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Background 
The Shire of Victoria Plains (Shire) is required to prepare an audited Annual Financial Report each year 
under the Local Government Act 1995 (the Act). 

The Shire’s auditor is the Office of the Auditor General (OAG).  The OAG’s 30 June 2020 Audit Report 
for the Shire is attached at Appendix 1. 

A key audit requirement is the responsibility of the Auditor to identify any adverse (significant) financial 
trends. 

Regulation 50 of the Local Government (Financial Management) Regulations 1996 requires the 
inclusion of seven ratios in the Annual Financial Report. 

50 Financial ratios to be included in annual financial report 

(1) The annual financial report is to include, for the financial year covered by the annual financial 
report and the 2 preceding financial years – 

 (a) the current ratio; and 

 (b) the asset consumption ratio; and 

 (c) the asset renewal funding ratio; and 

 (d) the asset sustainability ratio; and 

 (e) the debt service cover ratio, and 

 (f) the operating surplus ratio; and 

 (g) the own source revenue coverage ratio. 

For the financial year ended 30 June 2020, the OAG has reported a significant adverse trend in the 
Operating Surplus Ratio and Current Ratio for the Shire.  It has been noted that: the Operating Surplus 
Ratio and Current Ratio have not met the Department of Local Government, Sport and Cultural 
Industries (DLGSCI) standard as set out in Operational Guideline Number 18 Financial Ratios.  

The Auditor General reported the following:  

Report on Other Legal and Regulatory Requirements 

In accordance with the Local Government (Audit) Regulations 1996 I report that:   

In my opinion, the following material matters indicate significant adverse trends in the financial position 
of the Shire: 

a. The Operating Surplus Ratio as reported in Note 33 of the annual financial report is below the 
Department of Local Government, Sport and Cultural Industries’ standard for the last three financial 
years. 

b. The Current Ratio as reported in Note 33 of the annual financial report is below the Department of 
Local Government, Sport and Cultural Industries’ standard for the last two financial years with the 
current year also being below the previous year. 

Note:  

The OAG made a significant finding in relation to the Operating Surplus ratio for the financial year ended 
30 June 2019 i.e., the Operating Surplus Ratio is below the DLGSCI standard for the past 3 years.  
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Five Year Trend 
The following table presents the financial ratios for the Shire against DLGSCI benchmarks for the past 
five years. Within this table the two ratios of concern have been highlighted: 

  Standard 
 

2020 2019 2018 2017 2016 
5 Year 

Average 
Current ratio ≥ 1.00 0.94 0.99 1.26 1.67 1.85 1.78 
Asset consumption ratio ≥ 0.50 0.70 0.72 0.68 0.97 0.98 0.81 
Asset renewal funding ratio ≥ 0.75 0.96 1.12 0.84 0.94 1.03 0.98 
Asset sustainability ratio ≥ 0.90 0.35 0.86 0.71 1.25 0.80 1.02 
Debt service cover ratio ≥ 2.00 8.23 (8.54) 2.90 13.92 4.48 4.20 
Operating surplus ratio ≥ 0.01 (1.16) (1.60) (0.60) (0.32) (0.86) (0.91) 
Own source revenue coverage 
ratio ≥ 0.40 

 
0.38 0.34 0.50 0.51 0.46 0.44 

 

Operating Surplus Ratio 
As per Local Government Operational Guidelines No 18 – Financial Ratios, the Operating Surplus Ratio 
measure is described as: 

 

A key indicator of a local government’s financial performance is measured by the ‘Operating Surplus 
Ratio’.  If a local government consistently achieves a positive operating surplus ratio and has soundly 
based long term financial plans showing that it can continue to do so in the future, having regard to 
asset management and the community’s service level needs, then it is considered financially 
sustainable. 

A positive ratio indicates the percentage of total own source revenue available to help fund proposed 
capital expenditure, transfer to cash reserves or to reduce debt. 

A negative ratio indicates the percentage increase in total own source revenue (principally rates) that 
would have been required to achieve a break-even operating result. 

The DLGSCI considers a “basic” standard to be between 1% and 15% and an “advanced” standard 
with a measure of over 15%. 
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Current Ratio 
As per Local Government Operational Guidelines No 18 – Financial Ratios, the Current Ratio measure 
is described as: 

 

Liquidity refers to how quickly and cheaply an asset can be converted into cash. A local government’s 
liquidity is measured by the ‘Current Ratio’. This ratio provides information on the ability of a local 
government to meet its short-term financial obligations out of unrestricted current assets. 

A ratio of less than one means that the local government’s current unrestricted liabilities exceed its 
current unrestricted assets which can impact on the local governments ability to meet its obligations. 
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Report per Section 7.12A(4)(a) of the Local Government Act 1995 
S7.12A of the Act requires the following relating to significant matters raised in the audit report 

(4) A local government must – 

(a) prepare a report addressing any matters identified as significant by the auditor in the 
audit report, and stating what action the local government has taken or intends to take 
with respect to each of those matters; and 

(b) give a copy of that report to the Minister within 3 months after the audit report is received 
by the local government. 

Council considered a recommendation from the Shire Audit Committee and resolved on 28 July 2021  
the following response in accordance with s7.12A(4)(a) of the Act. 

Purpose of Report 
To report in compliance with s7.12A of the Local Government Act 1995 relating to two significant matters 
raised in the 2020 audit report. 

Significant Matters Identified by OAG 
In my opinion, the following material matters indicate significant adverse trends in the financial position 
of the Shire: 

a. The Operating Surplus Ratio as reported in Note 33 of the annual financial report is below the 
Department of Local Government, Sport and Cultural Industries’ standard for the last three financial 
years. 

b. The Current Ratio as reported in Note 33 of the annual financial report is below the Department of 
Local Government, Sport and Cultural Industries’ standard for the last two financial years with the 
current year also being below the previous year. 

Note:  

The OAG made a significant finding in relation to the Operating Surplus ratio for the financial year ended 
30 June 2019 i.e., the Operating Surplus Ratio is below the DLGSCI standard for the past 3 years. 

Implications 
Operating Surplus Ratio 
If a Local Government runs ongoing under-lying operating deficits, it needs to recognise longer-term 
implications.  Not addressing ongoing deficits is likely to mean that future Councils will struggle to be 
able to accommodate asset renewal needs and that service levels will decline over time.  It is 
acknowledged that a trending reduction in the operating deficit is necessary for improved sustainable 
financial health of the Shire. 

Current Ratio 
Although widely regarded as a measure of short-term debt paying ability, the current ratio must be 
interpreted with great care.  A declining ratio may be a sign of a significant adverse trend in the financial 
position of the Shire; however, it is important to look at the individual assets and liabilities involved in 
the calculation. 

Management Comment 
The Shire is continuing to transition towards improved long-term financial sustainability. This is outlined 
in the Strategic Resource Plan (SRP) adopted at the 12 August 2019 Special Council Meeting. The 
SRP contains both the Long-Term Financial Plan and the Asset Management Plan for the Shire. 
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Operating Surplus Ratio 
The SRP forecasts rate revenue along with fees and charges to increase by 7.0% (CPI 2.0% + 5%) 
from year 1 to year 5 of the Plan, with a 3.0% increase (CPI 2.0% + 1%) for the remaining term of the 
Plan.  These increases are to assist in the long-term financial stability of the Shire and to maintain the 
level of services to the community. 

The forecast increases in rate revenue and fees and charges result in an improvement to the Operating 
Surplus ratio from (0.66%) in 2020 to (0.31%) in 2034. 

Whilst it is acknowledged that the forecast Operating Surplus ratio remains below the DLGSCI 
benchmark, the 2020 ratio of (1.16) is a significant improvement from the 2019 ratio of (1.60). 

Current Ratio 
The 2020 current ratio is impacted by the recognition of contract liabilities of $209,544 in relation to the 
implementation of AASB 15 and AASB1058 which came into effect for the year ended 30 June 2020. 

The contract liabilities relate to incomplete projects at year end. 

The recognition of these liabilities led to a deterioration in the current ratio as noted by the auditor.  Had 
the contract liabilities not been recognised, the current ratio would have met the DLGSCI benchmark 
(estimated ratio would have been 1.23). 

Action Taken or Intended to be Taken 
The following Integrated Plans have been adopted by Council: 

• Strategic Community Plan (28 March 2018); 
• Strategic Resource Plan (12 August 2019) 
• Workforce Plan (12 August 2019) 
• Corporate Business Plan (12 August 2019) 

The Integrated plans include increases to Rates and Fees and Charges which will improve the Own 
Source Revenue Ratio over the course of the Strategic Resource Plan. 

The Shire will continue to monitor its Current Ratio and consider if any factors impacting the ratio 
represent a significant adverse trend. 

Proposed Completion Date 
Council is committed to the following; 

1. Reduction of the Operating Deficit; and  
2. Monitoring the Operating Surplus Ratio for significant adverse trends. 

It is expected that the implementation of the strategies outlined in the Strategic Resource Plan with 
respect to Rates and Fees and Charges increases will result in improvements in the Operating Surplus 
Ratio over the duration of the Strategic Resource Plan. The Shire will continue to monitor its Current 
Ratio and consider if any factors impacting the ratio represent a significant adverse trend. 

A copy of the Forecast Financial Ratios from the Shire’s Strategic Resource Plan in provided in 
Appendix 2. 

Recommendation 
That Council is committed to a trending improvement in the Operating Surplus Ratio and the long term 
sustainable financial health of the Shire through continued implementation and funding of its Integrated 
Financial Planning Framework. Also, that it will continue to monitor the Shire’s Current Ratio.  
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Appendix 2:  Strategic Resource Plan 2019 2034 Extract – Forecast 
Financial Ratios 
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