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1. Purpose 

At the 19 July 2017 meeting Council resolved “that the Chief Executive Officer prepare a 
report, for presentation to the Ordinary Meeting of Council to be held 20 September 2017, 
on options and implications of releasing funds currently held in Council’s Long Service Leave 
Reserve to fund additional capital works and/or reduce borrowings.” 

This report provides a review of the options and implications of utilising the funds retained 
within the long service leave reserve. 

2. Introduction 

Six (6) options have been identified, and the various implications of each option are outlined.  
Aside from the ethical issues of using employee entitlements for either debt redemption or 
the delivery of new council facilities and services, the premise of how council fund its 
activities and the decision making process behind that takes centre stage.   

3. Facts – Status Quo 

3.1. The reserve balance $ 

The balance of the reserve at 30 June 2017 is $4,662,651 

3.2. Where did the funds come from? 

The reserve balance matches the nominal liability for Long Service Leave (LSL) payable for 
council employees.  The nominal balance is the value of the Long Service Leave owed or 
payable to employees at 30 June.  In simple terms it is the total money owed at that time to 
employees for accrued long service leave. 

The funds in the reserve have been accumulated over time from accumulated surpluses 
arising from council operations.  The reserve also receives funds as a result of staff 
commencing work with council from other local governments and state or federal 
authorities.  In these cases the value of long service leave accumulated with previous 
employers is paid to council (as council takes on the liability for the long service leave).  
Conversely, Council then transfers funds to other local governments, state and 
commonwealth authorities when staff leave council and commence work in such 
organisations.   

One point to note is that these balances for each employee accumulate and are payable 
from the day in which a staff member commences with council (day one) and not when they 
are entitled to take the leave (in seven years). 

3.3. Where does it appear in the financial statements? 

The Long Service Leave reserve does not appear specifically in the financial statements.  The 
LSL reserve along with 18 other reserves are contained within the equity section of the 
balance sheet, under the heading “Reserves”.  This section is made up of asset revaluation 
reserves and other reserves.   
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The other reserves contain the portion of council’s accumulated surplus that has been 
earmarked for specific intentions (an intended allocation) and is currently matched by 
council funds (supported by cash and debts owed to council). 

The information on the various reserves, including the LSL reserve, appears in the notes to 
the financial statements, at the note concerning Other Reserves (currently note 29).   

3.4. What is the annual change?  Does it go up or down and if so by 
how much? 

Annually the reserve balance shifts based on what is currently owed to the employees of 
council.  The changes or shifts occur due to: 

 Staff transferring from other relevant employers to council 
 Staff departing council to other relevant employers 
 Staff commencing (not transferring) 
 Staff resigning or retiring 
 Changes in awards and regulations 
 Changes in enterprise agreement conditions 
 Changes in remuneration (EBA wage increases) 

As a result there are various movements that occur to the balance, both increasing and 
decreasing the reserve balance depending upon the factors mentioned above. 

Over the last three years, there has been an overall annual increase in the reserve, which is 
a reflection of staff both not taking available leave, council retaining staff and council 
attracting staff from other agencies.  The balances and movements are disclosed below: 

 2013/14 – not publicly disclosed 
 2014/15 - $4,167,388  
 2015/16 - $4,531,475 (increased by $364,087) 
 2016/17 - $4,662,651 (increased by $131,176) 

3.5. What does this mean on a cash and accrual basis? 

The reserve provides council with the cash capacity to cover employee long service leave, 
should it be called upon. 

The movements in the reserve are backed by council funds in real terms (cash and debts 
owed to council). 

The reserve is not the same as the provision or liability listed for employee entitlements in 
the balance sheet.  The Employee Provisions listed in the balance sheet are the expected 
future cost to council (assuming no reductions or increases in staffing or changes in staff 
leave balances) for long service leave, annual leave and any other time owed to employees.  
The reserve only includes the value of leave owed for long service leave. 

Perhaps another way to look at it is that the provision is the accrual and the reserve is the 
cash. 
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In simple terms, the provision is what might potentially be owed to all employees, including 
all entitlements.  As it is a liability, it does not in any way deal with how it might be paid for. 

The reserve is dealing with how we might fund or pay for the value of long service leave. 

3.6. What is the impact on the financial position and statements? 

The impact of the existing approach on the financial statements is: 

Comprehensive Income Statement 

 The accrual or changes to the provisions (including long service leave, annual leave 
and TOIL) impact on the employee costs.  So if the provision increases, the 
employee costs increase. 

 The LSL reserve has no impact on this statement 

Cash Flow Statement 

 Any change to the provision has no impact on the cash flow statement. 
 The actual leave taken by employees (employee costs) will impact on the cash flow 

statement 
 The actual cash received for employee entitlements (contributions) will impact on 

the cash flow statement 
 Any change to the LSL reserve has no direct impact on the cash flow statement 

Balance Sheet 

 Any increase in entitlements (regardless of the reason) will increase both the 
Current and Non-current Provisions on the balance sheet.  For example, a change in 
EBA, new staff bring with them existing entitlements, staff don’t take all of their 
annual leave. 

 Conversely, any reduction in entitlements (regardless of the reason) will decrease 
both the Current and Non-current Provisions on the balance sheet.  For example, 
staff take their excess leave, take long service leave, or depart council to another 
council. 

 For any of those same reasons the Reserves area of Equity on the balance sheet will 
increase or decrease (however not by the same value). 

 The balance sheet carries the value of the reserve in equity and in cash or debtors.  
It is important to note that the provision is not cash. 

3.7. What is the impact on our operations? 

In practical terms, the reserve provides a support mechanism should there be a run on long 
service leave and importantly through investment of the funds, provides additional income 
on an ongoing basis. 

The funds in reserve, on the current low rate, generate approximately $130,000 per annum 
of income that would otherwise need to be sourced from ratepayers.  This represents 0.3% 
of rate revenue per annum.  
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3.8. What are the impacts on the indicators (VAGO & LGV)? 

The impact of the existing LSL reserve cash on the various sustainability risk indicators are 
all positive in nature.  That is, ratios such as Net result, Underlying result, Liquidity and 
Internal financing are more positive than they would otherwise be if the reserve cash did not 
exist. 

3.9. What legislation governs and guides? 

There are certainly various accounting standards, awards, and regulations that govern long 
service leave, however the principle current documents include: 

 Bass Coast Shire Council Enterprise Bargaining Agreement 2016 
 Victorian Local Authorities Award 2001 
 Local Government (Long Service Leave) Regulations 2012 
 AASB 119 Employee Benefits 

Historically, the Local Government (Long Service Leave) Regulations 2002 required that 
councils maintain a cash bank account that included all long service leave entitlements.  That 
requirement was not included in the revised regulation of 2012.  

Aside from the regulatory documents, awards and agreements there are no formal 
guidelines for Victorian local governments. 

3.10. Are there any guidelines available and if so what do they say? 

There are no established guidelines developed by Victorian regulatory bodies or Victorian 
professional bodies specific to the setting aside of funds for employee entitlements. 

Whilst there are no statutory or best practice guidelines on the topic, there are many 
examples of good practice and policies that refer to the use of reserves to support 
employee entitlements, such as long service leave. 

3.11. Do others have employee entitlement type reserves? 

Long Service Leave Reserves are utilised across the nation (not just in local government but 
also universities and not-for-profits) and vary from reserves that cater only for long service 
leave, through to reserves established to deal with all employee entitlements. 

Whilst it has become less common in Victoria since the removal of the regulatory 
requirement to maintain a long service leave reserve, it is still common in other parts of 
Australia, such as in Western Australia and New South Wales, it is also a practice that 
appears in the University Sector and other not for profit sectors.  Whilst some entities no 
longer explicitly mention retaining cash in a specific reserve to support long service leave 
obligations, they do still retain adequate funds to meet these obligations.  It is just less 
transparent in that it is contained within unrestricted cash. 
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4. Options 

In accordance with the resolution of council, this paper provides information on the 
implications of releasing funds from the long service leave reserve, or in other words using 
the accumulated funds maintained in the reserve, for either increasing capital works 
(increasing the services provided to the community) or reducing council’s debts. 

Six (6) options have been considered. 

1. The Status Quo – no change to current practices 
2. Decrease new loans – instead of drawing down new loans for future asset 

acquisitions, utilise the reserve funds to eliminate or reduce the level of new 
borrowings. 

3. Decrease existing debt – using the entire reserve balance to pay down any existing 
debts 

4. Increase capex – using the entire reserve balance to create new assets (provide new 
services) 

5. Debt/capex combination – using the entire reserve balance and using a portion to 
reduce existing debt and the remaining portion for the creation of new assets (new 
services) 

6. Partial use of the reserve – using only 50% of the reserve to either retire debt or 
create new assets (new services) 

4.1. The Status Quo 

The status quo will maintain the exiting sustainability risk indicators and continue to provide 
ongoing investment interest of $0.13 million per annum (subject to investment returns). 

It is understood that a desire to increase new capital works within the 10 year plan (LTFP) is 
a driver in considering the status quo.  Alongside the existing resort and recreation reserve 
funds of $3.22 million, it should be noted that as a result of the 2016/17 performance, an 
additional $3.1 million will now be available for allocation in the updated LTFP. 

4.2. Decrease new loans 

The key points of this option include: 

 All of the existing long service leave reserve balance of $4,662,651 million would be 
used over the 2107/18 and 2018/19 financial years. 

 The total borrowings for 2017/18 are $4.321million and for 2018/19 are $0.926 
million. 

 In effect the reserve would pay for: 
o Construction of the Commercial Office development in Cowes (PINP 

Offices) 
o Construction of the Transport Hub in Cowes 
o Construction of the Waste Landfill Cell in Grantville 
o Pathway extension along Surf Parade in Inverloch 

 All existing investment interest would be foregone ($0.13 million per annum or over 
25 years equates to $3.26 million) 

 Interest payments on debt would not be incurred (over 10 years equates to $1.86 
million) 
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 All long service leave taken or transferred would then be funded from operations or 
other discretionary reserves (approximate average net cost of $250K per annum) 

One of the important considerations of borrowings is the intent or purpose of borrowings.  
Borrowings are by their nature a way to transfer the cost or payment into the future.  The 
concept of intergenerational equity or fairness then plays a critical part in any discussion 
concerning borrowings.  As such the accepted best practice use of debt or borrowings is to 
match the use of the service or asset with the payment for its use.  In that way the user 
pays.  So for example, when constructing a new building, or landfill cell, the beneficiaries or 
users of that building or landfill cell pay as they use it.  In this way, the past does not pay for 
what it has not had access to and the future does not pay for what it would not be able to 
use.   

The use of this option then brings into play the concept of intergenerational equity.  Should 
the accumulated funds set aside for employee entitlements be used to pay for assets and 
services constructed for todays and tomorrows residents?  The ethics of that question 
should be considered when interpreting the financial outcome of this option. 

4.3. Decrease existing debt  

The key points of this option include: 

 All of the existing long service leave reserve balance of $4,662,651 million would be 
used over the 2107/18 financial year to repay existing debt. 

 Of the $13,669,017 owing at 30 June 2017, the fixed debt that can be reduced or 
eliminated is $3,541,913 as the remaining debt exists in Local Government Bonds.  
The remaining balance of the reserve would be reallocated to the Unallocated 
Surplus Reserve for general Council use. 

 Council is unable to payout any debt acquired through the use of the Local 
Government Financing Vehicle (LGFV) as the bonds are for fixed terms. 

 All existing investment interest would be foregone ($0.13 million per annum or over 
25 years equates to $3.26 million) 

 Interest payments on debt would not be incurred totals $553,000 (existing loans 
expire over several years from 2018 to 2023) 

 The early payment of such fixed debt would incur an additional payout penalty of 
$214,000 (this is an estimate that would need to be confirmed with each individual 
loan contract). 

 All long service leave taken or transferred would then be funded from operations or 
other discretionary reserves (approximate average net cost of $250K per annum) 

The issues detailed in the previous option concerning intergenerational equity are equally 
relevant for this option. 

4.4. Increase capex  

The key points of this option include: 

 All of the existing long service leave reserve balance of $4,662,651 million would be 
used for additional or new capital expenditure projects across the shire. 

 All new capital projects are by their nature new or expanded services being 
provided to the community (as assets are only there to provide services). 
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 All existing investment interest would be foregone (over 25 years equates to $3.25 
million)) 

 Considering the whole of life costs of new services (assets), new assets to the value 
of $4,662,651 million would require an additional $93,253 per annum in ongoing 
operating costs (total over 25 years is $2.3 million). 

 The new assets would need to be replaced as they deteriorate and an estimated life 
of 25 years has been applied.  This would require on average an increase in the 
annual renewal spend of $186,506 ($4.6 million over 25 years)  

 All long service leave taken or transferred would then be funded from operations or 
other discretionary reserves (approximate average net cost of $250K per annum) 

 The capacity of existing resources to deliver additional projects may also need to be 
increased. 

In accordance with the Council decision of 15 February 2017, “all future new, upgrade or 
expansion capital works proposals must include a lifecycle cost evaluation that identifies the 
asset’s design and construction costs, maintenance costs and operating cash flow 
requirements and depreciation”. 

4.5. Debt/capex combination 

The key points of this option include: 

 All of the existing long service leave reserve balance of $4,662,651 million would be 
used for both new capital expenditure projects across the shire and the retirement 
of existing debt. 

 Capital works portion (at 50% of reserve balance) 
o All new capital projects are by their nature new or expanded services being 

provided to the community (as assets are only there to provide services). 
o Considering the whole of life costs of new services (assets), new assets to 

the value of $2,331,325 million would require an additional $46,626 per 
annum in ongoing operating costs (total over 25 years is $1.15 million). 

o The new assets would need to be replaced as they deteriorate and an 
estimated life of 25 years has been applied.  This would require on average 
an increase in the annual renewal spend of $93,253 ($2.3 million over 25 
years)  

 Debt retirement portion (at 50% of reserve balance) 
o Of the $13,669,017 owing at 30 June 2017, the fixed debt that can be 

reduced or eliminated is only $3,541,913 as the remaining debt exists in 
Local Government Bonds.  This option would eliminate $2,331,325 of the 
remaining debt and save interest payments of $334,000 

o The early payment of such fixed debt would incur an additional payout 
penalty of $156,000 (this is an estimate that would need to be confirmed 
with each individual loan contract). 

o Council is unable to payout any debt acquired through the use of the Local 
Government Financing Vehicle (LGFV) as the bonds are for fixed terms. 

o The issues detailed in the previous option concerning intergenerational 
equity are equally relevant for this option. 

 All existing investment interest would be foregone ($0.13 million per annum or over 
25 years equates to $3.26 million) 

 The capacity of existing resources to deliver additional projects will need to be 
increased. 
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 All long service leave taken or transferred would then be funded from operations or 
other discretionary reserves (approximate average net cost of $250K per annum) 

In accordance with the council decision of 15 February 2017, “all future new, upgrade or 
expansion capital works proposals must include a lifecycle cost evaluation that identifies the 
asset’s design and construction costs, maintenance costs and operating cash flow 
requirements and depreciation”. 

4.6. Partial use of the reserve 

The key points of this option include: 

 Half (50%) of the existing long service leave reserve balance of $4,662,651 million 
would be used for either new capital expenditure projects across the shire or the 
retirement of existing debt. 

 The funds utilised from the reserve total $2.3 million with the balance remaining in 
the long service leave reserve.   

 Capital works option: 
o All new capital projects are by their nature new or expanded services being 

provided to the community (as assets are only there to provide services). 
o Considering the whole of life costs of new services (assets), new assets to 

the value of $2,331,325 million would require an additional $46,626 per 
annum in ongoing operating costs (total over 25 years is $1.15 million). 

o The new assets would need to be replaced as they deteriorate and an 
estimated life of 25 years has been applied.  This would require on average 
an increase in the annual renewal spend of $93,253 ($2.3 million over 25 
years)  

 Debt retirement option: 
o Of the $13,669,017 owing at 30 June 2017, the fixed debt that can be 

reduced or eliminated is only $3,541,913 as the remaining debt exists in 
Local Government Bonds.  This option would eliminate $2,331,325 of the 
remaining debt and save interest payments of $334,000 

o The early payment of such fixed debt would incur an additional payout 
penalty of $156,000 (this is an estimate that would need to be confirmed 
with each individual loan contract). 

o Council is unable to payout any debt acquired through the use of the Local 
Government Financing Vehicle (LGFV) as the bonds are for fixed terms. 

o The issues detailed in the previous option concerning intergenerational 
equity are equally relevant for this option. 

 Half (50%) of the existing investment interest would be foregone ($0.65 million per 
annum or over 25 years equates to $1.632 million)) 

 Long service leave taken or transferred could then be supported by the remainder 
of the reserve. 

Note that the funds held in reserve would then have no logical or calculated basis.  The 
retention of the reserve requires that a basis or rationale for the balance retained in the 
reserve be determined.  For example, a resolution of council requiring that the balance 
of the long service leave reserve be calculated annually at 30 June and that the balance 
be 50% of nominal balance of employee long service leave entitlements. 



Page | 10  

 

5. Decision making 

Council has in place existing mechanisms to assist and guide decision making with regard to 
capital investment, use of borrowings, the establishment and use of reserves, the services 
council provides and more broadly ensuring the long term financial sustainability of the Bass 
Coast Shire.  These include policies, such as the Capital Investment Framework, the long 
term financial plan, with the various financial strategies and directions contained within, the 
annual budget cycle, asset management plans, service planning, and importantly the various 
regulatory tools.  All of which mean that decisions are made within a framework.  

With specific reference to capital, capital works or capital acquisitions exist only to provide 
services directly to the community or indirectly through generating income to support the 
provision of services to the community. 

As such, the decision to undertake capital works is a decision to either renew an asset that 
supports the provision of an existing service or to upgrade, expand or create a new asset to 
deliver a new or improved service from that which existed prior. 

Best practice principles are that any decision to undertake capital works must then be based 
on understanding the full impact of those works (whole of life).   

For that reason, Council has in place a Capital Investment Framework to aid in that decision 
making process and there is an existing council decision that requires that “all future new, 
upgrade or expansion capital works proposals must include a lifecycle cost evaluation…” 
This is also supported by provisions within the Local Government Act 1989. 

This information, alongside information from service plans, asset management plans, the 
council plan, plus other plans and strategies are utilised to inform the long term financial 
plan, and reviewed and reaffirmed through the annual budget cycle.  The decision to act or 
undertake an action is made through the long term financial plan, to monitor the cumulative 
impacts of decisions and also through the annual budget cycle, to provide the immediate 
decision to act. 

6. Recommendation 

As the purpose of this report is to provide options and implications of utilising the reserve 
funds, the recommendation is to apply good governance principles and to refer the options 
to any future review of the long term financial plan and the 2018/19 budget process. 


