927

If the asset gap is to be addressed over the short term (five years) additional funding in the
order of $4.5m per annum is required.

4

Current replacement costs (2014)
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5

RURAL COUNCIL MODEL

The ILGRP identified a number of potential Rural Councils (Group B or C). The implementation
process for Rural Councils is still unclear. A set of Rural Council characteristics has been
identified and Councils who consider themselves to be Rural Councils are asked to assess
themselves against these characteristics.
Rural Councils are expected to explore a number of options as part of their improvement plan to
become more sustainable including:


Resource sharing within the Joint Organisation



Shared Administration



Developing specialty services



Streamlined governance



Streamlined planning, reporting and regulation



Service reviews.

Rural Councils are also able to access the State Governments Innovation Fund.
Dungog Shire Council was not identified as a potential Rural Council by the ILGRP so in order
to qualify for consideration as a Rural Council Dungog must demonstrate it meets most but not
necessarily all these characteristics. The table below shows our assessment against these
criteria.
Rural Council characteristics
Small and static or declining population spread over a large
area
Local economies that are based on agricultural/resource
industries

Assessment against the
characteristics
Does not meet
Meets

High operating costs associated with a dispersed population
and limited opportunities for return on investment

May not meet

High importance of retaining local identity, social capital and
capacity for service delivery

Meets

Low-rate base and high grant reliance

Meets

Difficulty in attracting and retaining skilled and experienced
staff

Meets

Challenges in financial sustainability and provision of
adequate service and infrastructure

Meets

Long distance to a major regional centre

Does not meet

Limited options for mergers

Does not meet
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Dungog can demonstrate that it meets the majority of the Rural Council characteristics, however
the characteristics it does not meet suggest it may be more suited to the merger option which
Dungog has explored and discounted.
To become Fit for the Future as a Rural Council, Dungog would need to consider a range of
other improvement strategies such as




Regional collaboration or resource sharing within the Joint Organisation or with another
council(s). Potential activities include:
- Community Strategic Plan
- Back of house services
- Procurement
- Engineering technical services
- Tourism and economic development
- Children’s and aged services
- Library services
Adopting specialty services such as a centre of excellence for one or more functions



Sharing administration and staff such as senior management (including the General
Manager) and senior officers



Reducing governance cost through less elected councillors, fewer meetings and greater
use of Section 355 committees



Shared regional planning



Reviewing services, changing service levels, exiting services, forming delivery
partnerships with not for profit organisations or Joint Organisations and improved cost
recovery.

Ultimately all of the above improvements are likely to reduce local control and may impact local
employment, and in any event could be considered, by a standalone Council, as part of the
improvement plan.
Without knowing all the benefits that would arise (i.e. reduced compliance cost) from becoming
a Rural Council it is difficult to assess the full costs and benefits.
Even if it does satisfy the Rural Council criteria, there appears to be no advantages in Dungog
becoming a Rural Council and completing a Template 3 proposal.
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6

HOW WILL COUNCIL BECOME FIT FOR THE FUTURE?

Dungog Shire Council has investigated a number of further productivity improvements and cost
containment strategies in addition to those already implemented, however its opportunities are
limited. The Council only employs 65 staff and restricts itself to core services centred around it
statutory functions and infrastructure service delivery. It provides a small range of non-core
services to meet community expectations. Only 9% of its budget is spent on community
services’ functions and 8% on recreational and cultural activities.
Council has the lowest cost per capita for the delivery of services amongst its peer group
councils5. At just over $1,500 per capita for the delivery of services Dungog is less than half the
peer group average and less than a quarter of the highest cost per capita. This supports
Dungog’s belief that it offers a smaller range of services comparatively and that Council has
minimised the cost to ratepayers for its services as much as possible.
Council has progressively identified and transited services to the most efficient delivery model,
for example:


Solid waste, swimming pools and the caravan park are delivered under contract



Council relies on Section 355 committees to assist with service delivery and
maintenance of halls and sportsgrounds



Library services are co-ordinated by the Newcastle Regional Library Service in relation
to IT and book purchasing



Council does not provide community service, youth or education functions apart from a
small portfolio of aged housing



A number of discretionary service levels are ‘as required’ rather that programmed e.g.
street sweeping.



Dungog does not hold a large amount of plant preferring to hire plant in when required,
Council conducts an annual tender in respect of external plant hire to mitigate against
the padding of hourly rates.

Having already made a number of improvements, Council’s improvement plan has two central
elements.

1. The methodology for calculating infrastructure backlog has also been reviewed and
amended. In addition the asset gap discussed earlier in this report has been remodelled
and any operating surplus or improvement savings have been applied firstly to improve
renewals and address infrastructure backlog as quickly as possible. Once the backlog is
addressed, renewals are reduced and maintenance increased until the maintenance
ratio reaches 100% (if required). Thereafter, investment in maintenance is calculated at
a level to maintain a ratio of 100%.
2. A Special Rate Variation that provides for rate increases of 13% for six years. Council
has minimised rates as much as possible over recent years to a point where this has
contributed to the asset backlog and projected operating deficit. Dungog rates are
amongst the lowest in the Hunter, and the merger business case suggested that under a

5

NSW Local Government Comparative Data 2012-13
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merged council Dungog rates would need to increase. Special Rate Variation is an
essential element of Council’s plan to be Fit for the Future.
7

HOW WILL THE PLAN IMPROVE PERFORMANCE?

The above improvement opportunities have highlighted some significant improvements that can
be achieved across Dungog Shire Council.
The total asset spend discussed early in this report has been remodelled and this has reduced
the overall infrastructure gap.
Modelling these cost improvements, including a Special Rate Variation, has provided an
improvement on all the FFTF indicators. The following table shows the effect of the
improvement opportunities identified above.
7.1

Expected Improvement in Performance

Measure / benchmark

2014/15

2015/16

2016/17

2017/18

2018/19

2019/20

Achieves
FFTF
benchmark?

Operating
Performance
(Greater than or equal to
breakeven average over
three years)

-13.1%

-30.1%

-32.6%

-29.7%

-17.7%

-7.7%

Yes meets in
2020/21

Own Source Revenue
Ratio (Greater than 60%
average over three
years)

48.8%

50.0%

51.5%

59.0%

62.2%

64.2%

Yes

Building and
Infrastructure Asset
Renewal Ratio (Greater
than 100% average over
three years)

254.2%

272.6%

224.6%

118.2%

100.0%

100.0%

Yes

Infrastructure Backlog
Ratio (Less than 2%)

8.6%

3.0%

1.9%

1.9%

1.9%

1.9%

Yes

103.0%

100.0%

100.0%

100.0%

100.0%

100.0%

Yes

Debt Service Ratio
(Greater than 0% and
less than or equal to
20% average over three
years)

2.4%

2.2%

2.0%

1.8%

1.7%

1.3%

Yes

Real Operating
Expenditure per capita
(A decrease in Real
Operating Expenditure
per capita over time)

$830

$931

$893

$880

$867

$854

Yes

Asset Maintenance
Ratio (Greater than
100% average over
three years)
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Council meets all but one (the Operating Performance Ratio) of the FFTF benchmarks by
2019/20. It meets all benchmarks from 2020/21 and thereafter continues to maintain or improve
performance against the benchmarks criteria. The impacts of the improvements over the entire
modelling period are shown in the charts below.

Operating Performance Ratio
20.0%
0.0%
2014

2015

2016

2017

2018

2019

2020

2021

2022

2023

2024

Percentage

-20.0%
-40.0%
-60.0%
-80.0%
-100.0%

Year
Dungog Shire Council - Improved

Dungog Shire Council - Original

Own Source Revenue Ratio
80.0%
70.0%

Percentage

60.0%
50.0%
40.0%
30.0%
20.0%
10.0%
0.0%
2014

2015

2016

2017

2018

2019

2020

2021

2022

2023

2024

Year
Dungog Shire Council - Improved

Dungog Shire Council - Original
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Renewals Ratio
300.0%
250.0%

Percentaga

200.0%
150.0%
100.0%
50.0%
0.0%
2014

2015

2016

2017

2018

Dungog Shire Council - Improved

2019

2020

Year

2021

2022

2023

2024

Dungog Shire Council - Original

Backlog Ratio
0.180
0.160
0.140

Percentage

0.120
0.100
0.080
0.060
0.040
0.020
2014

2015

2016

2017

2018

Dungog Shire Council - Improved

2019
Year

2020

2021

2022

2023

2024

Dungog Shire Council - Original
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Maintenance Ratio
104%

Percentage

103%

102%

101%

100%

99%
2014

2015

2016

2017

2018

2019

2020

Year

2021

2022

2023

2024

Dungog Shire Council - Improved
Dungog Shire Council - Original

Debt Services Ratio
3.0%
2.5%

Percentage

2.0%
1.5%
1.0%
0.5%
0.0%
2014

2015

2016

2017

2018

2019
Year

2020

2021

2022

2023

2024

Dungog Shire Council - Improved
Dungog Shire Council - Original
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Operating Expenditure per Capita
$2,000
$1,800
Expentditure / Capita

$1,600
$1,400
$1,200
$1,000
$800
$600
$400
$200
$2014

2015

2016
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2018

2019
Year

2020

2021

2022

2023

2024

Dungog Shire Council - Improved
Dungog Shire Council - Original
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8

CONCLUSION

The Independent Local Government Review Panel has expressed the view that Dungog could
be sustainable as a standalone Council within a Joint Organisation. It has suggested that a
merger with Maitland be investigated to address concerns by Dungog that it may be
unsustainable.
Dungog has investigated a merger with Maitland and has established that it has no financial
benefit, and substantially disadvantages Dungog residents.
The starting point for ‘scale and capacity’ is the Independent Local Government Review Panel
recommendation. Unlike other councils there were no specific set of recommendations for the
Hunter councils. All were considered potentially sustainable with the “possible exception of
Dungog” and Dungog can argue that it may meet the tests of scale and capacity as a
standalone council, if it can establish it is sustainable.
Dungog Shire Council was in a position where it did not meet four of the criteria established by
the Office of Local Government. Council has identified improvements which quickly move
towards and then achieve all the FFTF benchmarks, and place Council in a far better position.
These improvements against the benchmarks are shown in the table below.
Fit for the Future Criteria

Met in 2013/14

Meets in 2019/20

Scale and Capacity as per the ILGRP Recommendation

Yes

Yes

Operating Performance Ratio

Yes

Yes in 2020/21

Own Source Revenue Ratio

No

Yes

Buildings and Infrastructure Asset Renewals Ratio

Yes

Yes

Infrastructure Backlog Ratio

No

Yes

Asset Maintenance Ratio

No

Yes

Debt Service Ratio

Yes

Yes

Real Operating Expenditure Over Time

No

Yes

6

6

Must meet within 10 years for Group 8,9,10 and 11 Councils
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