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Indigenous Business Australia

Sustainable Financial Future Project

Introduction

Maximus Solutions Australia (MSA) was approached by Indigenous Business Australia
(IBA) to assist with the Sustainable Financial Future Project. An initial meeting with
Andrew Fleming (Maximus) and Dianne Rimington (IBA Deputy Chief Executive
Officer (Commercial)) and Chris Fry (IBA Chief Executive Officer) was held on 16
March 2011 at which the requirements of the project were discussed.

At this meeting it was agreed that the project be progressed as follows:

e Conduct confidential one on one discussions between Andrew Fleming and
each of the members of the IBA Executive team;

e Perform relevant financial modelling and desk top research; and

e Facilitate a plenary planning session with the Executive team to gain agreement
on targets and actions for the future.

On 28 March 2011, a Scope of Work (Appendix 1) was prepared by IBA which
detailed the requirements of the project to be delivered by MSA.

The Scope of Work set out the purpose of the project as follows:

To facilitate the development of a set of recommendations to the Board on IBA
sustainable financial futures, with specific focus on identifying the critical issues
relating to funding program expenditure and overheads and identifying a
sustainable approach to achieving an optimum balance between meeting stated
objectives and quality of service.

And the deliverables as follows:

e An agreed position on the optimum level of activities of all enabling programs.
Where non-value adding or additional services required is identified, timing for
effecting change to those services. If appropriate, prioritisation of services to
be provided may be documented.

o Clarity regarding what each program wants from other programs as service
providers.

e An agreed position on how to match funding sources to
expenditure/deliverables.

e Provision of benchmark guidance on overhead costs over medium term for an
entity such as IBA.




¢ Where identified, capture and report potential overlap or duplication of enabling
service within IBA (e.g. activity being undertaken in program areas and
enabling areas)

e Report on review outcomes including material relevant for IBA’s preparation of
Board report.

e An agreed position on where current cost structures are either too high or too
low.

Work Performed

The work performed by MSA is described in the paragraphs below.
Executive Interviews

After an initial meeting with Chris Fry, Kaely Woods (IBA Deputy Chief Executive
Officer (Business Support)), Dianne Rimington and Satish Kumar (IBA Chief Financial
Officer) on 31 March 2011, Andrew Fleming conducted one on one interviews of
around 1 hour in length with each member of the Executive team commencing on 14
April 2011 in line with the timetable at Appendix 2. On the same day Chris Fry sent an
email (Appendix 3) to the Executive team to set the scene for the interviews.

While individual executives had differing views a number of common themes emerged
from these meetings which covered both strategic and financial issues. The main
points which executives wanted addressed could be summarised as follows:

Strategic Issues

e Clarity of Direction and what we should be doing

o Refocus on our core activities

e Executive working together

e All executives with a better understanding of where we are and where we
should be going

e Clear decisions and then let's get on with it

o Flatter structure and reduced bureaucracy

Financial Issues

e Control over the growth of support costs

o General agreement that support costs must be lower but which costs to cut
and by how much?

¢ Allocation methodology for support costs

e Look at all costs not just support costs

o More transparency over performance of Delivery areas

e Better financial reporting




In addition, these meetings were extremely useful to understand the history of IBA
particularly since 2005, when IBA took over the Homes portfolio from ATSIS and the
Business Development Program from the Department of Employment and Workplace
Relations. This dramatic expansion in service delivery drove a similar expansion in
support services resulting, at least in part, in the financial sustainability concerns
today.

Importantly, the meetings provided the individual requirements and thoughts of each of
the members of the Executive team particularly in relation to the cost and nature of the
corporate support services (enabling services).

Financial Analysis

MSA was provided with a Board paper titled Overview of Future Financial Position
(Appendix 4) which was presented to the Board on 29 March 2011. MSA also
examined the IBA internal 2011-12 Budget papers (Appendix 5) and the Portfolio
Budget Statements 2010-11" and performed financial analysis with the assistance of
Satish Kumar. This analysis is shown at Appendix 6 and summarised in Table 1 on
the following page.

' Budget Related Paper No.18 pp213 onwards




Table 1

IBA 2011-12 Budget Operating Statement by Output Area

$m

Business
Development

Home
Ownership

HOIL

Equity and
Investment

Other?

Total

Restricted
Revenue

315

5.9

37.4

Free
Revenue

2f:1

13.0

4.1

21.2

3.3

68.8

Total
Revenue

27 1

445

10.0

21.2

3.3

106.2

Direct *
Costs

234

9.6

2.8

6.6

424

Support costs
charged out
on usage

1.8

1.2

1.3

4.4

Support costs
allocated
prorata

9.5

4.1

1.1

3.0

17.6

Operating
Surplus/deficit

(7.5)

295

6.1

10.3

3.3

41.7

Required
Surplus to
cover
restricted
revenues

NIL

315

5.9

2.0

39.5

Increased
surplus
required

7.5

2.0

NIL

NIL

NIL

9.5

The analysis shows the budgeted operating statement for each Commonwealth

program output after allocation of all corporate support costs (enabling costs) on a pro
rata basis to the output delivery areas shown below:

Business Development
Home Ownership

Home Ownership on Indigenous Land (HOIL)
Equity and Investment

Importantly, the operating statement highlights the revenues that must be reinvested in

each program (restricted revenues) and that while at a consolidated IBA Corporate
level the total operating surplus of $41.7m is sufficient to cover restricted revenues of
$39.5m; this is not the case at the individual program level.

* Represents interest earned on cash reserves not yet allocated to output areas
? Excludes write down allowances and impairment required by AASB 139
* Equity accounted profits from investments not immediately available




In effect, the Equity and Investment program and interest earned from free cash
available as a result of project spending shortfalls are funding the deficit on the
Business Development program ($7.5m) and insufficient surpluses on the Homes
program ($2.0m).

This position is apparent after allocation of the Support Costs and while different
allocation methodologies may be applied, for example based on the proportion of Full
Time Equivalent staff, and this does affect the split of the shortfall in surpluses in the
Business Development and Homes programs, it does not materially affect the overall
shortfall in surplus. Allocation based on the proportion of FTE’s rather than Direct
Costs in fact marginally increases the shortfall to $10m.

In summary, future financial sustainability will require improvements of up to $9-10m in
the results of the Business Development and Homes programs through reductions in
Support Costs and Direct Costs as well as increases in revenues.

Analysis of Corporate Support (Enabling) Costs

IBA has recently performed significant analysis of the corporate support costs
including an Activity Based analysis of the 2010-11 costs which was provided to the
Board and is included in Appendix 4. Further analyses of individual cost centres were
also provided to MSA including Policy and Partnerships (Appendix 7), Finance
(Appendix 8) and Corporate Services (Appendix 9).

MSA also noted that executive managers had been containing or trimming costs over
recent months given a collective realisation that the costs were too high.

The 2010-11 budgeted support costs are included in the budget papers shown at
Appendix 5 and total $17.6m or 27.3% of total costs.

Benchmarking

There is limited publically available benchmarking data relating to Corporate Services.
However, most surveys of the cost of the finance function indicate around 1 to 2% of
total costs. In December 2000, the Australian National Audit Office (ANAQ) released a
finance function benchmarking study® which examined the costs and resourcing of the
financial functions of 19 Commonwealth organisations (Commonwealth Group)
analysed by a number of financial activities and compared the results with ‘The Global
Group’ which comprised over 500 organisations on the Arthur Andersen database at
the time. In June 2002 the ANAO produced a follow-on Report ® which included
benchmarking data for the three years 1998-99, 1999-2000 and 2000-01 for 14 (of the
original 19) participating Commonwealth Group organisations.

> ANAO Audit Report No.25 2000-2001 Benchmarking the Finance Function
® ANAO Audit Report No.62 2001-2002 Benchmarking the Finance Function Follow-on Report




In overall terms the ANAQO found that finance staff in the Commonwealth Group
comprised some 3.5% of total staffing and that the finance function represented a
median cost of 1.0% to 1.3% of total expenditure (compared to 1% for the Global

Group).

In relation to other corporate costs a UK benchmarking study’ published in 2009
collected data from virtually all central government departments and agencies
consisting of 153 entities with a total head count of close to 800,000 FTE’s. The study
examined the costs of five back office functions: Finance, Human Resources,
Information Technology, Procurement and Property. The median results are shown in

Table 2 below:
Table 2
Function Median cost of Median number of
function as a FTE's in function
percentage of total as a percentage of
organisation® total organisation®
Finance 0.9% to 2.1% Not Available
Human Resources 1.1% to 1.9% 2.1% to 2.9%
Information 4.6% to 12.6% Not Available
Technology
Procurement 0.27% to 0.52% Not Available

In addition Chris Fry obtained benchmarking information from Aboriginal Hostels
Limited which is shown in Table 3 below:

Table 3
Support Area AHL IBA
Board 0.8% 0.9%
Executive 1.8% 2.8%
Legal 0.3% 0.3%
HR 3.7% 2.3%
Information Technology 1.3% 2.6%

7 HM Government Benchmarking the Back Office: Central Government

® Spread driven by size of organisation in survey. Information Technology costs are operational “run and
maintain” costs and exclude transformation costs.

? Spread driven by size of organisation in survey




Caution should be exercised in reviewing this data since the figures may not be
comparable. For example, the Information Technology, Legal and HR costs for IBA
are shown after significant charge outs on a usage basis to output delivery areas.

The benchmarking data is summarised at Appendix 10 and was discussed at the
Executive Seminar. Consistent with the benchmarking information gathered, the
Executive team then agreed to target Support costs at 20% of total costs compared to
the current level of 27.3%. Based on 2011-12 budgeted costs this represents a
reduction in Support Costs of $6.0m to $11.6m

One Day Executive Seminar

The full executive team gathered for a one day session at University House on 11 May
2011. The Running Order is at Appendix 11 and the Power Point Presentation is at
Appendix 12. The Executive Officer took notes of the proceedings and outcomes and
this is shown at Appendix 13.

Key outcomes from the day included:

e Agreement that Support costs should be reduced from 27% to 20% of total
costs and that this should be achieved within 2 years. Executive Managers
would produce revised expenditure forecasts for 2011-12 by 31 May 2011.

o Agreement to split the Policy & Partnerships cost centre into two areas
consisting of;

o a support cost centre comprising government relations and corporate
strategy, and

o anew output area aligned with the strategic objective of Promoting
and Encouraging Indigenous Australian’s self-management and
economic self-sufficiency’®. The new output area would not be
included in Support costs and would be separately funded.

e Agreement to reduce Direct Costs by 2.5% or $1.0m based on 2011-12
budgeted costs. Executive Managers would produce revised expenditure
forecasts for 2011-12 by 31 May 2011.

e A portion, to be determined by the CEO and Board but up to 50%, of the
Equity and Investments surpluses, would be retained for the next two years
to fund capital requirements (e.g. Investments in Information Technology
including the Finance System, Property rationalisation) and the transition to
more sustainable corporate support costs.

' P214 Portfolio Budget Statements 201-11 Budget Related Paper no.18




Corporate Services would work on a new IT Strategy and improve HR
delivery services

Finance would investigate improved financial reporting and finance system
replacements/upgrades to support the financial needs of IBA

Legal would recommend appropriate controls to ensure requests for outside
legal assistance by business areas are justified and represent value for
money

The CEO and DCEOQO’s would examine the current property portfolio and
examine possible rationalisation to reduce cost and meet future
accommodation needs

The CEO to review the function of the State Coordinators in the context of a
proposed $1m reduction in costs.

Satisfaction of Deliverables

Agreed position on optimum level of activities of all enabling programs

The benchmark target of 20% and % targets for each of the individual support
areas is an agreed position on the level of cost and activities. Further
agreement will be reached on submission and review of forecasts by 31 May
2011

What each program wants from service providers

Initial agreement will be gained on submission of revised forecasts on 31 May
2011. In future, the annual budgeting process should be revised to include
initial sessions with the objective of obtaining agreement from Output Delivery
areas and Corporate Support areas on the services to be provided and the
associated costs.

How to match funding sources to expenditure/deliverables

The Operating Statement by Output area at Appendix 6 delivers this and
should continue to be used by IBA to ensure clarity of funding and transparency
of surpluses and deficits.

Benchmark Guidance

Included in this report and accepted by executives to gain agreement on the
reduction in support costs from 27% to 20%.

10



Report potential overlaps or duplication of enabling Services

Some possible overlaps identified during the One day executive seminar and
included in Appendix 13. Implementing a transparent and cooperative
budgeting process between output delivery areas and corporate support areas
will be vital in ensuring fresh service duplications do not get built in to the cost
structure in future.

Report on Review Outcomes
This report summarises the work done and outcomes of the review.
Agreed position on where current cost structures are too high or too low
Achieved as one of the key outcomes of the One Day Executive Seminar.
Conclusion

The requested outcomes have been delivered including agreed actions to deliver
support costs at 20% of total costs in 2 years.

Importantly, this exercise has also gained agreement for a simple pro rata allocation of
the corporate support costs to delivery output areas after the allocation method was
shown to be less important than the underlying necessity to allocate the costs and
examine the fully costed delivery area operating statement.

Financial reporting in future should mirror this output basis reporting to highlight the
financial returns for each output area and ensure transparency of the associated
funding.

The budgeting process in future should include the following key features:

e High level financial return targets for each output area

e Presentation of support cost budgets to output delivery areas to gain agreement
on the nature of support services to be provided and the associated costs

o Presentations by the output delivery areas to the executive team of fully
allocated operating statements for each output delivery area

o Agreement on where surpluses should be invested.

In summary, the future financial sustainability of IBA will be significantly enhanced
through generating improved operating surpluses by:

o Targeting Support costs at a benchmark level of 20% of total costs;

o Cutting Direct Costs by 2.5%; and

e Funding a new output area aligned with the strategic objective of Promoting
and Encouraging Indigenous Australian’s self-management and economic self-
sufficiency.

11






Appendix 1
Sustainable Financial Future Project
SCOPE OF WORK
Purpose

To facilitate the development of a set of recommendations to the Board on IBA
sustainable financial futures, with specific focus on identifying the critical issues
relating to funding program expenditure and overheads and identifying a sustainable
approach to achieving an optimum balance between meeting stated objectives and
quality of service.

Background

IBA is currently structured with 3 operational Branches (Homes, Enterprises and
Equity and Investments) delivering 4 Commonwealth programs:

1. Equity and Investment

2. Home Ownership Program

3. Business Development Program

4. Home Ownership on Indigenous Land

Delivery of these programs is supported by several enabling Branches, namely,
Board, Executive, Policy and Partnership, Corporate, Finance and Legal.

The outputs are funded from internally generated revenue and Commonwealth
contributions towards revenue and loan funding. Enabling services are currently
funded by program surpluses or underspends and interest on bank funds and
represent 36% of IBA costs (27% after direct attribution).

While IBA does not have immediate problems meeting enabling costs in this manner,
there is a need to review these cost levels and achieve a balance with meeting IBA's
objectives. It is contemplated this would involve rationalising overhead costs to a
level sustainable for IBA’s operations and prioritising the use of scarce funding
resources to focus on value adding activities only.

Work to be performed

Facilitation of this phase of the Sustainable Financial Future Project will require,
primarily, liaison with IBA Executive, though consultation with other parties may be
necessary and is likely to involve arrangements determined by the consultant but
similar to the following:

1. One to one interviews with members of the Executive (CEO, DCEO
Commercial, DCEO Business Support, CFO, General Counsel, and AGMs
Corporate, Partnerships, Investments, Homes and Enterprises).

2. One half-day plenary session with the Executive. Additional plenary sessions
may be called for but these, if they occur, will be part of later phases of the
Sustainable Financial Future Project.

3. Transcript of the plenary session (assisted by the Executive Officer, if
required).



Appendix 1

4. Further consultation as required to achieve the purpose of this scope of work.
It is anticipated that the consultative process would be completed within
approximately one month elapsed time.

Timings & Location

It is anticipated that all works, including the plenary session, will be conducted at
IBA’s offices in Woden and, subject to staff availability, to the following schedule:
1. One to one interviews will be completed by 8 April 2011.
2. The Executive plenary session will be held in the week ending 15 April 2011.
3. The transcript of the plenary session will be presented in the week ending 22
April 2011.

Material available

Detailed material will be made available to the consultant as background to the task.
This will include:

e an Executive paper outlining a review of the funding process within IBA,
enabling cost structures for 2010-11, allocation of costs incurred by enabling
services across program and a mechanism to fund ongoing enabling costs

e emails from AGM Corporate and Partnerships providing more detailed costing
of the enabling services provided to programs and an indication of mandatory
and discretionary activity

e other material as requested and access to Finance staff should further
costing work be required

Deliverables
Following consultation, it is expected that deliverables will include:

- An agreed position on the optimum level of activities of all enabling programs.
Where non-value adding or additional services required is identified, timing for
effecting change to those services. If appropriate, prioritisation of services to
be provided may be documented.

- Clarity regarding what each program wants from other programs as service
providers.

- An agreed position on how to match funding sources to
expenditure/deliverables.

- Provision of benchmark guidance on overhead costs over medium term for an
entity such as IBA.

Where identified, capture and report potential overlap or duplication of
enabling service within IBA (eg activity being undertaken in program areas
and enabling areas)

- Report on review outcomes including material relevant for IBA’s preparation of
Board report.

- An agreed position on where current cost structures are either too high or too
low.



Appendix 1
Contact Officer
The contact officer for the Sustainable Financial Future Project is:

Paul Coker
(02) 6121 2606 and 0407 457 217
paul.coker@iba.gov.au






Mot 2.

Schedule of appointments with IBA

RE: Sustainable Financial Future Project

Date Time Name
Thursday 14 April 2011 9.00 am Chris Fry, CEO Level 5-BHW
12.00 noon | Satish Kumar, Chief Finaneial Officer Level 3-BHW
2.00 pm Gary Wright, AGM Enterprises Level 1-BHE
3.30'pm Colin Clements, AGM Homes Level 2-BHE
Friday 15 April 2011 9.00am | Graeme Boulton, AGM Partnerships Level 4-BHW
10.30 am Kirsty Gowans, General Counsel Level 5-BHW
12.00 noon | Peter O'Neill, AGM Corporate Ground -BHE
Tuesday 19 April 2011 9.00 am Kaely Woods, DCEO (Business Support) | Level 5-BHW
11.00 am Chris Smith A A bevesheren i Level 1-BHE
2.00 pm Dianne Rimington, DCEO (Commercial) Level 5-BHW
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LEVET,Amanda

From: LEVET,Amanda on behalf of FRY,Chris

Sent: Thursday, 14 April 2011 12:02 PM

To: O'NEILL,Peter; WRIGHT,Gary; KUMAR, Satish; CLEMENTS, Colin; SMITH,Christopher;
GOWANS, Kirsty; BOULTON,Graeme

Cc: WOODS, Kaely; RIMINGTON,Dianne; 'Andrew Fleming’

Subject: Sustainable Financial Future Project [SEC=UNCLASSIFIED]

Categories: UNCLASSIFIED

Colleagues,

I have this morning had my initial meeting with Andrew Fleming (Executive Director of Maximus Solutions Australia)
whao is our facilitator of this important process. Ithank you all for setting aside time with Andrew over coming days.

Please take comfort that your discussions with Andrew will be on a confidential basis, and | have asked Andrew that
any summary updates he provides me are to be of a general nature and to ensure that any comments can not be
attributable to any individuals or operational areas.

Please enter your one-on-one discussions with Andrew with an open mind and wearing your |BA Director’s hat, as
consistent how | am asking all of us to approach our Executive meetings. This is one of the key planks of my strategy
for IBA over this calendar year, and we get only one opportunity to reshape the direction on IBA. It might be
beneficial to attend your meeting with Andrew any organisational charts, summary of key functions or your area’s
strategic plan for the year. However | would not go to additional effort, for essentially Andrew is after your
thoughts.

Please be advised that Andrew has signed all confidentiality agreements and | have given him permission to seek
whatever information he requires, since he is acting independently from me and the rest of the Executive..

Finally, | can advise that we have booked a full day session for an offsite plenary session on 11/5/11 for Andrew to
facilitate with the Executive our recommendation of the future directions for the Board.

Grasp the opportunity, accept the responsibility and enjoy the journey !

Chris Fry | Chief Executive Officer (General Manager IBA) | Indigenous Business Australia

W+ 6126121 2600 | M 0488 014 827 | F + 61 2 6246 6668 | PO Box 38, Woden ACT 2606

www.iba.gov.au | Freecall™1800 107 107 (Calls to 1800 numbers from your home phone are free but from public and mobile
phones may be timed and charged at a higher rate
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BOARD-IN-CONFIDENCE

Australian Governnient
Indigenous Business Australia

Board

. | |
' Date of Meeting ' 29 March 2011 “ Meeting No “ 69 '
Location of Meeting | Canberra | Agenda ltem No.  |[4b |
' Title || Overview of Future Financial Position |
' Major Budget Implications | Not Applicable |
' Author & Position || Satish Kumar, CFO |
_File Reference [ ]
PURPQOSE

To inform the Board of issues surrounding the sustainability of IBA’s funding position
and to seek the Board's guidance on priorities for operational expenditure.

RECOMMENDATION

It is recommended that the Board:
o Note the principles for funding operational and enabling expenditure within IBA
o Indicate preferences for a sustainable mechanism to fund strategic policy costs
and overheads.

" AUTHORISATION A7 |

- Chief Executive Officer: Mr Chris Fry Signature:
22 i
ot

=

[ fmn
Chief Financial Officer: Mr Satish Kumar Signature: &’/

BM 69, Canberra Page -1-




BOARD-IN-CONFIDENCE

IBA is organisationally structured into the following branches:

Commonwealth Programs (outputs) Enabling Branches (services)
1.1 Equities & Investments (EI) Board
1.2 Home Ownership Program (HOP) Executive
1.3 Business Development Program (BDP) Policy & Partnership
1.4 Horme Ownership on Indigenous Land (HOIL) Corporate
Finance
Legal

The outputs are funded from Internally generated revenue and Commonwealth
contributions towards revenue and loans funding. Enabling services are currently funded
by program surpluses or underspends and Interest on bank funds. IBA's funding
structure is represented in Attachment 1.

This paper attempts to
¢ [dentify the critical issues relating to funding program expenditure and overheads
e stress the need for a sustainable approach to achieving an optimum balance
between meeting stated objectives and quality of service delivery.

1. Critical issues to funding

IBA does not have any immediate problems In meeting its costs with the current

level of available cash at $60 million ($55 million in term deposit). This does not

include funds identified to HOP / HOIL / Investments and BDP loans, all of which

are capital / quarantined.

* However, using past reserve cash ($55 million) for funding current expenditure is
hot appropriate nor sustainable in the long run

» BDP receives $13.7 million every year from the Commonwealth for new loans.
Current levels of new loan settlements match this funding. The cash from repaid
principal and discharges are however not locked down in new lending. Ideally,
provided the demand exists, the repayments should be channelled to increase
the loan base,

e Enabling costs within IBA are currenily funded by BDP grants underspend,
general interest income and BDP [oan repayments.

¢ Any future Commonwealth action on realigning programs, such as BDP, could
result in IBA funding its overheads out of past reserves.

e The dividend income of the Investment program, after meeting direct costs, are

reinvested into future investible funds and do not fund indirect overheads. There

Is a need to determine the balance between sustaining capital growth in

Investments through revenue surpluses, against meeting indirect overheads for

IBA's total operation.

2. Indirect Overheads (Activity Base):

Indirect overheads currently form 27% of IBA's total costs. There is a need to review
these cost levels and achieve a balance with meeting IBA's Commonwealth objectives.
This would invalve:
e rationalising overhead costs to a level sustainable for [BA's operations
e prioritising the use of scarce funding resources to facus on value adding activities
only.

Page «2-




BOARD-IN-CONFIDENCE

A detailed, activity based, analysis of indirect overheads are provided in Attachment 2,

3. Funding for overheads

Historical

Investments program revenue surpluses have traditionally (pre March 2005)
provided the funding for enabling expenditure.

However from 2005-06, after the loans programs were transferred in, the
organisation staffing levels grew from 17 to 163 and increased staffing levels
were funded by the loans programs. Investment program surpluses were
ploughed back into investible capital and not contributed to meet overheads.
From 2006-07, interest on general funds, BDP underspend and BDP loan
repayments have funded overheads. This however exposes IBA to operational
funding risk in the event of any future external reorganisation of program outputs.

2010-11

Overheads for 2010-11 after allocation are forecast at $17.5 million. Chart 1
below analysis the available surplus in Commonwealth programs after allocation
of direct costs.

The total program (Homes, BDP and Investments) surplus available to cover
overheads is $19.5 million. Interest revenue on general account is $3.4 million,
The combined fund of $22.9 million is, on paper, adequate to cover overheads.
However, the surplus revenue from Investments of $11.5 million does not
contribute funds to meet overheads, leaving a shortfall of $6 million to be funded
out of BDP loan repayments

Chart 1
Cash Revenue / Expenditure 2010-11 (Budget) after allocation ('000)
60,000 - -
’— 6,165
50,000 - R
40,000 -
It Surplus
30,000 -
m Allocation
1,296 M Expenses
20,000 - ¥l Revenue
10,000 -

Enterprises Homes (incl HLC int)  HOIL (Copay & Est Investments
excl)
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BOARD-IN-CONFIDENCE

4. Sustainable funding

For the future it would be advisable to identify revenue sources to fund rationalised
overheads on a sustainable basis and not rely on program underspends. To avoid the
risk of funding overheads through capital or reserves as against revenue resources,
following steps need to be considered:
¢ Formulate a mechanism to attribute Board, Executive support and policy and
research costs to programs
¢ Prioritise and manage overhead activities optimally. Identify and eliminate non
value adding activity.
» Designate a determined quantum of Investment cash surpluses and BDP
revenues to meet overhead costs.
e Channel BDP loan repayments to increase the business loan base.

FINANCIAL COSTS AND OTHER RESOURCE IMPLICATIONS
Not applicable,

ATTACHMENTS
1. IBA Expenditure and Funding 2010-11
2. Activity based analysis of overheads

ALIGNMENT WITH STRATEGIC PLAN AND INDIGENOUS ENGAGEMENT

Not applicable

Page -4-




BOARD-IN-CONFIDENCE

Attachment 1

IBA Expenditure and Funding 2010-11

Commonwealth
Gapilal Supporl

Olhe! s
Sell Generaled TR}
ntares ST
Ravenue

Enabling Services

Gapital [nflow
nfusion
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BOARD-IN
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Activity based analysis of overheads 2010-11

Attachment 2

Board Costs

Execulive Cost (FTE: 7)

Policy and Partnership (FTE: 16)

Strategic engagement
Research

Strateglc development
Policy

EDI

Administration
State Coordinators

Finance (FTE: 14)
Finance - Budgeting
Financial Reporting

Legal Services (FTE: 3)
General support

Total Corporate Services

Total Overheads

b gl RS

623,000

1,746,000
47,000
661,000
744,000
544,000
15,000
490,000

1,711,000 4,212,000
425,000

1,483,000 1,908,000

383,000

8,650,000

17,522,000
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Corporate Branch costs:

Governance (FTE:2 )
Exec and Board support:
Internal audit:

Insurance;

Fraud and Risk

Corporate Development (FTE:9)
Communication

Media and Markeling

Events, conferences, sponsorship
Reporting

Scholarship

HR Administration (FTE: 7)
Payroll and Super

Recruitment

OHS/Learning & Dev/ W. Comp
H R Projects

Employee relalions
Administration

IT Adminisiration (FTE: 6)
System Supporl

IT security

Soltware

Telephone / Admin
Travel Admin

Office Services (FTE: 8)
Properly mgmt / securily
Igmt
olies
tion
<

10 /ﬁ ]
H ©1¢ Employment Sirateqy

yrate Services

129,000
147,000
126,000

99,000

596,000
505,000
360,000
276,000

498,000

220,000

60,000
265,000
318,000
163,000

464,000

985,000
68,000
229,000
385,000
145,000

827,000
416,000
275,000
686,000

501,000

2,235,000

1,470,000

1,812,000

2,204,000

416,000
12,000

8,650,000
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Indigenous Business Australia

Budgetted 2011-12 Income Statement by Output

% of |% of Total
Enterprise HOP HOIL Investments Other Total Revenue | Costs
Income
Government without
restrictions 23,894 7,771 1,516 33,181
Government with
restrictions 5,940 5,940
Free Interest Income 3,200 5,104 2,560 6,450 3,315 20,629
Restricted Interest
Income 31,516 31,516
Dividends &Other 38 92 14,759 14,889
Total 27,132 44,483 10,016 21,209 3,315| 106,155 100%
Expenses
Directly Incurred by
Output businesses 30,625 39,826 5,882 6,603 82,936
Less AASB139 FV
discount -7,187] -30,200 3,120 -40,507
Net Direct Expenses 23,438 9,626 2,762 6,603 0 42,429 40% 66%
Managed Centrally
but charged out
based on usage 1,764 1,245 66 1,342 0 4,417 4% 7%
Expenses before
Corporate Allocation 25,202 10,871 2,828 7,945 0 46,846 44% 73%
Support Costs
Allocated based on %
of Delivery area FTE's 9,461 4,081 1,062 2,983 0 17,586 17%
Total Expenses 34,663 14,952 3,890 10,928 0 64,432 61% 100%
Operating Surplus -7,531 29,531 6,126 10,281 3,315 41,723 39%
Required surplus to
cover restricted
revenue 0 31516 5940 2000 39,456
Increase in operating
surplus required 7,631 1,985 [NA NA NA 9,516







Enabling Costs Review
Policy & Partnerships

1,289.0

Advertising
Telephone
Computer

Consultants

A i

rcommitment

sinesses - = no further financial commitmen

one off

s Program - technlcal assistance - one off

Meetings

Motor Vehicles 0.0
Office Accomm 28.0 |
Office Equip 0.0 !
Printing & Stationery 0.0
Recruitment 1.6
Training 4.2
Travel 4.5
Grants 0.0

Total Supplier Costs _1,4746

AT

TOTAL COSTS 470 | 6616 7442 5438 | 1,7101 | 149 4441 | 41656

C:\Documents and Settings\af2613\Local Settings\Temporary Internet Files\OLK1\Enabling Costs Review - Granular - 20110228
(2)



_Types of Activities in Each Activity Grouping

Comments:
1. Strategic Engagement . O FTE currently allocated to these activities
Stakeholder database development and maintenance . 2 FTE moved from this activity to work on EDI transfer
Speech writing/presentations . Database is in production
Writing strategy documents . Limited capacity to develop the database further
Business Conversations events . We no longer do these. FTE working on this resigned and not replaced.
Relationship development and maintenance . No specific activity assigned
2. Research - - 1FTE (Rebecca Devitt) does this activity now.
Research projects and costs are detailed on Costs page . Staffing reduced by 2 FTE during last year.
. Out-year commitments:
. . Bowchung - enterprises $80K next FY

- ARC Linkage Grant - enterprise study - $100K, $50K, $50K over next 3 Fys

3. Strategic Developments

Major projects e.g. DEEWR/IBA realignment - Largely 1 FTE (Kirsti McQueen) u_:.m other staff allocations of time

Strategic plan development - $183K of supplier costs are state collaborative projects with SCs (see Costs page)
Business plan coordination

New concept development

4. Policy
Preparation of written submissions/reports/briefs/minutes/papers . 2 FTE at present - Roger Hall and Scott Nesbitt
Response to ad hoc requests - 1FTE is on LWOP at Treasury (may not return?)
Input to interagency developments
Cross program input/work
- M Policy development including NPPs
Reporting of events/progress etc

5. State Coordinators

Relationship development and maintenance -4 x SC Level 7 positions plus a LS assistant position in Brisbane
Reporting and intelligence -15Cin Brisbane has been on long term sick leave
Providing advice - Tom Jenkins has moved into this group after Constructions Branch dissolved (L7)
Regional plans - Headcount is 6, but allocation of FTE is 7.68 due to support from other FTE
New SEDIs
6. EDIs Economic Development In . This activity recently transferred from Enterprises

- Activity is being done within existing FTE by existing staff (Kylie and Nicole)
. State Coordinators are now sponsors for each SED!

7. Admin/Support . 50 % of AGM allocated here for the present
Finance payments . 1 FTE for office admin (bath P/T: Nicky Nowell+ Jocelyn Kidd = 1 FTE approx)
Budgets . 2 FTE for the EDI function are costed here but should be in 6. EDIs

Travel bookings epec/mainly for SCs
Office management
General office duties

C:\Documents and Settings\af2613\Local Settings\Temporary Internet Files\OLK1\Enabling Costs Review - Granular - 20110228 (2)
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POC103:
ek & Irapis Erwrd & Impact en Org if
mputalon, clent & sabshsicer Acthvity Dropped spend Total Cost of
I ;‘”';‘:‘:“::“;‘:L‘ Activity o Budget Bfor Direct 2010-11 FunctionfAttivity Attributable  Funclion/Activity
rdormazon, ergarisational Considered as FTE Reduced BudgetfSupplier  Budgeted & Indirect Cast of Cost Direct & (either Direct & Inditect {lne
spsitony foe bey Gooumess B [ itandatory o (High, Medium, Spend of Approved Function/Activity  Indirect (not Inc Current or Corparate share of
Function & Activity [0 5 19 = ] piscaetianal Low) Function/Actiity  FTE  Actial FTE  (Sslarles s super)  atributions) _ proposed) rent & 11)
stests, sz brovtures, ech s T
Corporate - 9201 * e e poges Ratirgs, ganenal 26,000 20 1.0 227,400 253,400
Adevin (Mogl, Training traeel, recrdtment, phanes etc) T [photu, merchadia o POALLE:
NADOC & conference AT breakest, olce
partogeuon & regenal s, IV unchs
Corperate Development - 9203 S 656,666 86 71 B12,000 1,463,665 2.038M
Communications (ncudas intfext & design) MED Med - High ¥ 71,560 0 333,000 404,560
Marketng (indudes advertsing, & col'ateral) ] Med 174,700 03 37500 212,200
Sponsorships 1] Lo - Wad ¥ 100,000 04 35,500 135,500
Events & Conferences D Lo - Ned 40,000 03 28,000 63,000
Media (media manitoring, arisis magy) ] - = 54,228 06 70,000 124,228
Reporting (indudes AR, Miristeria) & Pariamentary) " = 74500 09 55,000 163,500
Admin [Mngt, Training, Uavel, recrutment, phones et} o - 141,678 16 213,000 354,678
Fo31Ea: a
e rontorng, s Al "
Schotarships - 9743 sl Tk oI ~ #6000 00 11 100000 366,000
redeuras -
~ Carrent Baad Poicy o provide
253 B good nows oporturdas
Governance - 9240 JLesaative rocuemert, AR 201,600 20 2.0 202,500 403,500

A & info uead 28 A mefatie M Med « High 200090 B 03 30,000 50,000

Exzc & Board Committes Support b for rarkafing b ather

Audt ot M&D Med - High 83,000 05 £1500 137,500
Fraud M fed-Hgh 03 29500 29,500 (|reiating to program aests e
Rk M&D Med - High 03 23500 29,500 .
Insurance {Comeover) M&D Med - Hgh 83,000 03 2950 17,500 197,000
Protective Security 1} Med - High o3 29,500 29500
Admin (Mngt, Tralning, ravel, rearvitment, phones elc) b Med - High 10,000 10,000
HR - 8205 426,763 6.2 6.0 722,500 1,149,263 12914
{1ca GATW, lon
carw i
HR Payroll Processing D S\ Lew - Med 60,860 15 139,000 200,000 eogso”  [POOIEE:
220l fee §12% + 473 per
Feres iEnag, \\ .
Comcate Yed essertal ad M Med - High 108,525 04 63,000 172,500 163525 , ' HPOIL
desiatie berng o FAS appree $10,500 per 14
herged by poran & fed
Super s, Med - i3> 42,000 0s 45,500 £7,500 42,000 i
Recruitment Med 4,000 04 34,000 2BOM
OHES Med - High ) 5,00 oz 20,000 15,000
Learning and development Low - Med 110303 0z 20,000 130,309
Organisational R Projects (eg. PAS, CA) Med - High 210881 05 62,500 291,381 W% in
ER Matters Med - High 16124 09 126,500 142,624
Workforce planning & reporting - Low - Wed 0z 20,000 20,000
Admin (Mrgt, Training, travel, reoutment, wl;ncfel.d J D Med - High 0,450 12 191,000 151,450 ety $1831ead for
FO0103: B —
Lesal advice, retea b
1S - 9232 el e Mzd - High 131,000 1.0 04 40,000 171,000 416,000
F00109:
i i S5 stacy poxd e eacets, tr ey
Office Services - 9210 13 < g20.57 - 520,500 fee 872,101 110 80 645,365 1,517,466 bl 17748
il |x-ce Sy 4140 conts)
POO10S:
g Loss of Coperata records,
Accommodation (Rent & Qutgongs) 31: Low - Med syt 08 62,342 62,344 3.2600
ICC Contribution 7..9 Low - Med s [1F:] 62,344 62,344 1.2080
FO0103 P00109:
Lol fie siorage Less of a5as, haom o Qaf
| 1o et ooy
PoaLes: ~— sorbatable net
Records management ;:‘:;: A, serees canlal, TruMED Med - High J m.a.ja 16 129567 139,567 budget epia
Security leirs, hvton e mat & sarm o Med 60,000 02 15,586 75,536 ?
il 1 ST dred csva
Admin (1800, fax mackinas, switch phenes, security lines, regional ”"'M,,.: » — srrbeable in aeat
il maas, regionz! edmin suppori) e Wed g vl 25 176,234 [
FO0109: o WD o regond offices
e costy, fld, rega, makd,
B, Grafian, F2n, Sy, Waa - | fessinsh ol
NS AP Pt e ik et
Fleet s penicdpghii g o Low I 30,750 02 15,555 46,336 = frt e
v
-
FO0103; b et oty
INT, Rost P, ot ribta e rant
Couriers, Freight & Fostage Al 'D Low - Med 7 219,500 o6 43,23 262,734 einrcntle
[P00109: I
fice FP&E 1 & varing, 1 8 ME&D Aed - High 135,400 oxcasity In bresch of CHS AL 135,400
SRS, ET TR ERS =¥ o provissn of 1 e, fre
ramog, KSR i), = warders, evec tranirg. FAM
furntre, RAM P v pacts o0 OHS haard 0N et 1ot posin
T st s e 41 = §5653
Frinting & Stationary o 7 low 59,200 02 15,433 114,639 b et rycle e L
Relocations o_~ Low 945,000 / agorca 41§ - §18 M Lrdsy CERR et
Admin (Mrgt, Training, travel, rearditment, phones ete) ] Med - High 257,251 10 125,011 459,516 | ety e
06103 v
1T&T- 9206 sttt 900600 43 ag 415,500 L3000 2000000 1646
IT - systems supgert ays ratier that e provisicn o Med - iigh - 147,500 550,100 151,000 Y
17 - security gt Bt " ED. Med - High 25,000 43,00 25,000 FOR1Cs:
= Softwar 2 DS by §400 per
i S“&«ae[SAP] . . \ L Med-Hgh 124,000 154,000 s o s G4
Telephany (Lendlines, Mobiles, Bladberrys, Modems) "p A \\ Med - High 40,000 62,000 s mocine per year,
IT - Admin b \ ~dted - High 110,000 138,000 cocies §50K or approe
Y ™ 4TH par madem T
‘l years pddcional privter
|\ . oy & § 20K wRr o3
Travel Administration o \ \ Med S e 110,000 120,000 rograms hae 14
\ S Tasat Dhartfeee 7%
\ \ \ of MFD depes = $151€
W\ e, N | EE
37 Pesitions Budgeted 2010 - 11 L T el T kebeadtend aleh o 10 ety amacks, hacsrg, ik
wvecorched “ rereasad fadus ratas, dop
43t \ \ \ 1 pirty, ) \ cresg, nsan Sk, wisbponnt Wi FO0103;
1GRIW, 1 GATW (21}, 1 vaant [T - sfhegne ey Vs, Toal Corprate ot vk ng
AT, (e \ \ Foa10s: 1 Y ——— et IT ard o ey
6FT \ ‘\ (R 1 IT Stoatogy §130K, S22 i et raduction  cagbilty ot divaton fx 211
2 Non- Gngaing \ \ 703169 sesopmert $100%, SFae 1od efaTh e i
\ SAAN i daty A L4, SO6 il 433, Trinn leerces §24¢ ]
\ $130 per wier, Uy cevin |
Assumptions \ 07§10, Herdare prchuses
A1 figures basad on actuzls where possibie & curcent valume of \ §15%, St mare purcuees /
o o \ L5, neb dev 108,
activity le 100% Rate of Effort \ N /
\ [t asre §20K (rchtes J«'
" Aitiati " e . i \ ety servars, setrhes tor
Ko rew .bsl;.ufm}emnradjnl:n‘! requiremants of existing \ Kt ped /
activites budgeted fe Fgures for reforecasted 2010 - 11 budget only feation) & moves $156, 42356 /
Cegreciation has not been accounted for FO0103. Irordame iefiesh (crogs o Il
1y custs have been attbuted as 2 1/5 acrass each function 75T 4 250 pon e sl — ’-'
Ancusllegee & LSL accurals notinduded v
TOTAL 3,450,130 37 31 3,306,265 6,795,395 7,919,1E0
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Indigenous Business Australia

Sustainable Financial Future Project — Plenary Session

Wednesday 11 May 2011

Venue: Seminar Room, University House, 1 Baimain Crescent, Acton

9.00 am

10.30 -11.00 am

12.30 — 1.00 pm

3.00 —3.30 pm

5.00 pm

Running Sheet

Session commences

Morning Tea

Lunch

Afternoon Tea

Session concludes




Indigenous Business Australia
Sustainable Financial Future Project — Plenary Session
Wednesday 11 May 2011

Venue: Seminar Room, University House, 1 Balmain Crescent, Acton

Attendees

Facilitator
@ Andrew Fleming, Maximus Solutions Australia Pty Ltd
IBA
6) Chris Fry
@ Dianne Rimington
@ Kaely Woods
@ Peter O'Neill
@ Gary Wright
@ Satish Kumar
@) Colin Clements
@ Chris Smith
@) Kirsty Gowans
(J) Graeme Boulton

@ Paul Coker (Secretariat)



IBA Facilitation
Running Order

19.00 -9.15 Welcome Andrew Margaret
Mead

9.15-9.30 Why we are here | Chris

9.30-9.45 Feedback from Andrew
the One on ones

9.45-10.30 Financial Andrew Accountancy
Position

10.30-11.00 Morning Coffee

11.00-11.45 Review of All led by Discussion
Support Costs Andrew

11.45-12.00 Review of Direct | Allled by Discussion
Costs and Andrew

_ Revenues

12.00-12.15 Agree targets Andrew

12.15-12.30 Set up Break out | Andrew Discussion
Groups for post
lunch session

12.30-1.30 Lunch

1.30 -2.30 Break Out Groups Gifts
Groups flesh out interview
the targets

2.30 - 3.00 Afternoon Tea

3.00-4.00 Presentations Groups

4.00-5.00 Wrap up Andrew/Chris
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SUSTAINABLE FINANCIAL FUTURE PROJECT
11 May 2011 Workshop Summary

Attendees: Chris Fry, Kaely Woods, Dianne Rimington, Colin Clements, Chris
Smith, Satish Kumar, Kirsty Gowans, Graeme Boulton, Gary Wright, Peter O'Neill

Facilitator: Andrew Fleming, MAXimus Solutions Australia (MAXNetWork Pty Ltd)

After welcoming participants, Andrew Fleming ran through the agenda for the day:
Why we are here — the Burning Platform

Feedback from one-on-one sessions

Financial position

Review of costs

Agree targets

Flesh out targets

Andrew offered the following quote:

“Never doubt that a small group of thoughtful, committed people can change
the world. Indeed that is the only thing that ever has.” Margaret Mead.

THE BURNING PLATFORM

Chris Fry said that the day was about controlling our destiny before others control it
for us. He made the following key points:
1. Current funding arrangements will not survive external scrutiny.
2. Insufficient financial returns to support current initiatives.
3. Lack of clarity on the strategic imperatives — what should we be doing and
how should we fund them?
4. The timing is right new CEO; consolidation post 2005; desire to get on with it.

Outcomes for day:
1. Common understanding of the financial position
2. Agreed fin targets for support and direct costs.
3. Agreement on the strategic imperatives for 2011.

FEEDBACK FROM ONE-ON-ONE SESSIONS

Andrew Fleming made the following points:

e Strategy
o Clarity of direction and what we should be doing
o Refocus on our core activities
o Executive working together
o All executives with a better understanding of where we are and where

we should be going

o Clear decisions and then let's get on with it

e Financial
o Control over the growth of support costs



o General agreement that support costs must be lower but which costs to
cut and by how much

Allocation methodology for support costs

Look at all costs not just support costs

More transparency over performance of delivery areas

Better financial reporting

Flatter structure and reduced bureaucracy

O 0O C O O

In relation to “Strategy” Peter O'Neill said there was a lack of business strategy.
FINANCIAL POSITION

Andrew Fleming suggested that a Budgeted Income Statement was a good place to
start. In relation to this, Dianne Rimington said that using an Income Statement
approach may mean some restrictions in relation to appropriations.

Andrew highlighted that unassigned support costs of $17.6 million were 27% of total
costs. Taking a Budgeted Income Statement approach, and allocating support costs
on a percentage of delivery area FTEs, means that Enterprises would have a deficit
of $7.5 million in 2011-12 and Homes a deficit of $2 million with an overall $9.5
million operating surplus shortfall. Changing the allocation basis changed the
relative proportions between program areas but not the total significantly.

The Executive expressed no great surprise with this situation and commented that it
had been like this since taking over BDP in 2005. It was actually getting worse.

Discussion focussed on the need to increase the operating surplus by $10.0 million.
This can do this in several ways:

1. Increase revenues

2. Reduce Direct Delivery Costs

3. Reduce Support Costs.

Chris Fry emphasised that he was not looking to cut $10 million in one year, maybe
three years. Dianne Rimington suggested this should be more like 18 months to two
years. The consensus view was that the operating surplus needs to be increased by
$10 million by 30 June 2013.

SUPPORT COSTS
Andrew Fleming queried what were the “must haves” for each support area:

Board
e Main costs are director’s fees and travel.
e Jenny Morison should be a Board cost.
e Our Board is relatively low cost.

Executive
e CEO, two DCEOs, EO, two EAs, “surplus” AGM ($200k with on-costs).
e Need to consider whether we need two Deputies and two EAs.



Policy/Partnerships
e A number of things are not must haves, they are discretionary.
e Have lost 4 permanent staff in recent times. The research capability has gone
from two to one FTEs as an example.
2 people in Policy.
5 FTE State Coordinators.
State Coordinators take up a lot of the travel cost in the Branch.
Some costs are deliverables to external customers, so are not really support
costs. Colin Clements queried whether we should have picked up some of
these external functions. Some things have been discontinued such as
“Conversations” but some things have been taken on such as Scholarships
and State Coordinators.
e The rationale for maintaining State Coordinators was queried. Does the
original problem and reason for their existence still apply?
e Chris Fry said we need to work out and tell Board which activities are good
value and which are not.

At this point Chris Fry pointed to the State Coordinators as being one of “elephants
in the room”. He said we need senior people out in the States in one form or another
and we need to assume them as part of structure for today - but maybe this can be
done at lower cost. Dianne Rimington said that at least some program areas, such
as Investments, were not getting value from State Coordinators and, accordingly,
were looking at different ways of doing business. The number of State Coordinators
was queried. There was broad consensus that $1 million should be stripped from
the State Coordinators budget.

There was some discussion about treating Partnerships on a two compartments
basis - policy and external functions. It was suggested that we may need to change
Policy & Partnership’s name to Policy only.

It was noted that we need to recast the budget.

Finance

¢ In more recent times numbers dropped from 16 to 14.

e Better system software would save one person. If brutal could drop two
($150k) but would need around $700k capital.

e Hard to recruit in budget and subsidiaries areas, the latter involving the
preparation of consolidated financials. The person doing the budget function
is an IBAS5 but should be an IBA6. More cross-skilling might be worth some
consideration.

e The possibility of outsourcing some functions was discussed. Satish Kumar
explained that this is done for matters such as tax but is expensive. Could
look at outsourcing all of Investments-related work. Chris Smith said that his
team had looked at this but it would only be a tiny saving at best.

e |t was noted that it took three weeks to upload budget changes; there needs
to be an investment in systems.

e Chris Fry raised the issue of critical business risk - if we lose Satish, this
would be exacerbated by poor systems. Satish Kumar to prepare a report on
a Finance systems upgrade by the end of June.



e Currently have two FTEs.

e A lot of work is generated by Investments.

o The team must keep it certification up to date.

e Need to use external parties as efficiently as we can; to do this they need to
be properly tasked and briefed. Kirsty Gowans said that we currently rate a
6/10 for getting people to source their legal requirements though Legal. Chris
Fry said that a clear protocol is required.

e Currently looking for 5% claw back from consultants.

Corporate

e Mandatory activities are considered to be those that are legislative
requirements or those that have the potential to hurt the organisation if they
were not performed.

e Have already been reducing costs. There is likely to be a $1.3 million
underspend this year so this saving has effectively been already secured for
future years. So far staff numbers have fallen by six, down to 32; people are
not being replacing as they leave. There has been no drop off in service.

e |t was observed that we currently enjoy a relatively high-end suite of services
in the media/communications/marketing areas and yet people primarily hear
about us from word of mouth. Dianne Rimington said that there had been a
lot of mileage out of Daniel working the media in relation to the IN to Business
workshops but there would be little out of a new letterhead. Kaely Woods
said that we need to keep in mind that there are expectations amongst our
stakeholders that things like our Annual Report and website need to be
maintained to a certain standard.

¢ Dianne Rimington said she would like less out of governance and more out of
HR.

e Chris Smith noted that there were a lot of empty workstations in regional
offices and we have some elaborate settings such as Sydney and Brisbane.

In the ensuing discussion Chris Fry queried whether or not we needed a Rolls Royce
with our marketing? Dianne queried what a Holden-style Corporate Branch might
look like. In response to this Peter O'Neill suggested we could drop the current
rebranding proposal; drop our internal designer; reduce Registry by one; use
trainees in Reception; and drop one staff member in Property Services. He also said
that two staff in the governance area was not on-going and the carriage of the
Scholarships program was absorbed using existing resources. He expected
Corporate’s costs to be around $9.4 million in 2011-12.

There was some discussion about governance. It was observed that our focus
should be on reducing process. Kirsty Gowans observed that if there was little or no
compliance to things like GMIs and policies then it was pointless having them. Lots
of detailed directions are not followed. Chris Fry observed that the first line of
defence is organisational culture.

Gary Wright queried if we have got our offices in the right locations. It was
suggested that we could sub-let space in Sydney and Perth and the question was



raised whether or not we needed out Sydney office to be located in the CBD.
Parramatta or Newcastle were offered as reasonable alternatives and it was pointed
out that these would be closer to our customers. It was agreed that pivotal to these
questions was our business strategy and this was related to where are our leads
were coming from. It was agreed that we need a Property Strategy but this linked to
the Business Strategy. The CEO and DCEOQs to work on this.

Property-related savings of $200K were considered feasible through measures such
as sub-letting.

Roundup on Support Costs and Benchmarking

e Exec a bit high.

o Unassigned support costs at 27.3% were too high. 20% is a reasonable
target. If 20% then it would be about $11.5 million.

e In relative terms AHL's Executive and IT costs are considerably less.

e By way of comparison, Dianne Rimington said that such costs were 21% in
ANAO and 23-24% in AMSA (but AMSA's costs were abnormally high
because of their 24/7 IT requirements plus international relations).

e Potential support cost savings were tallied:

Support Cost Savings $’'000s
Executive — DCEQ, EA & “spare” AGM 550
State Coordinators 1000
Finance —2 FTEs 150
Corporate 1300
Property — sub leasing, etc 200
Total 3200

PROGRAM COSTS

Enterprises

e A couple of extra staff needed to complete BEP.

e Videoconferencing may help reduce travel costs (possibly $200K).

e Structure now reflects a lower number of IBA7s. Structure is now right. Staff

trimming would be at the IBA5 level and below.

e CAPM is in Brisbane — any there any savings moving the function to
Canberra? Gary Wright said that it was the wrong time to move CAPM.
Potential savings in legal costs were around $100K.

Some offices may be closed such as Mt Isa.

Some resources from Cairns may be diverted to Townsville.

Freight is a big ticket item at $220K; much of this is related to securities
management. Will be better placed in 12 months time to properly consider
possible savings.

Homes
o We do charge for discharge of mortgages.
o Atightreign is kept on travel but there may be some savings.
e When vacancies occur the position is scrutinised as to whether it needs to be
filled or not.



Mobile lending has been considered.

Legal costs are on a fixed price basis so not much potential for savings.
Kirsty Gowans reiterated that behavioural change was required to reduce
legal costs overall.

Colin Clements observed that if costs had to be cut then staff would be first
area he would look at followed by travel.

Travel tends to be going to see clients so there was not the same level of cost
savings possible as with Enterprises in their use of videoconferencing and
teleconferencing.

Combining HOIL with HOP would give a $500K saving.

Investments

At the moment there is 19 staff. Currently advertising for a new Portfolio
Manager and a Finance and Reporting Officer. Assuming 22 staff on an
ongoing basis.

Assuming consultancies will average $10K each per year for the existing
portfolio and $25K each for 10 new projects. Number of transactions is the
critical factor.

Legal costs for 2010-11 budgeted at $1020K but expecting $880K, a saving of
$140K.

It may be possible to reduce travel by 10%, say $50K.
Videoconferencing/teleconferencing does not help much, maybe a little bit for
subsidiary board meetings.

It may be possible to trim back recruitment costs by $50K.

There was some discussion about getting greater return from cash reserves.
Satish Kumar mentioned managed funds but this was dependent on
investment timeframes.

Roundup of Program Costs

Potential program cost savings were tallied:

Program Cost Savings $°000s
Homes — combining HOP & HOIL 500
Enterprises — travel 200, legal 100 300
Investments — legal 140, recruit 50, travel 50 240
Total 1040

Final Words on Support and Program Costs

Partnerships outward facing activities such as regional development cost
around $2 million.

With regard to Corporate’s $1.3 million saving in 2010-11, it was confirmed
that this saving would be on-going in subsequent years.

With regard to delivering a $6 million service, Peter O'Neill queried whether
the cost saving of around $3 million would be over one year or two. It was
agreed that savings should be maximised in year 1 with the balance in year 2.
Peter O'Neill to develop two scenarios — the $9.4 million option and a $6
million service.



o Dianne Rimington queried what the costs might be in eliciting cost savings,
using redundancies as an example. Kirsty Gowans suggested allowing
$100K per person, using State Coordinators as an example. With this in mind
the cost saving in the first year for State Coordinators would be more like
$500K and not $1 million. Peter O’Neill observed that it would be hard to
negotiate the Enterprise Agreement if redundancies were being discussed.

TARGETS

It was agreed that unassigned support costs would be reduced from 27.3% of total
costs to 20% over two years.

It was also agreed that program costs would be reduced by 2.5% each year for the
next two years.

INVESTMENT STRATEGY

We potentially have $120 million in capital to invest. After current deals this
becomes $98 million (Tiwi, Cicada, Milbi, and Stradbroke Island). Factoring in deals
over the next year (Tjapukai $12 million, Nambucca $20 million, plus another two
new deals at $20 million), and plus a $10 million dividend his would reduce the
Capital Fund to around $36 million:

Capital Fund Movements $°000s S’000s
Current Position 120
- Tiwi Forestry Project D
- Milbi 6
- Cicada Lodge 4
- Stradbroke Island Z

less 22 98
- Tjapukai 12
- Nambucca Retail Project 20
- New Deal 1 20
- New Deal 2 20

less 72 26
- Dividends 10

plus 10 36
30 June 2012 Position 36

Chris Fry queried whether or not the $10 million in dividends should go back in the
pot for investing. May need to keep some back whilst phasing in cost reductions
over the next two years.

Satish Kumar pointed out that after reducing unassigned support costs to 20% of
total costs, we now have $11.6 million to fund.

Of the $60 million currently in general funds, around half came from appropriation
underspends and half from capital repayments from business loans.



Colin Clements floated the possibility of quarantining a pool of money for high return
investing. Chris Smith said this would have to be on a no-strings-attached basis.
Returns would be used to subsidise costs.

NEXT STEPS

¢ Details for new costings from Branches due at the end of the month.

o Where does the $11.6 million (support costs after the cutback to 20%) come
from?

o Additional services required from HR, particularly managing
underperformance; recruitment; and learning and development. L&D difficult
for an organisation like IBA. Peter O’Neill to come back with options.

o Finance system upgrade is awaiting IM Strategy. Satish Kumar to lead this.

o Kirsty Gowans to take responsibility of legal controls within the Branches.
Clarity is required around protocols. A brief template would be helpful.

o Property Strategy and Business Strategy to be driven by DCEOs and CEO.

e CEO to play a role with the proposed State Coordinators cost cutting.

e Key messages from today:

The message must be clear.

A common story.

Some people may be nervous/fearful.

Email message to include — meeting held; culmination; view of revenue

and expenses; identified targets for reduction in 2 year timeframe;

working on detail; prudence; cost control; 2 year transition; what we
expect the timeline to look like; a positive message is that we are
freeing up costs to invest on behalf of our clients; needs to be put to
the Board; ask staff for suggestions.
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