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Introduction

As a council, we deliver a wide range of services that respond to different community needs.
These include council programs as well as commonwealth and state government programs.
They are delivered in partnership with the local community, other levels of government, and

other agencies.

We are also responsible for over $1.9 billion dollars of community assets and infrastructure, which requires
ongoing maintenance, renewal, and replacement.

We have a Council Plan that sets our future direction for the next 4 years. The Strategic Resource Plan
(SRP) — which forms part of the Council Plan - is essentially a 4 year budget that demonstrates how we
will resource our Council Plan from a financial and human resources perspective. The SRP is updated
annually, and is essentially a 4 year snapshot of Council’'s Long Term Financial Strategy (LTFS).

The annual budget outlines the financial resources required to deliver our services and programs to the
community. It sets out the forecast financial performance and position, including the funding levels.

The purpose of this guide is to:

e Provide further supporting information on our draft budget.
¢ Give further context in relation to our financial position.
e To explain the financial information in the draft budget in an easy to read format.

Highlights of the 2019/20 draft budget

Our draft budget 2019/20 continues to build a solid foundation to make sure we have a strong and
sustainable financial position for coming years.

We are making sure we get the basics right, while also providing the wide range of services and programs
that our growing and diverse community needs and values.

The draft budget supports our vision to become a more sustainable city. Having moved to 100%
renewable electricity in our own operations, we are now empowering our community to make a big
difference. Our upcoming Climate Emergency Plan will help everyone in Yarra reduce their carbon
emissions.

The budget also supports our response to the recycling crisis gripping our state. We are expanding our
successful food and green waste trial to include a separate glass collection. This will improve the quality of
recycling and reduce the amount of waste going to landfill.

We're expanding bicycle infrastructure like the Wellington Street separated bike lane to encourage healthy
and sustainable transport. And we're expanding our tree planting and management program by 25%. The
climate emergency is one of our biggest challenges, and this year’s budget take concrete steps to address it.

The draft budget supports services like immunisation, childcare and kindergarten. It funds our parks,
libraries and leisure centres, and supports our business and creative communities. It enables us to plan for
sustainable growth, harness new technologies, improve our network of roads, and much more.

We have prepared our draft budget 2019/20 after holding four early engagement public feedback
sessions and receiving more than 500 suggestions from our community. This has helped us understand
what our community’s priorities are.
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There will also be a 28 day community consultation period now that the draft budget has been adopted in
principle. During this time there will be a number of opportunities for our community to engage with
Councillors and officers at engagement sessions across Yarra.

This budget includes $31.3m worth of capital works and new initiatives, including upgrades and renewals
for facilities cherished by their local communities:

e $2.4m for upgrades to facilities at Ryan’s Reserve and Kevin Bartlett Reserve, Richmond

e $1.4m for traffic and safety initiatives in Abbotsford, North Fitzroy and Richmond

e $1m for trees throughout Yarra (a $200,000 increase over last year)

¢ $900,000+ for bicycle infrastructure across Yarra, including completing the bike lane in Wellington Street,
Collingwood

¢ $560,000 to improve streetscapes in Swan Street and Bridge Road, Richmond

e $485,000 for improving storage and designing enhancements to Panther Pavilion boating facilities in
Fairfield Park, Fairfield

¢ $70,000 to redevelop the Carlton Library Courtyard
¢ $60,000 to make Council Meetings more accessible via livestreaming

The below table provides a financial snapshot of the 2019/20 Draft Budget.

Financial snapshot

Key statistics 2018-19 2019-20
Forecast $million Budget $million

Total revenue $214.12 $200.42

Total Expenditure $184.77 $188.91
Comprehensive operating surplus $29.34 $63.71
Adjusted underlying result $4.50 $4.77
Operating cash result $58.48 $36.99

Capital Works Program $31.30 $31.33

Note: The fall in budgeted Total Revenue for 2019/20 in comparison to the 2018/19 forecast is the result of a one off
State Government grant of $17.5 million that will be received in 2018-19 relating to the Depot Relocation Project.

Funding the Capital Works program

Key statistics 2018-19 2019-20
Forecast $million Budget $million

Council $25.81 $27.80

Grants $2.84 $2.43

Open space Reserve contributions $2.65 $1.10

borrowings - -
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Draft Budget at a glance

e $200m total operating revenue

¢ $189m total operating expenditure

e $31m for capital works projects and other new initiatives

e Average rates to increase by the 2018/19 rate cap — 2.50%

¢ 2.50% increase in the Yarra rate rebate for pensioners (now $187.10)

Where our money comes from

We get our income from a number of sources, including:

¢ Rates

e Grant funding from federal and state government

e Statutory fees and fines

e Charging user fees for some of our services

e Contributions from developers for open space works
e Other general income

You can view these sources of income through our Income Statement.

Source of income for 2019/20

56% Rates and charges
M 17% Statutory fees and fines
M 16% User fees
Il 6% Operating grants
B 1% Capital Grants
M 2% Contributions

2% Other income
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Where our money goes

We use our money to deliver services to our community, as well as on the maintenance, renewal, and
upgrade of the community’s infrastructure assets.

We spend our funding on:
a) Paying our employees
b) Materials and services
- Contract payments e.g. Waste management;
- Maintenance costs;
- Utilities costs;
- Information Technology costs

c) Bad and doubtful debts (non-cash)

d) Depreciation and amortization (non-cash)
e) Borrowing costs

f) Other general expenses

g) Capital works

e ) through to f) of the expenditure above are captured in the Income Statement.

e g) Capital Works are captured in the Capital Works Statement. The financial statements are explained
in more detail further on in this guide.

Expenses for 2019/20

The chart below shows our expenditure for Yarra from the 2019/20 draft budget.

The chart highlights that 97% of council operating expenditure is consumed by staff, materials and
services and depreciation. This is consistent with Yarra’s crucial role in the delivery of local services and
maintenance of its infrastructure.

46% Employee costs
M 39% Materials and services
B 12% Depreciation
¥ 2% Bad and doubtful debts

M 1% Borrowing costs
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Capital Works

We are responsible for over $1.9 billion dollars of assets and infrastructure, which requires ongoing
maintenance, renewal, and replacement. These works are delivered through our Capital Works Program.

How we plan to spend our $31.3m Capital Works budget

The vast majority of the funds ($23.9 million) will be used to maintain or renew ageing assets such as
roads, footpaths, drains, buildings and parkland.

The balance of $7.4m is available this year to fund upgrade and new capital works projects.

How we know what to prioritise

Asset Management Registers

Our Asset Management Registers track the condition of our existing assets and lets us know when they
Our Asset Management Registers track the condition of our existing assets and lets us know when they
need to be repaired or replaced.

We have a responsibility to ensure that vital community assets such as footpaths, roads, drains and
laneways remain safe to use and meet the evolving needs of our community.

Council Plan and Annual Budget
Informed by community feedback and suggestions, our Council Plan outlines the additional capital works
projects that we plan to complete from 2017-21.

Most special projects in our annual budget come from the Council Plan (or other formally adopted
strategies or master plans) but we may consider additional projects if there is an urgent need and funds
are available.

Special funding
Some capital works funding comes from Federal and State Government agencies, and this money can only
be used for specific projects.

Similarly, when we receive open space contributions from developers, this money can only be used in
accordance with our Public Open Space policy.
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Our debts

As at the end of last financial year (2017/18), we have a debt of $44.9 million.

We have two loans that account for this debt:

Initial Loan Purpose Type of loan Financial year loan
amount was taken up
$13.5 million To fund the construction of the 10 year principaland ~ 2016/17

state of the art Bargoonga interest loan.

Nganjin, North Fitzroy Library.

$32.5 million To fund our investment in the 7 year interest only 2014/15
property at 345 Bridge Road, loan.
Richmond.

To service the Defined Benefit
Superannuation Scheme Liability.

Note: As we have insufficient cash
reserves to fully repay this loan,
we will need to refinance this
amount. This is in the Long Term
Financial Strategy as an additional
borrowing, which we plan to repay
as a principal and interest loan,
payable over 10 years.
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Our cash position

Improving our cash position

One of our cash strategies is to achieve a liquidity ratio of 1.4 by 30 June 2021, as determined by Council
in the adoption of the 2017/18 budget.

A liquidity ratio is the ratio between liquid assets (cash or assets that can be easily converted in to cash)
and our liabilities (debts).

This strategy was introduced in order to build our capacity to respond to any financial shocks, and to
respond to those shocks or contingent liabilities with cash reserves, rather than borrowings.

To achieve a ratio of 1.4 by 30 June 2021 (all other things being equal), cash reserves needed to increase
by $OM.

The only ways to achieve that level of additional cash was to decrease one or more ongoing services, sell
surplus assets (property), or to reduce the capital works program. For the past two budgets, the capital
works program was marginally reduced to help achieve the 1.4 liquidity ratio. Fortunately, council’s
revenue streams are forecasting strong growth, and we have tightly controlled discretionary costs and this
has helped the liquidity position. This will create the ability to spend additional funds on capital
investment in coming years; and this is reflected in our Long Term Financial Strategy.

In year two of the LTFS (2020/21), where the $32.5m interest only loan becomes a current liability (as it is
due and payable within 12 months of that year) this adversely (temporarily) impacts the ratio for one year
only.

08 A Guide to Yarra’s Draft Budget 2019/20



The financial statements explained

We are required to prepare 6 key financial statements as part of our financial reporting.
These are:

e Comprehensive income statement

e Balance sheet

e Statement of changes in equity

e Statement of cash flows

e Statement of capital works

e Statement of human resources

The statements and their purpose are outlined below.

Comprehensive Income Statement

This statement shows all of our revenue (money in) and expenditure (money out). However, not all of the
line items in this statement are cash amounts of money coming in and money going out. This is because
the statement is prepared in accordance with Australian Accounting Standards and therefore uses accrual
accounting to calculate the figures.

Accrual accounting is different to cash accounting in that accrual accounting is a method that measures
the performance and position of an organisation by recognising economic events regardless of when cash
transactions occur. Rates are a good example of this.

Under the accrual method, we must recognise the rate revenue in the statement as soon as the rate
notices are raised. Ratepayers have 10 months to pay their rates. When we expect them to physically
pay is reflected in the cash flow statement.

The accrual accounting method is also the reason why the surplus (or “profit”) at the end of the statement
is not “cash” profit. The surplus is an accounting result only.

There are also non-cash elements in the comprehensive income statement. These are the net gain or loss
on sale of assets, bad debts, and the depreciation amounts. Again, these are accounting items which are
required to be disclosed in the statement.

Balance sheet

The balance sheet shows all of our assets (what we own) and liabilities (what we owe), and its net worth
(assets minus liabilities), which is the Equity section.

The balance sheet is divided up into current assets and current liabilities, as well as non-current assets
and non-current liabilities.

A current asset is cash and other assets that are expected to be converted to cash within a year.

Non-current assets are cash and other assets that are expected to be converted to cash after more than
12 months.

A current liability is amounts due to be paid to creditors within 12 months.

Non-current liabilities are amounts due to be paid to creditors after more than 12 months.
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Statement of changes in equity

The statement in changes of equity shows the movement between the comprehensive income statement
surplus/(deficit), and any movements in the balance sheet reserves. The transfers to and from other
reserves is where the open space reserves income and expenditure are shown.

Statement of cash flows

The statement of cash flows shows the cash movement of our money in and money out. The net increase/
decrease in cash and cash equivalents reflects how much cash we are either generating (to add to our
cash balance at the end of the year) or spending over and above what it generates (which will decrease
the cash balance at the end of the year).

We are a non-profit entity. Ideally the cash net movement is a minor increase each year as that indicates
we are sustaining a balanced budget. In Yarra's case, we should be working towards an increase each
year in order to build our cash reserves so that council has the capacity to respond to out of the ordinary
financial expenses.

The cash balance at the end of the Cash Flow Statement should always equal the cash and cash
equivalents in the balance sheet.

Statement of capital works

The statement of capital works shows which projects we will be delivering in terms of renewing,
upgrading, or constructing new assets.

The statement contains the works by asset class, and then also by a classification of renewal, upgrade, or
new. These terms are explained below.

Renewal the replacement or refurbishment of an existing asset (or component) with a new asset (or
component) capable of delivering the same level of service as the existing asset.

Upgrade  any project that extends or upgrades an asset to cater for growth or additional service levels.

Expansion expenditure that extends the capacity of an existing asset to provide benefits to new users at
the same standard as is provided to existing beneficiaries.

New expenditure incurred in the creation of a new asset.
The majority of our capital spend is focused on renewal of our existing assets. Best practice asset and

financial management recommends entities should look after their existing assets before constructing new
assets.

Our assets are crucial to the delivery of our services and it is therefore critical the renewal portion of the
capital works program is sustained.

Statement of Human Resources

The statement of Human Resources shows all council staff expenditure and numbers of full time
equivalent (FTE) council staff. FTE is also known as EFT (Equivalent Full Time).

The summary of human resources expenditure table in this statement should equal the employee costs in
the Comprehensive Income Statement.
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