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1 Introduction

Background

Local councils must maintain effective control of their finances to deliver infrastructure and
services efficiently and sustainably. Communities expect councils to demonstrate sound financial
oversight, plan for the long-term, and make informed decisions that support ongoing service
delivery.

New South Wales has 128 local councils operating across metropolitan, regional and rural areas,
with significant variation in scale, revenue capacity, growth pressures, service responsibilities and
community needs. The NSW local government also includes eight county councils, which provide
specialised services across multiple local government areas and operate under different
governance and funding arrangements. This diversity requires performance measures that support
transparency and comparability while remaining meaningful across different council contexts.

Performance ratios are a key mechanism for summarising and communicating aspects of a council’s
financial performance and position. In NSW, the Office of Local Government (OLG) has historically
used a defined set of financial ratios and benchmarks to support financial reporting and sector-wide
oversight. Performance data is also published through the Your Council website to support
transparency and enable comparison across councils and council groups.

In May 2025, the NSW Government responded to the Legislative Council State Development
Committee’s review into the Ability of local governments to fund infrastructure and services (the
Inquiry). The Inquiry made 17 recommendations aimed at strengthening financial sustainability,
transparency and oversight in the local government sector, including Recommendation 17, which
called for a review of the performance measurement ratios used for local councils. While
performance ratios have at times been perceived as tools to critique councils or support broader
structural reform, including amalgamations, this review does not adopt that perspective and instead
reaffirms their role in monitoring financial performance and supporting informed decision-making.

Ongoing engagement with the sector and feedback to the Parliamentary Inquiry indicated that
previously used performance ratios are a valuable and an adequate tool, although there are
opportunities to improve their effectiveness. Stakeholders highlighted the need for ratios to be
more meaningful, timely and proportionate, and to better reflect the diversity of councils across
NSW.

In response, OLG has undertaken a review of the former performance ratio framework, informed by
targeted consultation with councils, regulatory and oversight bodies, and other experts. Historically,
ten performance indicators were reported in councils’ annual financial statements (six audited
financial and four unaudited infrastructure asset ratios), with the six financial performance
indicators reported up to 2023-24.

Following the 2024-25 update to the Code of Accounting Practice and Financial Reporting (the
Code), the six financial performance ratios were removed from the Code while under review.
Infrastructure asset performance ratios remain unchanged. Since performance ratios ceased to be
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reported from 2024-25 following their removal from the Code, the sector has reported the loss of a
consistent and established tool for financial analysis and informed decision-making.

This Discussion Paper presents the proposed performance ratio framework and seeks sector
feedback prior to finalisation to ensure it is robust, practical and fit-for-purpose. Infrastructure asset
performance ratios are currently out of scope. However, OLG may consider reviewing them at a later
stage following the completion of broader work on local government asset valuation.

Purpose of Performance Ratios

Performance ratios are key financial indicators used to assess a council’s
financial sustainability, service delivery and asset management.

Each performance ratio focuses on a specific aspect of council operations, such as operating
performance, liquidity, leverage, or infrastructure asset performance, and is intended to translate
complex financial and asset information into clear, consistent measures.

Performance ratios are intended to support an understanding of council financial performance and
sustainability by helping to:

e identify trends and emerging risks

¢ highlight potential financial or asset management issues

e provide insight into spending priorities, cash availability and infrastructure investment

e supportinformed decision making and oversight by councils, regulators and the community

Performance ratios are not intended to provide a definitive assessment of a council’s overall
financial health when considered in isolation. Rather, they should be interpreted together and in
context, recognising differences in council size, operating environment and service delivery
responsibilities.

When applied appropriately, performance ratios support transparency and comparability by
enabling assessment over time and across councils. In the NSW context, they have been used to
support a forward-looking view of financial sustainability, with trend analysis helping to assess
councils’ capacity to fund services, manage cash and debt, and maintain infrastructure over the
long-term.

NSW councils, including county councils, were required to report a standard set of performance
ratios, grouped into defined categories. These ratios were calculated using prescribed formulas and
assessed against benchmark targets set for NSW councils. A summary of the former ratios is
provided in Appendix A. Historically, ratios have been reported on both a consolidated and fund
basis and presented over a three-year period, supporting trend analysis.

History of Performance Ratios in NSW Local Government

Financial performance ratios have evolved from internally used measures with inconsistent
application to a formalised and benchmarked framework introduced through the Integrated
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Planning and Reporting (IP&R) reforms and the Fit for the Future program. These reforms embedded
ratios as a key tool for assessing financial sustainability and enabling sector-wide comparability.

Unfortunately, the connection between performance ratios and council amalgamations has tainted
the views on the value of the data and reporting. OLG continues to view the ratios as a reliable tool
for quickly and accurately understanding a council’s performance in a range of areas.

More recently, financial performance ratios were removed from the Code while under review. In
response to the Inquiry and stakeholder feedback, OLG has commenced a comprehensive review to
ensure the framework remains clear, relevant and fit for purpose.

Further detail on the evolution of performance ratios in NSW local government is provided in
Appendix B.

Comparative Use of Financial Performance Ratios Across
Australian Jurisdictions

Recent updates across Australian states confirm that financial performance ratios remain central to
local government oversight, with most jurisdictions using a small, defined set focused on financial
sustainability. While approaches vary in scope and structure, there is broad consistency in how
ratios are applied:

State Financial Performance Ratio Framework by Jurisdiction

Queensland | Queensland’s Local Government Sustainability Framework is underpinned by a
fit-for-purpose approach to financial sustainability. The framework includes nine
financial sustainability measures (including three asset-related), supported by
annual reporting and long-term planning. Benchmarking uses sustainability
groupings based on council characteristics.

Victoria Victoria’s Local Government Performance Reporting Framework (LGPRF) includes a
defined suite of financial indicators embedded within a broader performance
reporting regime. Financial ratios covering liquidity, operating position, debt and
asset renewal are reported annually in audited performance statements.

LGPRF also incorporates a wider set of indicators (16 in total), including measures
related to rates, staff turnover and socio-economic and population characteristics,
reflecting a more comprehensive approach to council performance reporting.

South South Australia’s Financial Indicators framework has the most limited ratio
Australia reporting requirements of all Australian jurisdictions. Councils are required to
report on only three financial ratios: the operating surplus ratio, net financial
liabilities ratio, and asset renewal funding ratio. These ratios must be reflected in
councils’ long-term financial plans, budgets and annual reporting, reinforcing their
role in strategic financial decision making.
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Western Western Australia requires councils to report seven financial ratios in their annual
Australia financial reports. The ratios cover operating performance, liquidity, debt servicing
capacity and infrastructure asset management.

Tasmania Tasmania’s current arrangements rely on a limited set of financial sustainability
indicators established in 2011-12. The framework focuses on operating
performance, net financial liabilities and asset sustainability, including several
infrastructure asset management ratios.

Common features across jurisdictions

Despite these differences, there is strong alignment across jurisdictions in the use of a core set of
financial ratios to assess sustainability. These typically focus on:

e Operating performance sustainability: Operating performance and own-source ratio
e Liquidity: Broadly unrestricted current ratio

e Leverage: Debt service cover or net financial liabilities ratio

e Asset renewal and funding adequacy: Asset renewal and asset renewal funding ratio

While calculation methods and definitions vary, the objectives and application of these measures are
broadly consistent.

A detailed comparison of financial ratios across jurisdictions is provided in Appendix C.

2 Financial Sustainability Review

In response to issues raised through the Inquiry, including Recommendation 17 of the Legislative
Council review, OLG has initiated a review of the performance ratios used by local councils in NSW.

The review aims to support the local government sector by:
e assessing the previous performance ratios framework and how it is used in practice

e considering whether previous ratios provide meaningful and timely information, and how they
can be improved without increasing reporting burden

o seeking feedback on how performance ratios could better support financial sustainability,
transparency and risk-based oversight.

This Discussion Paper presents a revised performance ratio framework and seeks feedback on the
objectives, design and application of the proposed ratios. It aims to improve clarity, consistency and
proportionality, while recognising the diversity of councils across NSW.

The review draws on analysis of previous ratio definitions and benchmarks, interstate approaches,
and testing of proposed options with stakeholders to identify practical improvements and
unintended impacts. Non-financial measures are out of scope due to measurement complexities,
and any changes to depreciation or accounting treatment will be considered as part of other
reviews.

OLG is working closely with the local government sector and key stakeholders to identify
opportunities and challenges associated with the previous framework. Initial consultation has
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occurred with selected councils, the NSW Audit Office, DCCEEW - Water, DPHI Planning, NSW
Treasury Corporation (TCorp), the Independent Pricing and Regulatory Tribunal (IPART) Secretariat’,
and interstate counterparts, including Queensland Department of Local Government, Water and
Volunteers. Feedback from councils and these agencies has informed the proposed framework. The
Expert Advisory Panel (EAP) has also reviewed this Discussion Paper.

Feedback is now sought from the sector by Wednesday 7 October 2026 to inform the finalisation of
the framework. Please refer to the Next Steps in the Review Process section of this Discussion Paper
for information on how to submit feedback.

Objective - Review of Performance Ratios for Local Councils

The new performance ratio framework should:

1. Develop performance ratios that enhance councillor, public and OLG oversight over the
financial performance of councils.

2. Provide timely and frequent data on a council’s liquidity, spending on major projects and
service delivery, to enable the community to monitor how well their council is performing,
highlighting key measures such as:

a) how much money is being spent against how much is being earned
b) available cash, and
c) how much money council is spending on the maintenance and renewal of its assets

3. Introduce a consistent ratio that measures and compares the collection, utilisation, and
carry-forward of developer contributions across councils.

4. Enable the community and councils to benchmark their performance against similar councils
using standard measures, improving transparency and accessibility of performance
information.

5. Apply a proportionate risk management framework to inform OLG activities and contribute to
Council’'s decision-making throughout the year, while minimising unnecessary reporting
burden on councils.

The framework provides a stable and consistent approach to assessing performance, with only
minor refinements made over time based on sector feedback.

" Preliminary discussions with the IPART Secretariat were undertaken at an officer level and do not represent
consultation with, or endorsement by, the IPART Tribunal.
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3 Proposed Performance Ratio Assessment
Framework

Assessment Approach

No single measurement can fully capture a council’s financial sustainability, given the diversity of
councils and complexity of their operating environments. Performance ratios therefore act as
indicators to support oversight, transparency and informed decision-making, rather than definitive
assessments in isolation.

To support the objectives of this review, a consistent assessment framework has been applied to
evaluate whether previous and proposed ratios are fit-for-purpose. This ensures ratios are assessed
on a like-for-like basis, with conclusions informed by evidence, stakeholder feedback and practical
application.

What We Heard and Areas for Improvement

Stakeholders broadly support the previous ratios but identified a small number of recurring issues
that limit comparability, interpretability and effective use.

What works well in the previous ratios

Theme What stakeholders said

Overall Value | Former performance ratios are broadly valuable and adequate, serving different
purposes for different users and decisions.

Core ratio set | A small number of core ratios effectively summarise financial sustainability and
support oversight, particularly for operating performance and liquidity.

Liquidity Liquidity and cash measures are actively used in practice as indicators of

focus short-term resilience, particularly by councillors and executive leadership. There
was strong interest in measures showing available cash especially on a
three-month coverage view.

Transparency | Ratios support transparency and comparability when reported but require clear
explanation and context to support interpretation.

Where gaps exist

Area Issue What stakeholders highlighted

Comparability | Council diversity | Like-for-like comparison remains difficult across councils
with very different profiles (metropolitan, regional and
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rural). Stakeholders support the use of segmented
benchmarks, particularly for grant-dependent councils.

interpretation

Ratio design Operating While widely supported, the operating performance ratio
performance may be misleading due to accounting treatment, particularly
ratio the inclusion of depreciation, which can distort underlying

performance for infrastructure-intensive councils using
developer contributions.

Liquidity Cash Cover Distorted by restricted funds, especially for councils with

Expense Ratio

large externally restricted balances (including developer
contributions).

Data quality

Data quality &
volatility

Usefulness is constrained by data quality and volatility,
particularly for grants, which can be highly variable
year-to-year due to one-off events.

Understanding
& use

Purpose and
interpretation

A recurring issue is limited understanding of the purpose
and interpretation of ratios. They are often used for
compliance rather than decision-making. Stakeholders
highlighted a strong need for clearer guidance on
definitions and application.

Long-term Integration with Strong support for better integration of ratios with

financial LTFPs long-term financial planning, including projecting ratios over

planning a 10-year horizon.

Timeliness Reporting Mixed views as some support quarterly reporting (e.g. via
frequency QBRS) for in-year oversight; others consider annual

reporting sufficient for certain regulatory uses.

Proportionality

Reporting burden

Strong emphasis on keeping the framework simple,
replicable and easy to understand, recognising variation in
council systems and capability.

Core Focus Areas for the Proposed Framework

Consistent with the objectives of this review, the proposed performance ratio framework focuses on
a small number of core areas central to understanding council financial sustainability and
supporting effective oversight. These areas reflect evidence on the information most relied upon in
practice and where improved clarity, comparability and timeliness would add value.

The proposed framework focuses on the following core areas:

1. Financial performance and operating sustainability
Visibility over how much money is being spent relative to how much is being earned, to
support understanding of councils’ ongoing operating position and financial sustainability.
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Available cash and liquidity
Insight into available cash and liquidity to support assessment of short-term financial
resilience and the early identification of emerging financial risk.

Timeliness of information
Consideration of whether the framework should prioritise more frequent reporting of key
information, including quarterly reporting where feasible.

Benchmarking and comparability

Consideration of how benchmarking can be supported through appropriate council
segmentation or groupings, recognising the diversity of councils’ size, operating
environments, revenue structures and service responsibilities.

Data volatility and smoothing of results
Recognises that some ratios are affected by volatility or one-off events and supports the use
of trend analysis or multi-year averages to improve interpretability.

Performance Ratio Assessment Principles

The assessment of previous and proposed performance ratios is guided by a set of principles to
ensure the framework is transparent, evidence-based and proportionate. These principles are
applied consistently when determining whether a ratio should be retained, replaced, removed or
introduced.

The performance ratio assessment principles are:

1.

Relevance to oversight and financial risk

Whether the ratio provides meaningful insight into council financial performance or emerging
financial risk that supports oversight by councillors, the community and regulatory and
oversight bodies.

Data quality and reliability
Whether the ratio can be calculated consistently using available data, with sufficient
reliability to support interpretation and comparison over time.

Timeliness and usability
Whether the ratio can be produced reliably and consistently within a timeframe that supports
effective oversight and decision-making.

Comparability and interpretability
Whether the ratio support meaningful comparison between councils and can be clearly
understood by users, taking account of differences in council context.

Proportionality and reporting burden
Whether the value of the ratio justifies the reporting effort required, without introducing
unnecessary complexity or duplication.

Performance Ratio Assessment Template

To support a consistent and transparent evaluation of performance ratios, a standard Performance
Ratio Assessment Template has been developed and applied as part of this review.
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The template sets out the key elements used to assess each ratio, including its objective,
recommendation with supporting rationale, formula and benchmarking approach. This enables
like-for-like comparison across categories and supports evidence-based decisions on whether a
ratio should be retained, replaced, removed or introduced. The detailed assessment template
applied in this review, along with the relevant principles, is provided in Appendix D.

Benchmarking Approach

This review recognises that councils operate in diverse financial, geographic and service delivery
environments. Differences in scale, location, growth patterns and community needs can significantly
influence financial performance indicators.

Council benchmarking in NSW has historically been supported through OLG groupings and
classification based on the Australian Classification of Local Governments (ACLG), developed by the
Australian Bureau of Statistics (ABS). These classifications reflect broad demographic and
functional characteristics and have been used to support high-level comparison across the sector.

For the purposes of this review, the existing OLG classifications have been used to inform the
calibration of benchmarks within the proposed ratio framework and support more consistent
comparison. County councils have been added as a separate classification, recognising their distinct
governance and service delivery arrangements. This approach supports more fit-for-purpose
benchmarks and enhances the usefulness of performance ratios. The six council classifications used
for benchmarking as part of the proposed framework are summarised below:

Classification Council Group?

Metro Capital Metro, L and SM Metro
Metro Fringe L and SM Metro Fringe
Regional Towns/Cities L and SM Reg Town/City
Large Rural VL and L Rural

Rural M and S Rural

County County

The review also recognises that not all ratios require differentiated benchmarks. For some ratios, a
single statewide benchmark remains appropriate where performance is broadly comparable across
councils or where the ratio functions as a minimum safeguard or early warning indicator.

Accordingly, the review applies a combination of benchmarking approaches, using:

o classification-based benchmarks where structural differences between councils materially
influence results, and

2 Small (S), Medium (M), Large (L), Very Large (VL)
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o statewide benchmarks where consistency and comparability are more appropriate.

This approach ensures that benchmarks are both meaningful and proportionate, while supporting
consistent interpretation across the sector.

4 Evaluation of Performance Ratios

Evaluation Methodology

The review assessed whether the previous performance ratio framework remains fit-for-purpose
and how alternative ratios and benchmarks were tested to inform the proposed framework.

Each ratio has been assessed consistently using the Performance Ratio Assessment Template and
the principles outlined in this paper. The evaluation draws on both quantitative analysis and
qualitative inputs, including targeted stakeholder consultation and research. Stakeholder
engagement helped identify key gaps and limitations in the previous framework, ensuring proposed
changes respond to practical issues raised by councils and other users. The review also considers
approaches used in other jurisdictions and existing sector practices to inform ratio design and
refinement.

The quantitative component of the evaluation is informed by historical NSW council data over the
period 2019 to 2025, tested across both single-year results and rolling five-year averages. Analysis
included:

e assessment of average, minimum and maximum results

e analysis of standard deviation to understand variability and data reliability

e evaluation of performance against previous and proposed benchmarks

e analysis of pass rates to assess how effectively benchmarks differentiate performance
e comparison of previous ratios with alternative ratio designs

e consideration of whether benchmarking and segmentation is appropriate, or whether a
statewide benchmark is more suitable

This approach ensures findings are grounded in empirical analysis and support evidence-based
policy decisions.

Evaluation Outcomes - Proposed Framework

Each ratio has been assessed against the framework, with both preferred and alternative options
considered. This section summarises the options and proposed approach. Detailed assessment
tables, along with supporting evidence and analysis, are provided in Appendix E.

All proposed ratios are intended to be reported through:
e Councils’ annual financial statements

e Time Series and Your Council.
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Whether the final ratios are subject to audit (i.e. included in the Code) will be considered as part of
the 2026-27 Code review, to be released in December 2026.

Discussion Questions

A summary of the discussion questions and their reference page numbers is provided below.
These questions are presented throughout the paper following each ratio analysis table, and
the feedback form seeks input on the same questions.

1. What are your views on whether depreciation should be included or excluded in the
Operating Performance Ratio? How does this influence the usefulness of the ratio in
assessing financial performance? (Pg 12-13)

2. What feedback do you have on the Own Source Ratio benchmark, including whether the
Metro benchmark should be increased to >70% or retained at >60%? (Pg 14-15)

3. What are your views on the role of the Unrestricted Current Ratio in assessing council
liquidity? Is the proposed benchmark still appropriate? (Pg 15)

4. What feedback do you have on the proposed Rates and Annual Charges Outstanding Ratio
benchmarks, including whether the Metro Fringe benchmark should be increased to <7%
or retained at <6%7? (Pg 16-17)

5. What are your views on the proposed Unrestricted Cash Expense Cover Ratio, including its
definition, calculation and usefulness as a measure of underlying liquidity? (Pg 17-18)

6. What are your views on how councils’ leverage should be reported, and the usefulness of
leverage-based approach compared to debt servicing measures? If a Leverage Ratio is
adopted, should lease liabilities be included in the calculation? (Pg 18-20)

7. What are your views on introducing a Contributions Expenditure Performance Ratio to
measure how councils convert developer contributions into infrastructure delivery? (Pg
20-21)

The following questions apply to all performance ratios (excluding Infrastructure Asset
Performance Ratio):

8. Should councils also include forward-looking projections (i.e.., 10 years) with ratio
reporting to support long-term financial planning?

9. Should the ratios be incorporated into QBRS return template, or reported through
alternative arrangements (e.g. supporting commentary or operational reporting), noting
that the following ratios cannot currently be derived from current QBRS return and would
require template changes:

e Unrestricted Current Ratio
e Rates and Annual Charges Outstanding Ratio
e Debt Service Cover Ratio or Leverage Ratio

10. What value, if any, do you see in presenting a three-year trend (such as the most recent
three years of results) compared with relying on annual, year-by-year reporting?

11. Should ratios be simplified (formula, inputs, reporting frequency) where possible without
reducing decision usefulness?

12. Should councils provide a narrative explanation of key drivers and contributing factors to
support interpretation of each ratio?
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Category: Operating Performance

1. Operating Performance Ratio

Objective

Recommendation

Key Difference

Formula (Option 1)

Rationale (Option
)]

Measures a council’s ability to contain operating expenditure within operating
income. The ratio is intended to identify structural operating deficits and assess
the long-term sustainability of day-to-day service delivery.

Option 1: Preferred - Retain Previous NSW Ratio

Option 2: Alternative - Replace with Proposed Ratio - Operating Performance
Ratio (Excl Depreciation)

Option 1 focuses on long-term financial sustainability, including asset
consumption, while Option 2 focuses on short-term operating capacity.

Total continuing operating revenue?® excluding capital grants and contributions
less operating expenses

Total continuing operating revenue excluding capital grants and contributions

The previous NSW Operating Performance Ratio provides a strong indicator of
long-term operating sustainability by capturing the full cost of service delivery,
including asset consumption. Excluding depreciation (Option 2) reduces visibility
of asset use and may overstate financial performance. Accordingly, Option 1
provides a more complete measure of financial sustainability.

Total continuing operating revenue excluding capital grants and contributions
less (operating expenses plus depreciation, amortisation and impairment
expense)

Total continuing operating revenue excluding capital grants and contributions

Excluding depreciation provides a clearer view of short-term, cash-based
operating capacity by removing non-cash expenses. As council assets are
largely held for service delivery and not readily realisable, depreciation is not an
immediate funding requirement. Excluding it therefore provides clearer insight
into councils’ ability to fund operations from recurring revenue.

8 Excludes fair value adjustments, net gain/loss on sale of assets, net share/loss on joint ventures
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Benchmark The proposed benchmark is applied consistently across all council classification
using:

e Annual results, and

e Rolling five-year average results

The ratio is reported for each fund and on a consolidated basis.
Proposed benchmark:

e For Option 1: >0.00%
o Indicates operating income covers operating costs over time
o Encouraging councils to budget for operating surpluses
e For Option 2: >20.00%
o Aligned with observed depreciation (approx. 22% of operating
revenue excluding capital grants), capturing cost pressures while
remaining achievable

Refer to Appendix E Section 1 for supporting information.

Discussion Questions

e What are your views on whether depreciation should be included (Option 1: Preferred) or
excluded (Option 2: Alternative) in the Operating Performance Ratio? How does this influence
the usefulness of the ratio in assessing financial performance?
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2. Own Source Ratio

Objective

Recommendation

Formula

Benchmark

Measures a council’s financial flexibility by assessing the extent to which
operating revenue is generated from own sources rather than external grants and
contributions, highlighting structural reliance on grants as a potential
sustainability risk.

Retain

The NSW Own Source Revenue Ratio should be retained as a core indicator of
councils’ revenue structure and reliance on external funding. It provides a
consistent and comparable measure of financial flexibility, supported by its
long-standing definition and use across councils. The ratio also provides context
for interpreting financial performance and risk, including differences across
council classifications and emerging risks where own source capacity declines.

Total continuing operating revenue excluding all grants and contributions
Total continuing operating revenue

The proposed benchmarks under each option are to be applied consistently using:

e Annual results, and
e Rolling five-year average results

The ratio is to be reported for each fund and on a consolidated basis.

Refer to Appendix E Section 2 for supporting information.

Option 1: Recalibrated benchmarks Option 2: Retain previous Metro
e Metro: >70.0% benchmark
e Metro Fringe: >60.0% e Metro:>60.0%
e Regional Towns/Cities: >60.0% e Metro Fringe: >60.0%
e Large Rural: >50.0% e Regional
e Rural: >40.0% Towns/Cities: >60.0%
e County: No prescribed benchmark e Large Rural: >50.0%

e Rural: >40.0%

e County: No prescribed
e Historic data shows: benchmark

o Metro councils exceeded 60%,
supporting increase to 70%

Rationale for benchmark

Rationale for benchmark

o Previous threshold not effective e Retains the metro
for Large Rural and Rural councils benchmark for continuity
e Revised benchmarks align with e Recalibrated thresholds
structural capacity applicable for Rural
e County councils excluded due to councils (previous
reliance on council contributions. benchmark: >60%)
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Discussion Questions

¢ What feedback do you have on the proposed Own Source Ratio benchmarks, including
whether the Metro benchmark should be increased to >70% (Option 1) or retained at >60%
(Option 2)?

Category: Liquidity

3. Unrestricted Current Ratio

Objective Assesses whether a council has sufficient unrestricted working capital to meet
short-term obligations and provides an early-warning indicator where available
liguidity buffers may be insufficient.

Recommendation EGEER

The NSW Unrestricted Current Ratio should be retained as a well-established
indicator of short-term liquidity risk. It is widely used and understood by councils,
councillors and executives as a practical early-warning indicator of emerging
cash-flow stress, particularly as performance deteriorates. Its simplicity supports
clear interpretation and effective governance oversight, enabling timely response
to liquidity pressures. The ratio remains a reliable and decision-useful measure of
short-term financial resilience.

Current assets less all external restrictions
Current liabilities less specific purpose liabilities

Formula

Benchmark The previous benchmark of >1.5x is retained and applied consistently across all
council classification using:

e Annual results, and
¢ Rolling five-year average results

The ratio is to be reported for each fund and on a consolidated basis.
Rationale for benchmark

e Retains >1.5x as a consistent minimum safeguard

¢ Functions as an early warning indicator of liquidity risk

¢ Single benchmark supports comparability and consistent expectations
across all council classifications

Refer to Appendix E Section 3 for supporting information.

Discussion Questions

e What are your views on the role of the Unrestricted Current Ratio in assessing council
liquidity? Is the proposed benchmark still appropriate?
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4. Rates and Annual Charges Outstanding Ratio

Objective

Recommendation

Formula

Benchmark

Measures the proportion of statutory rates and annual charges that remain
unpaid. The ratio is intended to assess the impact of arrears on council liquidity
and the effectiveness of rates collection, recovery and debt-management
practices.

Retain

The Rates and Annual Charges Outstanding Ratio should be retained as a
supporting indicator of liquidity and debt-management performance. It provides
reliable insight into revenue collection and emerging cash-flow pressures. Widely
used by councils and stakeholders, it supports assessment of collection practices
and informs hardship and rates-relief policies. When interpreted alongside other
ratios, it provides early signals of collection risk and local economic stress.

Rates and annual charges outstanding
Rates and annual charges collectable

The proposed benchmarks are to be applied consistently using:

e Annual results, and
e Rolling five-year average results

The ratio is to be reported for each fund and on a consolidated basis.

Refer to Appendix E Section 4 for supporting information.

Option 1: Revise benchmarks for Metro Option 2: Retain existing Metro
Fringe and County Councils Fringe benchmark
e Metro:<5.0% e Metro:<5.0%
e Metro Fringe: <7.0% (previously e Metro Fringe: <5.0%
<5%) e Regional Towns/Cities:
e Regional Towns/Cities: <10.0% <10.0%
e Large Rural: <10.0% e Large Rural: <10.0%
e Rural: <10.0% e Rural: <10.0%
e County: No prescribed benchmark e County: No prescribed
(previously <10%) benchmark (previously <10%)
Rationale for benchmark Rationale for benchmark
e Benchmarks retained for most e Retains the existing Metro
classifications as effective Fringe benchmark to support
early-warning indicators consistent rates collection
e Metro Fringe benchmark increased expectations
to better reflect the weighted e Supports comparability
average performance of councils between Metro and Metro
within this classification and Fringe councils
recognise the diverse operating, e No benchmark proposed for
growth and ratepayer County Councils (same as
Option 1)
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characteristics of Metro Fringe
councils

e County councils excluded due to
structurally different funding
arrangements

Discussion Questions
e What feedback do you have on the proposed Rates and Annual Charges Outstanding Ratio
benchmarks, including whether the Metro Fringe benchmark should be increased to <7%
(Option 1) or retained at <5% (Option 2)?

5. Cash Expense Cover Ratio

Measures a council’s short-term liquidity by estimating how many months current
cash and term deposits can sustain operating and financing cash outflows in the
absence of additional inflows. The ratio serves as a conservative, worst-case
indicator of short-term cash coverage.

Objective

RE I nlnEhleElillal Replace with Proposed Ratio - Unrestricted Cash Expense Cover Ratio

The previous NSW Cash Expense Cover Ratio should be replaced with the
Unrestricted Cash Expense Cover Ratio. Previous measure includes externally
restricted cash, which distorts liquidity and overstates funds available for
operational use, resulting in a weaker and often delayed indicator of liquidity risk.

The proposed ratio focuses on available cash, providing a clearer and more
reliable measure of underlying liquidity. It strengthens its effectiveness as an
early-warning indicator.

Previous Formula _ _
|: Current year’s cash and cash equivalents plus all term deposits J x 12

Monthly payments from cash flow of operating and financing activities

Proposed Ratio

Unrestricted Cash Expense Cover Ratio
Name

Proposed Ratio Measures underlying liquidity by estimating how many months available cash and
Objective investments can sustain core operating expenses.

Proposed . .
P Total cash, cash equivalents and investments less total external
Formula e 12
restrictions X
Total operating expenses less depreciation, amortisation and

impairment less interest expense

Benchmark A single benchmark of >3.0 months is applied consistently across all council
classification using:
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e Annual results, and
¢ Rolling five-year average results

The ratio is to be reported for each fund and on a consolidated basis.
Rationale for benchmark

e Establishes a minimum cash buffer for short-term resilience
e Signals liquidity risk as an early-warning threshold

o Notintended as a performance target

¢ Inline with the NSW Audit Office threshold

Refer to Appendix E Section 5 for supporting information.

Discussion Questions

e What are your views on the proposed Unrestricted Cash Expense Cover Ratio, including its
definition, calculation and usefulness as a measure of underlying liquidity?

Category: Leverage

6. Debt Service Cover Ratio or Leverage Ratio

Recommendation

Key Difference

Objective (Option
1)

Formula (Option 1)

Rationale (Option
1)

Option 1: Preferred - Replace with Proposed Ratio - Leverage Ratio

Option 2: Alternative - Retain Previous NSW Ratio

Option 1 focuses on leverage and long-term financial sustainability, assessing
debt levels relative to operating capacity. Option 2 focuses on short-term debt
servicing capacity, assessing whether operating earnings are sufficient to meet
current repayment obligations.

Measures the scale of a council’s total debt relative to its operating earnings
capacity, supporting assessment of long-term financial sustainability.

Total Borrowings
Operating result before capital plus depreciation, amortisation and impairment
plus interest expense* (EBITDA)

A leverage ratio provides a more timely and stable view of financial risk by
assessing total debt relative to operating capacity and identifying when debt is
growing faster than earnings.

By contrast, repayment-based measures (Option 2) can understate risk where
obligations are low or deferred (e.g. interest-only periods) and may appear
strong despite high debt levels. Accordingly, a leverage ratio provides a stronger

4 Interest expense includes only interest charged on debt balances included in the numerator (total

borrowings).
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basis for identifying emerging risk and assessing long-term financial
sustainability.

The proposed benchmarks are to be applied consistently using:

e Annual results, and
e Rolling five-year average results

The ratio is to be reported for each fund and on a consolidated basis.
Proposed benchmarks:

o Metro: <4.0x

e Metro Fringe: <4.0x

e Regional Towns/Cities: <3.0x
e Large Rural: <3.0x

e Rural: <3.0x

e County: <3.0x

Rationale for benchmark

e Benchmarks reflect differences in earnings capacity and revenue
stability

e Higher thresholds for metro councils; lower for regional and rural
councils

e Lower thresholds provide earlier warning of sustainability risk

Assesses whether a council’s current operating earnings are sufficient to meet
scheduled debt servicing obligations in the period. The ratio indicates whether
operating cash flows can cover interest and principal repayments in the short
term.

Operating result before capital less depreciation, amortisation and impairment
less interest expense (EBITDA)
Principal repayments (Statement of Cash Flows) plus borrowing costs (Income
Statement)

The Debt Service Cover Ratio focuses on short-term repayment capacity, while
the Leverage Ratio assesses overall debt levels relative to operating capacity
and provides a clearer view of long-term financial risk.

A single benchmark of >2.0x is applied consistently across all council
classification using:

e Annual results, and
e Rolling five-year average results

The ratio is to be reported for each fund and on a consolidated basis.
Rationale for benchmark

e Historic Data pass rates indicate this ratio to be used as a minimum
threshold, not a performance benchmark
o Effectively supports identification of emerging debt-servicing stress
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Single benchmark maintains simplicity and comparability

Refer to Appendix E Section 6 for supporting information.

Discussion Questions
e What are your views on how councils’ leverage should be reported, and the usefulness of
leverage-based (Option 1: Preferred) approach compared to debt servicing measure (Option 2:
Alternative)? If a Leverage Ratio (Option 1: Preferred) is adopted, should lease liabilities be
included in the calculation?

Category: Developer Contributions

7. Contributions Expenditure Performance Ratio

Objective

Recommendation

Formula

Benchmark

Measures how effectively councils convert developer contributions into
infrastructure delivery over time. The ratio supports assessment of whether
contributions collected from development are expended in a timely and planned
manner, and whether unspent balances are accumulating unreasonably.

Proposed Ratio - Contributions Expenditure Performance Ratio

The Contributions Expenditure Performance Ratio should be introduced to
address a gap in the current framework, where no standardised measure exists to
assess councils’ use of developer contributions.

It responds to longstanding concerns about the accumulation of unspent
contribution balances by linking expenditure to available funding, improving
visibility of performance and enabling clearer assessment of how contributions
are translated into infrastructure delivery.

The ratio also supports more effective planning and delivery by encouraging
alignment between contributions inflows and project timing, reducing prolonged
accumulation and strengthening governance and accountability.

Total contributions expenditure
Opening contributions balance plus total contributions revenue plus interest
and investment income earned during the period

A single benchmark of 220% applied consistently to Metro, Metro Fringe and
Regional Towns/Cities®, using:

e Annual results, and
e Rolling five-year average results

5 Ratio is not applicable for Large Rural, Rural and County Councils as they have low or irregular contributions

revenue
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The ratio applies only to Division 7.1 Development Contributions collected by
councils under the Environmental Planning and Assessment Act 1979 (EP&A Act),
including Planning Agreements, Sections 7.11 and 7.12. Section 64 and other
contribution types are excluded.

Aligns with the Statement of Expectations Order 2026, signed by the Minister for
Planning and Public Spaces on 1 July 2026, which expects Metro, Metro Fringe
and Regional councils to expend at least 20% of available infrastructure
contribution funds annually, averaged over the preceding five-year period.

Rationale for benchmark

e Sets a minimum expenditure expectation (220%)
e Balances fund accumulation with delivery

e Reflects multi-year infrastructure cycles

e Limits prolonged unspent balances

Refer to Appendix E Section 7 for supporting information.

Discussion Questions

e What are your views on introducing a Contributions Expenditure Performance Ratio to
measure how councils convert developer contributions into infrastructure delivery?

Category: Infrastructure Asset Performance

Infrastructure asset performance ratios are currently out of scope, and no changes are proposed to
the existing ratios:

1. Buildings and infrastructure renewals ratio
2. Infrastructure backlog ratio

3. Asset maintenance ratio

4. Cost to bring assets to agreed service level

OLG may consider reviewing these ratios at a later stage, following the completion of work on local
government asset valuation, including consideration of depreciation methodologies.

5 Next Steps in the Review Process

Have Your Say

Interested parties, including councils, other stakeholders and the wider community, are invited to
provide feedback on this discussion paper to OLG. Feedback can be provided via:

Online: Complete the online feedback form on the OLG website at Financial
Sustainability Reforms, or
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By email: Complete the Word version of the feedback form and email it to
olg@olg.nsw.gov.au with the subject ‘Performance Ratios Review’, or

By post: Complete the Word version of the feedback form and post it to

Performance Ratios Review
Sector Performance Team
Office of Local Government
Locked Bag 3015

NOWRA NSW 2541

Submissions will be accepted until 5 pm on Wednesday 7 October 2026.

Privacy Notice

When you provide your submission, OLG will collect your personal information, including:
e name
e postal address
e telephone number
e email address
e role/position (if applicable)
e any other personal information you provide in your submission.

Providing a submission is entirely voluntary and you are under no obligation to provide OLG with any
of your personal information, except as otherwise required by law.

OLG will review submissions and may amend the proposed Performance Ratio Framework.

A copy may be made publicly available on OLG’s website at www.olg.nsw.gov.au. You can elect to
have your personal information withheld from publication on OLG’s webpage. If you choose this
option, please do not include any personal information in the body of your submission, including any
comments to the Targeted Questions, or in any attachment that may be provided as part of your
submission.

OLG may choose to withhold from publication any submission considered offensive, threatening,
defamatory or inappropriate.

If you want to access or amend your personal information, or want more details about privacy,
please contact OLG at www.olg.nsw.gov.au or on (02) 4424 4100.

What Will Happen with Submissions?

OLG will review and evaluate the submissions received, and amendments may be made to the
proposed Performance Ratio Framework.
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Submissions may be published on OLG’s webpage at www.olg.nsw.gov.au. If you do not want your
personal details or your submission published, please clearly state this when you make your
submission.

OLG may choose to withhold from publication any submission considered offensive, threatening,
defamatory or inappropriate.

Page |23


http://www.olg.nsw.gov.au/

Department of Planning, Housing and Infrastructure

Locked Bag 5022
Parramatta NSW 2124
W: dphi.nsw.gov.au

NSW

GOVERNMENT
OFFICIAL




	1 Introduction
	Background
	Purpose of Performance Ratios
	History of Performance Ratios in NSW Local Government
	Comparative Use of Financial Performance Ratios Across Australian Jurisdictions

	2 Financial Sustainability Review
	Objective - Review of Performance Ratios for Local Councils

	3 Proposed Performance Ratio Assessment Framework
	Assessment Approach
	What We Heard and Areas for Improvement
	Core Focus Areas for the Proposed Framework
	Performance Ratio Assessment Principles
	Performance Ratio Assessment Template
	Benchmarking Approach

	4 Evaluation of Performance Ratios
	Evaluation Methodology
	Evaluation Outcomes – Proposed Framework

	5 Next Steps in the Review Process
	Have Your Say
	Privacy Notice
	What Will Happen with Submissions?


