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1 POLICY STATEMENT

This policy sets out the principles and guidelines for the responsible, transparent, and
sustainable management of loans and borrowings by Nillumbik Shire Council. It provides the
framework for making informed, prudent borrowing decisions that comply with the Local
Government Act 2020 and support Council’s long-term financial stability.

The policy supports Council’s ability to access borrowings as a legitimate and strategic
financial tool, ensuring borrowings are undertaken only when consistent with sound financial
management practices, long-term planning objectives, and inter-generational equity principles.
In particular, this policy supports borrowing to finance capital works projects as it spreads the
payments for such assets across the generations who benefit.

All borrowing decisions must contribute to achieving Council’s strategic objectives without
compromising the capacity to meet future financial commitments.

2 PURPOSE

The purpose of this policy is to provide appropriate parameters and controls to enable Council
to undertake borrowings in a manner that:

¢ Maintains financial sustainability and prudent fiscal management

¢ Minimises financial risk and borrowing costs

¢ Ensures the total amount of loan borrowings is sustainable in terms of the ability to meet
future repayment budgetary constraint and prudential ratios

o Complies with legislative requirements, including the Local Government Act 2020

¢ Provides Council with the flexibility to respond to funding needs efficiently and effectively.

Borrowing may be considered to fund capital works projects that deliver infrastructure projects
of strategic significance which cannot reasonably be financed through operating revenues or
one-off capital grants.

Borrowings will not be used to fund operating expenditure.
Council will only consider new borrowings or refinancing where:

e The borrowing is part of the Annual Budget or a formally adopted Revised Budget

¢ The borrowing aligns with the 10-Year Financial Plan (noting they may not be specifically
included)

e The proposed borrowing is within established prudential ratios and Council’s risk
tolerance.

The policy aligns with and supports the:

¢ Council Plan
e 10-Year Financial Plan
¢ Local Government Performance Reporting Framework (LGPRF).



3 SCOPE

This policy applies to all Councillors and Council employees involved in:

Making decisions or recommendations about borrowing
Planning and proposing new borrowings

Refinancing or managing existing debt obligations
Reporting on Council’s debt portfolio

It applies to all interest-bearing loan arrangements entered into by Nillumbik Shire Council.
The policy excludes:

¢ Non-interest-bearing liabilities such as trade creditors

o Lease liabilities (accounted for under separate frameworks)

o Credit card or short-term operational credit facilities not intended as a debt management
strategy

All borrowings must be assessed against budgetary capacity and sustainability indicators,
principles and approved through Council’s formal budget processes.

4 BORROWING LIMITS AND RISK INDICATORS

Council is committed to responsible debt management and long-term financial sustainability.
To guide borrowing decisions and ensure borrowings remain within prudent and sustainable
limits, Council monitors key financial indicators and applies internal borrowing thresholds.

Council uses measures and ratios consistent with the Victorian Auditor-General’'s Office
(VAGO) and Local Government Performance Reporting Framework (LGRF) methodology, to
assess its capacity to manage debt.

Council applies internal financial ratio thresholds to ensure borrowing remains aligned with its
long-term financial plan, asset management responsibilities, and risk tolerance.

Indicator Formula Description Risk Tolerance
— — - <400
Indebtedness |Non-current liabilities Measures Coun.czll > abl.“ty LOW'. , 400/0
(%) + OWN-SOUrce revenue to repay borrowings using||Medium: 40-60%
its own revenue High: >60%
Measure Definition Risk Tolerance
. . |Interest and principal repayments on interest-
Debt Commitment Ratio . . <20%
bearing loans + Rate revenue
Borrowing Ratio Total interest-bearing loans and borrowings + <70%
Rate revenue
Working Capital Ratio HCurrent Assets + Current Liabilities H >1.5 |

Council must not undertake borrowings that would cause any of the financial ratios above to
exceed their thresholds—including Indebtedness (>60%), Debt Commitment Ratio (<20%),
Borrowing Ratio (<70%), or Working Capital Ratio (<1.5) unless expressly approved by Council
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resolution. Any such resolution must justify the exception and outline a strategy to return to
compliance.

These indicators will be reviewed regularly as part of Council’s financial planning and reporting
processes to ensure debt remains within sustainable levels and aligned with sound financial
management principles.

5 LENDING INSTITUTIONS

Council will primarily consider borrowings from Treasury Corporation of Victoria (TCV).

Where TCV is not used, officers will seek written quotations from at least two reputable
financial institutions.

Quotations must include the interest rate, term, repayment schedule, fees, and break costs.

Evaluation will consider total lifecycle cost and repayment flexibility.

6 BORROWING STRUCTURE

Council will ensure:
e Loan duration are appropriately considered in the context of asset life and purpose.

e Borrowings follow “principal and interest” repayment schedules unless specifically
resolved otherwise.

o Repayment intervals are considered for efficiency and interest minimisation.
o Cash reserves are set aside for any residual or interest-only loan structures.

Council will manage its borrowings to remain within financially responsible limits, ensuring
future repayment commitments can be met without placing undue pressure on the annual
budget. Borrowing decisions will be guided by Council’'s established approach to risk
management.

Council will aim to keep debt levels manageable so that in future terms Nillumbik Shire
Councillors can still borrow for important projects when needed, without being held back by
past borrowings.

7 ETHICS AND CONFLICT OF INTEREST

Councillors and employees must avoid any personal activities that could conflict with the proper
execution or management of Nillumbik Shire Council's borrowings. This includes any activity
that may compromise the ability of councillors or employees to make impartial and objective
decisions. In accordance with this policy, officers are required to disclose to the CEO any
conflicts of interest related to borrowings.

8 MONITORING AND REPORTING

Borrowing ratios will be reviewed annually and included in:
e The Annual Budget
e The 10-Year Financial Plan
¢ The Annual Report (via LGPRF)



An overall report on Council’s loan activities should be included in Council’s quarterly finance
reports, to be submitted to Council and the Audit and Risk Committee.

A register of the Loan Borrowings and Debt Portfolio will be maintained including a repayment
schedule with principal and interest repayment calculations.

9 ROLES AND RESPONSIBILITIES

\Role HResponsibiIity |
\Council HApproves all borrowings through budget adoption or revision |
%é%)E xecutive Officer Accepts loan offers following Council resolution

Chief Financial Officer ||[Ensures compliance with this Policy, updates financial plans,
(CFO) manages borrowing proposals

Business Services Lead|Reviews borrowing records, assists in forecasting, and reviews debt
(BSL) compliance

. , Maintains borrowing records, assists in forecasting, and monitors
Financial Accountant .
debt compliance

10 REVIEW OF POLICY & STRATEGY

This policy will be reviewed every four years or as required in the event of legislative changes.

The Audit Committee or Council may initiate review outside this cycle.



