AGENDA

Finance, Audit and
Risk Committee

Council Chambers

36 Weld Street
Hokitika

Thursday 24 August 2017
Commencing at 9.00 am

Deputy Mayor L.J. Martin — Chairperson

His Worship the Mayor R.B. Smith

Deputy Mayor Cr H.M. Lash

Crs D.L. Carruthers, R.W.(G) Eatwell, D.M.]. Havill ONZM,
J.A. Neale, G.L. Olson, D.C. Routhan.
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FINANCE, AUDIT AND RISK
COMMITTEE

AGENDA FOR A MEETING OF THE FINANCE, AUDIT AND RISK
COMMITTEE OF WESTLAND DISTRICT COUNCIL, TO BE HELD IN
THE COUNCIL CHAMBERS, 36 WELD STREET, HOKITIKA ON
THURSDAY 24 AUGUST 2017 COMMENCING AT 9.00 AM

24 August 2017

COUNCIL VISION

Westland District Council will facilitate the development of communities within its district through
delivery of sound infrastructure, policy and regulation.

This will be achieved by:
e Involving the community and stakeholders.
o  Delivering core services that meet community expectations and demonstrate value and quality.

e  Proudly promoting, protecting and leveraging our historic, environmental, cultural and natural
resource base to enhance lifestyle and opportunity for future generations.

Purpose:

The Council is required to give effect to the purpose of local government as prescribed by section
10 of the Local Government Act 2002. That purpose is:

(@) To enable democratic local decision-making and action, by and on behalf of, communities;
and

(b) To meet the current and future needs of communities for good-quality local infrastructure,

local public services, and performance of regulatory functions in a way that is most cost-
effective for households and businesses.
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MEMBERS PRESENT, APOLOGIES AND INTEREST REGISTER:

1.1  Apologies & Leave of Absence

1.2  Interest Register

CONFIRMATION OF MINUTES:

21  Finance, Audit and Risk Committee Meeting — 27 July 2017

ACTION LIST

The Action List is attached

REPORTS TO COUNCIL:

4.1 Financial Report June 2017

4.2 Financial Report July 2017

4.3  Liability Management Policies
4.3.1 Liability Management Policy
4.3.2 Investment Management Policy

Page 5-8

Page 9

Page 10-21

Page 22-27

Page 28-31

Page 32-39
Page 40-46

44 Participation in Local Government Funding Agency Statement of Proposal

4.4.1 LGFA - Statement of Proposal

ITEMS FOR DECISION:

5.1 Audit New Zealand Fraud Risk Assessment

ITEMS FOR DISCUSSION:

6.1 Reserves Contribution Fund
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MATTERS TO BE CONSIDERED IN THE ‘PUBLIC EXCLUDED

SECTION’

Resolutions to exclude the public: Section 48, Local Government Official
Information and Meetings Act 1987.

Council is required to move that the public be excluded from the following parts of

the proceedings of this meeting, namely

7.1

Confidential Minutes

7.2 Risk Register

The general subject of the matters to be considered while the public are excluded,
the reason for passing this resolution in relation to each matter and the specific
grounds under Section 48(1) of the Local Government Official Information and
Meetings Act 1987 for the passing of the resolution are as follows:

Minutes/

Report of

General subject of
each matter to be

Reason for passing this
resolution in relation

Ground(s) under Section
48(1) for the passing of

considered

to each matter

this resolution

7.1 Minutes Confidential Minutes | Good reasons to | Section 48(1(a) & (d)
— Finance, Audit and | withhold exist under
Risk Committee Section 7

7.2 Risk Register Confidential Update Good reasons to | Section 48(1(a) & (d)

withhold exist under
Section 7
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Finance, Audit and Risk

Committee Minutes

MINUTES OF A MEETING OF THE FINANCE, AUDIT AND RISK
COMMITTEE OF WESTLAND DISTRICT COUNCIL, HELD IN THE
COUNCIL CHAMBERS, 36 WELD STREET, HOKITIKA ON THURSDAY
27 JULY 2017 COMMENCING AT 9.00 AM

1 MEMBERS PRESENT, APOLOGIES AND INTEREST REGISTER:

1.3

1.2

Members Present

(Chair), His Worship the Mayor R.B. Smith, Deputy Mayor Cr H.M. Lash
Crs D.L. Carruthers, RW. Eatwell, D.M.]. Havill (ONZM), J.A. Neale, G.L.
Olson,

Apologies:

Deputy Mayor Martin for the Finance Audit and Risk Committee meeting
Cr J.A. Neale leave of absence for the September Council Meeting

Moved Cr Havill Seconded Deputy Mayor H.M Lash and Resolved that:
a) The apology from Deputy Mayor Martin be received and accepted.

b) Leave of absence for the September Council Meeting for Cr Neale be
accepted.

Staff in Attendance:

R.F Reeves, Chief executive; L.A. Crichton, Corporate Manager; ].D Ebenhoh
Planning Community and Environment Manager; V.M. Watson, Business
Support Officer/Committee Secretary.

Interest Register
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His Worship R.B Smith circulated the Interest Register and no amendments
were made.

CONFIRMATION OF MINUTES:

21  Finance, Audit and Risk Committee Meeting 22 June 2017

Moved Cr Carruthers, seconded Cr Neale and Resolved that the Minutes of
the Finance, Audit and Risk Committee Meeting held on the 22 June 2017 be
confirmed as a true and correct record of the meeting.

ACTION LIST

Group Manager: Corporate Services spoke to the items on the action list

Group Manager: Corporate Services confirmed Audit Management Report for the
year ended 30 June 2016 is completed.

Group Manager: Corporate Services spoke to the questions surrounding the Rates
arrears questions in the action list, inclusive of using the Debt Recovery Company.
It was noted the process has been streamlined this year into a more proactive
timeframe to address swiftly.

e A one month penalty notice is sent, then a second notice 30 days later
this is followed by a penalty notice. Then following this a 7 day Debt
Recovery notice.

e Councillors wanted to take a hard line with the rating arrears issues
particularly repeat rate arrears offenders. There is support for a
payment plan approach for those who notify specific financial
hardships. Councillors would like the process to be robust and are
arrears followed up in a timely manner.

e Approval to write off the rates debts deemed uncollectable and apply
for remissions for the financial year ended 30 June 2016 is completed.

Moved D.M.] Havill , seconded J.A Neale and Resolved that the action list be
accepted.

ITEMS FOR DISCUSSION:

41 Reserves Contribution Fund

Deputy Mayor L.J] Martin was scheduled to speak to this item so this has been
deferred to the next Finance Audit and Risk Meeting.
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5. ITEMS FOR DECISION:

5.1 Civic Assurance — Potential Sale of Civic Assurance House

The Councilors are aware of the Civic Financial Services proposal set out in
the letter regarding the Civic Assurance House sale received 28 June. A
meeting proposed to make a decision be held in October in Wellington and
voting forms will be provided to Councils nationwide at the end of August
for consideration. Moved Cr D.C Routhan and seconded Deputy Mayor HM
Lash that the Civic Financial Services letter be received.

6. MATTERS TO BE CONSIDERED IN THE ‘PUBLIC EXCLUDED
SECTION’

Moved His Worship the Mayor, seconded Cr Havill and Resolved that Council
exclude the public in accordance with Section 48, Local Government Official
Information and Meetings Act 1987 at (09.38am.

Council is required to move that the public be excluded from the following parts of
the proceedings of this meeting, namely:

5.1 Confidential Minutes — Finance, Audit and Risk Committee — 22 June 2017

5.2  Risk Register

The general subject of the matters to be considered while the public are excluded,
the reason for passing this resolution in relation to each matter and the specific

grounds under Section 48(1) of the Local Government Official Information and
Meetings Act 1987 for the passing of the resolution are as follows:

Minutes/ General subject of Reason for passing this Ground(s) under Section
Report of each matter to be resolution in relation | 48(1) for the passing of
considered to each matter this resolution
6.1 Minutes Confidential Minutes | Good reasons to | Section 48(1(a) & (d)
— Finance, Audit and | withhold exist under
Risk Committee Section 7
6.2 Risk Register Confidential Update Good reasons to | Section 48(1(a) & (d)

withhold exist under

Section 7
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This resolution is made in reliance on Section 48(1)(a) and 48(2)(a)(i) and (ii) of the
Local Government Official Information and Meetings Act 1987 and the particular
interest or interests protected by Section 6 or 7 of that Act which would be
prejudiced by the holding of the whole or relevant part of the proceedings of the
meeting in public are as follows:

‘ Section

6.1, 6.2 | Protection of privacy of natural persons/organisations. Section 7(2)(a)

Moved His Worship the Mayor, seconded Deputy Mayor Lash and Resolved that the
business conducted in the “Public Excluded Section” be confirmed and accordingly the
meeting went back to the open part of the meeting at 10.1
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Action List

Date of Meeting Action Who Timeframe Status
Meeting Responsible
26.01.17 Finance, Audit CCOs Write to the CCOs requesting the provision of GMCS Correspondence
and Risk Financial earlier financial reporting and also agree on an has been sent.
Committee Reporting appropriate timeframe going forward; and
release of the Audit Management Report for the
year ended 30 June 2016.
26.01.17 Finance, Audit Committee View the previous Executive Committee Deputy Mayor In Progress
and Risk Workplan Workplan and circulate to the Finance, Audit and Martin and
Committee Risk Committee and also look at using the Audit GMCS

Management Report to inform the workplan
going forward
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Report WESTLAND

DISTRICT COUNCIL

DATE: 24 August 2017
TO: Mayor and Councillors
FROM: Finance Manager

FINANCIAL PERFORMANCE: JUNE 2017

1 SUMMARY

1.1 ~ The purpose of this report is to provide an indication of Council’s financial
performance for one month to 30 June 2017.

1.2 This issue arises from a requirement for sound financial governance and
stewardship with regards to the financial performance and sustainability of a

local authority.

1.3 Council seeks to meet its obligations under the Local Government Act 2002
and the achievement of the District Vision adopted by Council as part of the
Long Term Plan 2015-25. These are stated on Page 2 of this agenda.

1.4  This report concludes by recommending that Council receive the financial
performance report to 30 June 2017, attached as Appendix 1.

2 BACKGROUND

2.1  Council receives monthly financial reporting so that it has current knowledge
of its financial performance and position against targets and objectives
adopted in the Long Term Plan 2015-25.

3 CURRENT SITUATION

3.1  Council now receives a monthly financial summary report in a consistent
format.
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3.2 Please note that the figures in the Financial Performance Report to 30 June
2017 are draft, unaudited and therefore subject to change.

3.3  The Financial Performance Report to 30 June 2017, is attached as Appendix 1
and contains the following elements:

3.3.1 Segmental graphs for net cost of services, operating revenue and
expenditure with the addition of the actual amounts.

3.3.2 Update on Rates Debtors.

3.3.3 Whole of Council Cost of Service Statement.

3.3.4 2016-2017 Interim financial result reconciliation
3.35 Debt report including budget debt and actual debt.
3.3.6 Projects 2016-17

3.3.7 Carryover schedule

4 OPTIONS
41  Council can decide to receive or not receive the report.
5 SIGNIFICANCE AND CONSULTATION
51  Thisreportis for information only and, while feedback is invited from Council
in order for staff to continuously improve the quality of information provided,
no assessment of significance or consultation and no options analysis is
required.
6 RECOMMENDATION
A)  THAT Council receives the Financial Performance Report to 30 June 2017

Dayle McMillan
Finance Manager

Appendix1:  Financial Performance June 2017
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Appendix 1

|
WEST L. AND |

DISTRICT COUNCIL

Financial Performance
June 2017
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USer Tees and cnarges  Wrants and supsiales

BYTD Actual | YTD Budget mFYActual © FYBudget

User fees & Grants &
Calamiim, Other Income

Y Charges Subsidies
Actual YTD 2,207,720 3,398,849 1,104,903
Budget YTD 1,919,551 4,082,876 1,075,346
Variance 288,169 (684,027) 29,557
FY Actual 2,207,720 3,398,849 1,104,903
FY Budget 1,919,551 4,082,876 1,075,346
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utner income

cosTS aonations
W YTD Actual = YTD Budget mFY Actual FYBudget
Grants &
e [l Personnel Administration
(I mm donations
Actual YTD 3,823,497 565,478 11,363,279 643,719
Budget YTD 3,692,809 583,304 9,800,865 525,000
Variance 130,688 (17,827) 1,562,414 118,719
FY Actual 3,823,497 565,478 11,363,279 643,719
FY Budget 3,692,809 583,304 9,800,865 525,000
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Rates Debtors

Rates Debtors at 31 May 2017 1,257,141
Rates instalment 0
Less payments received -380,921
Paid in advance 80,538
Write off's -45,198
Penalties 10,527
Court costs awarded 0

-335,054
Total Rates Debtors at 30 June 2017 922,088
Arrears included above at 30 June 2017 522,088
Arrears at 30 June 2016 1,341,564
Increase/(decrease) in arrears -419,477

Note: In the month with a rates instalment all current is arrears

Since April 2016 awarded court costs are now being accounted for as part of outstanding rates debt.

Debt Management June 2017

e Penalty letter one Instalment four 690

e New direct debit arrangements 20

Rates Debt - Aged at 30 June 2017

Financial Year Jun-17 Jun-16 May-17
Pre 2013 84,609 161,384 104,228
2013-14 55,541 121,495 56,651
2014-15 74,918 249,493 78,865
2015-16 119,978 809,192 157,972
Current 587,042 - 859,425

922,088 1,341,564 1,257,141

24.08.17 Finance Audit and Risk Committee Agenda

Page 14




Year to June Full year 2016-2017
WESTLAND DISTRICT COUNCIL K

Actual Budgeti Variance Actual Budget

Operating revenue i
Rates (includes targeted rates and metered water) ~ 14,906,953; 14,721,080 185,873 14,906,953 14,721,080

—2Ue .

Grants and Subsidies

e 398,849
Otherincome . 1,004903 1075346 29,557 1,104,903
Overhead recoveries 6,453,544 (298,189) 6,453,544 6,751,733

Total revenue (A) 28,071,969 28,550,586 (478,617) 28,071,969: 28,550,586

Operating expenditure i
Personnel costs 3,823,497; 3,692,809 130,688 3,823,497 3,692,809

Administrative cost 565,478, (w827

Operatingcosts 11363279 9800865 1562414

Grants and donations B | 643,719 118,719

Overheads 6,405,637 6, 796,055i (390,418) 6,405,637 6,796,055
Total operating expenditure (B) 22,801,609 21,398,0335 1,403,576 22,801,609 21,398,033
Net operating cost of services - surplus/(deficit) (A - B) 5,270,360 7,152,553 (1,882,193) 5,270,360 7,152,553
Other expenditure i

Interest and finance ot NI INNUINNNNNNNNN SR B 27,51> S
Depreciation o SERO0L ST 418273 562,001 5277,728
(Gain)/loss on investments 10,614 0E 10,614 10,614 0
(Gain)Loss on disposals 1,917 01 1,917 1,917 0
Total other expenditure (C) 6,137,312 5,811,212 326,100 6,137,312 5,811,212
Total expenditure (D =B +C) 28,938,920, 27,209,245, 1,729,676 28,938,920 27,209,245
Net cost of services - surplus/(deficit) (A - D) (866,952) 1,341,341 (2,208,293) (866,952) 1,341,341
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Westland District Council 2016-2017 Interim Financial Result Reconciliation

Full Year 2016-2017 Actual ($000's) Budget ($000's) Variance ($ 000's)
Surplus/(Deficit) for 2016-2017 (867) 1,341 (2,208)
Total (867) 1,341 (2,208)
Full Year 2016-2017 Key Variances
Income Actual ($000's) Budget ($000's) Variance ($ 000's) Commentary
NZTA Subsidy 3,161 3,904 (743) * NZTA subsidy $744k lower than budget for 2016-2017. $316k of NZTA funding to
be carried over to 2017-2018.
User Fees & Charges - Museum 14 61 (47) * S47k Museum revenue lower than budget for 2016-2017 due to closure.
Expenditure Actual ($000's) Budget ($000's) Variance ($ 000's) Commentary
Operating Costs- Unbudgeted Spend 575 0 (575) Unbudgeted spend included in Operating costs:
* Damaged culvert pipes due to overweight vehicles - $267k.
* Franz Josef WWTP pond remedial works - $123k.
* Franz Alpine Retreat waste water proceedings - $106k.
* Repairs to Hokitika WWTP sewer outfall - $43k.
* Unforeseen breakdown of pump in Fitzherbert Street - $25k
* EQ Assessment Hokitika Swimming Pool - $11k.
Operating Costs- Council Approved Unbudgeted Spend 255 0 (255) Council Approved Unbudgeted Spend included in Operating costs:
* Sunset Point erosion control - $192k.
* Blue Spur Water Treatment Plant pH correction - S50k.
* Management of the Carnegie Building - $13k.
Grants and Donations 150 0 (150) * $150k Kumara Endowment Reserve funding for memorial gardens.
Depreciation 5,692 5,277 (415) * Assets were revalued at the end of the financial year and asset lives and

All Other Income & Expenditure Variances

depreciation rates were updated to reflect this new information.

(23)

Total

(2,208)

24.08.17 Finance Audit and Risk Committee Agenda

Page 16




Debt Position per month

25,000
Forecast Debt Position per LTP 2016-17
Forecast as at Jul-16  Jun-17 20,000
Opening Balance 17,600 17,600
Loan funded capex forecast 3,196 963 15,000
Forecast repayments 2016-17 -1,611 -1,782
Forecast balance June 2017 19,185 16,781 10,000
5,000
Jun-16 Jul-16 Aug-16 Sep-16 Oct-16 Nov-16 Dec-16 Jan-17 Feb-17 Mar-17 Apr-17 May-17 Jun-17
Actual to June vs Budget
Debt Position per month
Jun-16 Jul-16 Aug-16 Sep-16 Oct-16 Nov-16 Dec-16 Jan-17 Feb-17 Mar-17 Apr-17  May-17 Jun-17
Budget 17,600 17,600 17,600 17,250 17,300 17,699 17,526 17,753 18,181 18,175 18,567 18,596 18,213
Forecast at 1 July 2016 17,600 17,600 17,667 17,394 17,536 17,926 17,921 18,316 18,867 19,019 19,539 19,568 19,185
Actual + Forecast 17,600 17,600 17,600 17,200 17,200 17,383 16,983 16,783 16,783 16,382 17,182 17,182 16,781
Waste Managementloan 2,554 2,554 2,554 2,513 2,513 2,524 2,483 2,483 2,483 " 2,442 2,442 2,442 2,401
Water Supplyloan 2,369 2,369 2,369 2,328 2,328 2,328 g 2,288 2,288 2,288 g 2,246 2,246 2,246 2,205
Waste water loan 0 0 0 0 0 0 0 0 0 0 0 0 0
Structured Infrastructure loan for Council assets 8,295 8,295 8,295 8,233 8,233 8,233 8,170 7,970 7,970 7,908 7,908 7,908 7,845
Stormwaterloan 0 0 0 0 0 52 52 52 52 52 752 752 752
Transportation 0 0 0 0 0 0 0 0 0 0 100 100 100
Vehicle loan 56 56 56 55 55 55 54 54 54 53 53 53 52
Cass Square rehabilitation loan 0 0 0 0 0 120 120 120 120 120 120 120 120
Hokitika Water supply upgrade 4,326 4,326 4,326 4,071 4,071 4,071 3,816 3,816 3,816 3,561 3,561 3,561 3,306
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As at 30/06/2017 | Legend - Key

Forecast on Budget 8] 0] Project Delayed - Will not be completed by 30th June 2017

Forecastover Budget 1| __ | L I N © Project on-Track - Will be completed by 30thJune 2017 _ |

0] Project Complete - 100% Progress
Project / Activity Forecast E Budget Track | Progress / Tracki Progress comments
$ JF‘ :
e S LU
Corporate Services | !
C te Services - Repl t
orpora € services - Replacemen 14,925 0] 0] Complete, overspend due to upgraded specification.
|Councillors tablets v . v e
Corporate Services - Projector Screen 1,400 9] ] Existing screen stopped working and needed replacement.
Council HQ - Roof over skylights - 9] 0] Project will not startin this financial year. Carry over will be requested.
Information Management - Shelving - (9] ] Project will not startin this financial year.
Information Management - DMS ! - (8] 0] Project will not startin this financial year. Carry over will be requested.
Council website H 21,750 E 35,000, 35,000 9] [ ] Existing spend work in progress. Balance of budget will be carry over.
! 38,075: 275,000 51,325

Library i .
Kotui Library system _E 65,092}
Security Cameras H 4383 E
Library - Audio/Visual Resource ' 2,124:L 4,000 2,124 Complete.

Library - Free Adult Books

Complete.

street upgrades

S ——

WATER SUPPLY |
Kumara - Water reatment plant 1,405 000, W] M eisting spend workin progress. Bolance of budgetwill becarryover.____|
sK:iT:w:: \-/;Il\lvaetser treatmentplant- - (8] 0] Project will not startin this financial year. Carry over will be requested.
Hokitika - Pumps Replacement -1 500000 - 4 m W [Projectwill notstartin this financial year. Carry over will be requested.
Hokitika - River Intake | 155881 - 15588 W W jcomplee.
s - Mains Upgrade """""""""""""""""""" 490 - n :;r:zxnp;?;.atr;z ;‘:om Jast financial year. No work carried out on this project]
Whataroa -Water reatmentplant | 3105 20000 20000, | W____eistingspend workin progress. Balance o budget willbecarryover. ___|
Whataroa - Seismicvalves |1 oao . 200000 - S | Project will not startin this financial year. Carry over will be requested. | __
656,078
WASTEWATER
Hokitika - Mains upgrade 1 11146 U 1s0000f M m Existing spend work in progress. Balance of budget will be carry over. |
Franz Josef - New WWTP 200,000 (8] [ ] Existing spend work in progress. Balance of budget will be carry over.
Fox Glacier-WWTP upgrade ek B LB erojectwil nottartin his financialyear, Cary over wil be requested. __
Haast-Mains upgrade _....p00; o @ o) Project will not start in this financial year. Carry over will be requested. __ |
Haast- Desludge oxidationponds 3 - 150000, - o 0 Project will not start in this financial year. Carry over will be requested. _ _|
350,000 :
SORMWATER ] el e o ——
Sewell Street Pump 1: 83,886 ! \ 83,886 0] 0] Previous year emergency work.
Hokitika - Tancred, Bealey and Rolleston: ! | . o X .
' 992,385} 769,000 ! 1,149,000 ] [ ] Project commenced in this financial year. Carry over will be requested.

' 1,076,271 769,000! 1,232,886 X
CEMETERIES i ! i |
*wm“f‘,_*wmww_f_ww‘”fwww T -
Cemete.ry - Hokitika upgrade & E - 10,000 E - (8] 0] Project will not startin this financial year. Carry over will be requested.
XSO o [ [ I e
Cemetery - Hokitika improvements | 16,830 E 25,000, 25,000 9] ] Existing spend work in progress. Balance of budget will be carry over.
-------------------------- 4---------{----------i---------n————————— g
i 16,830 35,000, 25,000 '
]
4: ____B____Tobediscussedwith Community.
H 9] ] Using carry forward first.
Footpath upgrades - Kumara ' - 5,000 | - O [ ] Using carry forward first.
New Litter Bins ! O )] Complete.
Footpath upgrades - Franz (8] 0] To be discussed with Community
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Elderly Housing

Completed in January 2017.

Chief Executive

Corporate Services

Upgrades to workstations and screens. Complete.

Upgrades to workstations and screens. Complete.

Ford Kuga JFF992

Wildfoods Festival

Replacement of promotional assets

Land & Buildings

Ross Memorial Hall

Land & Buildings - car parking

Statues

Reserves - Cass Square - Repairs to

Reserves - Cass Square - Grandstand
Reserves - Cass Square - Playground

Reserves - Marks Road Reserve

Project will not proceed.

Project will not startin this financial year. Carry over will be requested.

Awaiting information from the Community.

Reserves - Hokitika Waterfront

Project will not start in this financial year. Carry over will be requested to

and extension

Whitcombe Valley road widening, seal

Ross Hall car park seal

:
,

500000 112,922
1
!

Not included in program.

Whitcombe Valley Project Budgetis $500,000, unsubsidised by NZTA. 2016-
2017, spent Keogans Road, unsubsidised seal extension, $81,087, ( $100,000
Budget approved by Council ) Awaiting final approval from NZTA for 58%
subsidy ( $500,000 +$690,000 = $1,190,000 ) for the Whitcombe Valley
Project

35,000

2,497,837 |

Complete.

5,171,849
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Carry Over Schedule to 2016-17

Activity Detail Funded by Approved $ [ Actual $ | Forecast $ | Balance $ [Approved variance in 2016 |Status
Approved amount in LTP was $30,000. No further
Museum Retail Development Depreciation 17,000 [ 15,191 15,191 1,809 [Capital carryover required.
Upgrade footpaths and driveways over
Township Development  [next three years Depreciation 5,000 - 5,000 - [Capital Community project.
Township Development  [Repairs and Maintenance to Hokitika Depreciation 5,000 - 5,000 - |Capital Discussion with contractor and Heritage Hokitika has
Statues occurred. Currently low priority.
Water Supply Replace Water meters (on-going) - Depreciation 190,000 - 190,000 - |Capital Now in detailed scoping. The budget is for Hokitika
Hokitika and Franz Josef. Currently Fox Glacier is in progress
on meters replacement.
Water Supply Replacement of Water Meters - Fox Depreciation 5,712 | 20,954 20,954 15,242 |Capital Complete.
Glacier
Total depreciation funded carryovers 222,712 | 36,146 236,146 13,434
Museum Museum Donations - for Exhibitions Donations 10,871 - - 10,871 [Operating adverse Plus $5,000 donated July 2016. Full carryover of
$15,871 required as projects using donations have
not taken place this year due to Museum closure.
Total donations carryovers 10,871 - - 10,871
Community Development |SPARC Travel Grant External Grant 1,117 3,117 3,117 - |Operating adverse Over budget by $2,000, no carryover.
Carry over from cancelled projects from previous
Community Development |Creative Communities Grant External Grant 7,573 6,082 7,573 1,772 year.
Community Development |Taxi Chits External Grant 600 2,435 600 2,357 Community project - donations from local charities
Total external grant funded carryovers 9,290 [ 11,634 11,290 2,000
WCWT Completion of Trail Subsidy 479,000 | 192,643 479,000 - Existing spend work in progress. Balance of budget
will be carry over.
479,000 | 192,643 479,000 -
Solid Waste Landfills - Butlers Site Shed - Hazardous |Loan Funding 15,000 - 15,000 - |Capital Budgets seemed to not fitt the estimates for the
Washdown Facility works. Work currently being rescoped.
Solid Waste Intermediate Capping for Butlers Loan Funding 50,000 - 50,000 - |Capital More than likely that capping will have commenced
by the end of the financial year.
Solid Waste Landfill- Haast - Digout new Cell Loan Funding 10,000 6,260 10,000 - |Capital Existing spend work in progress. Balance of budget
will be carry over.
Solid Waste Haastintermediate cap current cell Loan Funding 10,000 - 10,000 - |Capital Works in progress now.
Solid Waste Franz Josef Landfill Loan Funding 25,000 - 25,000 - |Capital On-hold pending future direction on Franz River
issues.
Parks & Reserves Cass Square - Turf Upgrades Loan Funding 120,000 | 121,029 121,029 1,029 [Capital Works in Progress - cost overrun due to flooding of
reseeded area.
Total loan funded carryovers 230,000 | 127,289 231,029 1,029
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Parks & Reserves Repairs and Maintenance to Hokitika Rates YE 2014 2,709 - 2,709 - |Capital $1,000 committed to Oscar Bottom Memorial.
Statues

Parks & Reserves Repairs and Maintenance to Hokitika Rates YE 2015 5,000 - 5,000 - |Capital Discussion with contractor and Heritage Hokitika has
Statues taken place. Low priority at present.

Museum Research Development Centre Rates YE 2016 22,000 8,348 22,000 13,152 [Capital Existing spend work in progress. Balance of budget
will be carry over.

Total rates funded carryovers 29,709 8,848 29,709 -

Township Development  |Franz Josef Urban Revitalisation Plan Recreation Contributions 100,000 - 100,000 - |Capital Awaiting further study / work with community,
regional council and central government on a
"master plan" for the township before this
streetscape / revitalisation work takes place. Full
carryover required.

Waterfront carry forward |Hokitika Waterfront Development Recreation Contributions 25,240 | 15,233 25,240 - |Capital No large procurement process will take place- this
funding is now being set towards redevelopment work
around Sunset Point. Expecting working drawings on
the project by December end. Possibly looking for
procurement to commence in New Year - 2017.

Franz Josef Cycle Trail Franz Josef Cycle Trail Recreation Contributions 48,000 | 48,000 48,000 - |Operating adverse Franz Josef Community Council responsible for this
project now.

Total recreation contribution carryovers 173,240 | 63,233 173,240 -
Township Development  [Hari Hari Township Development fund  [Reserves 14,000 5,000 14,000 9,000 |Operating adverse To be held until Hari Hari decides what they want to
allocate funds to.
Total reserves funded carryovers 8,971 5,000 8,971 -
West Coast Wilderness  |Cycle Trail - Partner Programme Revenue |Stakeholder Contribution 2015-16 13,275 | 12,980 12,980 295 |Operating adverse This money has been transferred to the WCWT Trust.
Trail
Total stakeholder contribution carryovers 13,275 [ 12,980 12,980 295
1,177,068 | 457,772 | 1,182,365 5,297

24.08.17 Finance Audit and Risk Committee Agenda

Page 21




Report WESTLAND

DISTRICT COUNCIL

DATE: 24 August 2017
TO: Mayor and Councillors
FROM: Finance Manager

FINANCIAL PERFORMANCE: JULY 2017

1 SUMMARY

1.1 ~ The purpose of this report is to provide an indication of Council’s financial
performance for one month to 31 July 2017.

1.2 This issue arises from a requirement for sound financial governance and
stewardship with regards to the financial performance and sustainability of a

local authority.

1.3 Council seeks to meet its obligations under the Local Government Act 2002
and the achievement of the District Vision adopted by Council as part of the
Long Term Plan 2015-25. These are stated on Page 2 of this agenda.

1.4  This report concludes by recommending that Council receive the financial
performance report to 31 July 2017, attached as Appendix 1.

2 BACKGROUND

2.1  Council receives monthly financial reporting so that it has current knowledge
of its financial performance and position against targets and objectives
adopted in the Long Term Plan 2015-25.

3 CURRENT SITUATION

3.1  Council now receives a monthly financial summary report in a consistent
format.
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3.2 The Financial Performance Report to 31 July 2017, is attached as Appendix 1
and contains the following elements:

3.2.1 Segmental graphs for net cost of services, operating revenue and
expenditure with the addition of the actual amounts.

3.2.2 Update on Rates Debtors.
3.2.3 Whole of Council Cost of Service Statement.
3.2.4 Variance analysis

4 OPTIONS
41  Council can decide to receive or not receive the report.
5 SIGNIFICANCE AND CONSULTATION
5.1  Thisreportis for information only and, while feedback is invited from Council
in order for staff to continuously improve the quality of information provided,
no assessment of significance or consultation and no options analysis is
required.
6 RECOMMENDATION
A)  THAT Council receives the Financial Performance Report to 31 July 2017

Dayle McMillan
Finance Manager

Appendix 1:  Financial Performance July 2017
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Appendix 1

|
WEST L. AND |

DISTRICT COUNCIL

Financial Performance
July 2017
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Actual YTD 202,357 193,757 53,454
Budget YTD 289,780 369,456 80,349
Variance (87,423) (175,700) (26,895)
FY Forecast 2,331,160 4,651,659 1,035,552
FY Budget 2,418,583 4,827,359 1,062,448
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Actual YTD 300,534 119,789 634,979 68,260

Budget YTD 332,714 96,735 776,978 93,291

Variance (32,180) 23,054 (141,999) (25,031)

FY Forecast 4,008,056 655,597 9,340,961 511,269

FY Budget 4,023,177 638,727 9,484,130 521,300
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Rates Debtors

Rates Debtors at 30 June 2017 922,088
Rates instalment 3,504,485
Less payments received -656,441
Paid in advance 179,133
Write off's -29,769
Penalties 86,988
Court costs awarded 54,289
3,138,685
Total Rates Debtors at 31 July 2017 4,060,773
Arrears included above at 31 July 2017 4,060,773
Arrears at 31 July 2016 4,215,002
Increase/(decrease) in arrears -154,229
Note: In the month with a rates instalment all currentis arrears
Debt Management July 2017
e Overdue letter two Instalment four 380

Rates Debt - Aged at 31 July 2017
Financial Year Jul-17 Jul-16 Jun-17
Pre 2013 83,609 160,969 84,609
2013-14 54,962 121,395 55,541
2014-15 73,281 246,531 74,918
2015-16 111,185 734,900 119,978
2016-2017 461,335 2,951,206 587,042
Current 3,276,402 - -

4,060,773 4,215,002 922,088
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WESTLAND DISTRICT COUN

Cost of service statement

Year to July Full year 2017-2018

WESTLAND DISTRICT COUNCIL ) :

Actual Budget Variance} FY Forecast Budget
Operating revenue :
Rates (_i_ncl udg_s targete d rates an q_rmeter_rr_ed wate r) 3,128,434; 3,126,749 1,685 15,297,848/ 15,299,533
User fees and charges 202,357 289,780 (87,423) 2,331,160 2,418,583
Grants and Subsidies 193,757 369,456 (175,700) 4,651,659 4,827,359
Otherincome 53,454 80,349 (26,895) 1,035,552 1,062,448
Overhead recoveries 320,402 663,227 (342,825) 6,833,508 7,176,333
Total revenue (A) 3,898,403 4,529,562 (631,158); 30,149,727 30,784,256
Operating expenditure ;
Personnel costs 300,534 332,714 (32,180) 4,008,056, 4,023,177
Administrative costs 119,789 96,735 23, 054; 655,597 638,727,
Operating costs 634,979 776,978 (141,999) 9,340,961 9,484,130
Grants and donations 68,260 93,291 (25,031); 511,269 521,300
Overheads 316,988 597,695 (280,707) 6,891,586 7,172,293
Total operating expenditure (B) 1,440,550 1,897,413 (456,862) 21,407,469, 21,839,627
Net operating cost of services - surplus/(deficit) (A - B) 2,457,853 2,632,149 (174,296)| 8,742,258 8,944,629
Other expenditure ;
Interestand financecosts ol 53,147t 64800, (1,653) 765941 777,593
Depreciation 482,008 483,989 (1,981) 5,805,938 5,807,919
(Gain)/loss on investments 0 0 0 0 0
(Gain)Loss on swaps 24,524 (14,626) 39, 1515 (136,366) (175,517)
(Gain)Loss on disposals 0 0 0 0 0
Total other expenditure (C) 559,680 534,163 25,517; 6,435,512 6,409,995
Total expenditure (D =B + C) 2,000,230 2,431,576 (431,346) 27,842,981 28,249,622
Net cost of services - surplus/(deficit) (A- D) 1,898,173 2,097,986 (199,813); 2,306,746 2,534,634

Variance Analysis

Operating Revenue

Grants and Subsidies

2017.

NZTA subsidy lower than expected due to continued inclement weather in July

Operating expenditure

Operating costs
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Rep()rt WESTLAND |

DISTRICT COUNCIL

DATE: 24 August 2017
TO: Mayor and Councillors
FROM: Group Manager, Corporate Services

LIABILITY MANAGEMENT POLICY AND INVESTMENT POLICY

1.0 SUMMARY

1.1  The purpose of this report is to adopt the updated Liability Management
policy and Investment policy.

1.2 This issue arises due to the proposal to participate in the Local Government
Funding Agency (LGFA).

1.3 The policies have been updated to allow Investment and Borrowing from the
LGFA.

14  Council seeks to meet its obligations under the Local Government Act 2002
and the achievement of the District Vision adopted by the Council in
September 2014, which will be set out in the next Long Term Plan 2015-25. The
matters raised in this report relate to those elements of the vision identified in
the following table:

1.5 This report concludes by recommending that Council adopts the Liability
Management Policy attached as Appendix 1 and the Investment Policy
attached as Appendix 2.

20 BACKGROUND

21  Local Government Act (LGA) s102(1) Council must adopt funding and
financial policies including the Liability Management Policy and the
Investment Policy.

2.2 Liability Management Policy adopted under LGA s104 must state the local

authority’s policies in respect of the management of both borrowing and other
liabilities, including-
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3.0

(a) Interest rate exposure
(b) Liquidity; and

(c) Credit exposure; and
(d) Debt repayment.

2.3  Investment Policy adopted under LGA s106 must state the local authority’s
policies in respect of investments, including-
(a) The mix of investments; and
(b) The acquisition of new investments; and
(c) An outline of the procedures by which investments are assessed and
managed.

24  Under LGA s102(5) no consultation is necessary for changes to the Liability
Management Policy or Investment Policy.

CURRENT SITUATION

3.1 Council are proposing participation in the Local Government Funding
Agency. In order to participate, changes are required to both the Liability
Management Policy and Investment policy. A summary of the changes are
below.

3.2 Liability Management Policy Changes
3.2.1 Give Council the ability to borrow from LGFA.
3.2.2 Borrowing limits align with LGFA and sector benchmark.
3.2.3 Security arrangement change to Debenture Deed Trust.
3.2.4 Interest rate management; updated control limits.

3.3  Investment Policy changes

3.3.1 Give Council the ability to invest in the LGFA.

3.3.2 Investment maturity management to align with expenditure.

3.3.3 Minimum counterparty credit rating for NZ registered banks changed
from A+/A-1 to A/A-1 in order to utilise Kiwibank.

3.34 $1m per Counterparty limit.

3.3.5 Lower limit for investment in Corporates and local government.

3.3.6 Investments, interest rate swaps and foreign exchange calculated
within the counterparty exposure amount.

3.3.7 Investments in unsecured bonds must be senior ranking.
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4.0

5.0

6.0

7.0

OPTIONS

4.1

42

4.3

Option One: The Council can adopt the amended versions of the Liability
Management Policy and Investment Policy that are attached to this report as
Appendix 1 and 2.

Option Two: The Council can make additional amendments to the Liability

Management Policy and Investment Policy that are attached to this report and
adopt them.

Option Three: The Council can direct that the policies be rejected.

SIGNIFICANCE AND CONSULTATION

51

The adoption of the policies is in itself of low significance. The LGA allows a
Council to adopt a Liability Management Policy and Investment Policy
without consultation.

ASSESSMENT OF OPTIONS (INCLUDING FINANCIAL IMPLICATIONS)

6.1

6.2

6.3

6.4

If the Council adopts the updated policies attached to this report as Appendix
1 and 2, it will be able to proceed with the proposal to participate in the LGFA.
Participation in the LGFA should provide positive benefits to Council through
a funding vehicle that was formed to provide benefits to Local Government.

It is a mandatory requirement for the Council to have a Liability Management
policy and Investment Policy. The updates to the policies have been reviewed
by our Treasury advisors and meet the requirements of the LGA and LGFA.

Do nothing, Council will be unable to apply to participate in the LGFA and
will lose the opportunity to receive positive benefits.

If Council make any changes to the policies, they may not meet the
requirements of the LGA or LGFA.

PREFERRED OPTION AND REASONS

7.1

The preferred option is that Council adopts the amended Liability
Management Policy and Investment Policy that are attached to this report as
Appendix 1 and 2. In order to apply for participation in the LGFA.
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8.0 RECOMMENDATIONS

A)  THAT Council adopts the Liability Management Policy and Investment
Policy attached as Appendix 1 and 2.

Lesley Crichton
Group Manager: Corporate Services

Appendix1:  Liability Management Policy.

Appendix2:  Investment Policy.
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LIABILITY MANAGEMENT POLICY

INTRODUCTION

Council’s liabilities comprise of borrowings and various other liabilities. Council maintains
borrowings in order to:

e Raise specific debt associated with projects and capital expenditures.

e Raise finance leases for fixed asset purchases.

e Fund assets whose useful lives extend over several generations of ratepayers.

e Council will not raise external debt to fund operating expenses, except where this relates to
projects that will deliver economic benefits in excess of the total finance costs.

BORROWING LIMITS

Debt will be managed within the following limits:

Measure Limit
Net Debt / Total Revenue 108%
Net Interest / Total Revenue 10%
Net Interest / Annual Rates Income 15%
Liquidity: (Liquid Investments + Term Debt + Available Facilities) / Term Debt | >110%

o Total Revenue is defined as cash earnings from rates, government grants and subsidies, user
charges, interest, dividends, financial and other revenue and excludes non-government
capital contributions (e.g. developer contributions and vested assets).

o Net debt is defined as total debt less available liquid financial assets and investments.

e Liquidity is defined as external debt plus committed loan facilities plus available liquid
investments and cash divided by external debt. Liquid investments are defined as being:

0 Overnight bank cash deposits
0 Wholesale/retail bank term deposits no greater than 30 days

e Net Interest is defined as the amount equal to all interest and financing costs less interest
income for the relevant period.

e Annual Rates Income is defined as the amount equal to the total revenue from any funding
mechanism authorised by the Local Government (Rating) Act 2002 together with any
revenue received from other LGs for services provided and for which the other LGs rate.

e Financial covenants are measured on Council only not the consolidated group.

e Disaster recovery requirements are to be met through the liquidity ratio.
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ASSET MANAGEMENT PLANS

In approving new debt Council considers the impact on its borrowing limits as well as the economic
life of the asset that is being funded and its overall consistency with Council’s LTP.

BORROWING MECHANISMS

Council is able to borrow through a variety of market mechanisms including issuing stock/bonds,
commercial paper (CP) and debentures, direct bank borrowing, LGFA, accessing the short and long-
term wholesale/retail debt capital markets directly or indirectly, or internal borrowing of reserve and
special funds. In evaluating strategies for new borrowing (in relation to source, term, size and
pricing) the following is taken into account:-

e Available terms from banks, LGFA, debt capital markets and loan stock issuance.

e Council’s overall debt maturity profile, to ensure concentration of debt is avoided at
reissue/rollover time.

e Prevailing interest rates and margins relative to term for loan stock issuance, LGFA, debt
capital markets and bank borrowing.

e The market’s outlook on future credit margins and interest rate movements as well as its
own.

e Ensuring that the implied finance terms and conditions within the specific debt (e.g. project
finance) are evaluated in terms such as cost/tax/risk limitation compared to the terms and
conditions Council could achieve in its own right.

e Legal documentation and financial covenants considerations.

e Forinternally funded projects, to ensure that finance terms for those projects are at least as
equitable with those terms from external borrowing.

e Alternative funding mechanisms such as leasing should be evaluated with financial analysis
in conjunction with traditional on-balance sheet funding. The evaluation should take into
consideration rights and obligations, redemption value and effective cost of funds.

Council’s ability to readily attract cost effective borrowing is largely driven by its ability to rate,
maintain a strong financial standing and manage its relationships with its investors, LGFA, and
financial institutions/brokers.
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SECURITY

Council’s external borrowings and interest-rate risk management instruments will generally be
secured by way of a charge over rates and rates revenue offered through a Deed of Charge which is
proposed to be changed to a Debenture Trust Deed. Under a Deed of Charge or Debenture Trust
Deed, Council’s borrowing is secured by a floating charge over all Council rates levied under the
Local Government (Rating) Act 2002. The security offered by Council ranks equally or pari passu with
other lenders.

From time to time, and with Council approval, security may be offered by providing a charge over
one or more of Councils assets.

Physical assets will be charged only where:

e There is a direct relationship between the debt and the purchase or construction of the
asset, which it funds (e.g. an operating lease, or project finance).

e Council considers a charge over physical assets to be appropriate.

e Any pledging of physical assets must comply with the terms and conditions contained within
the security arrangement.

DEBT REPAYMENT

The funds from all asset sales and operating surpluses will be applied to the reduction of debt and/or
a reduction in borrowing requirements, unless the Council specifically directs that the funds will be
put to another use.

Debt will be repaid as it falls due in accordance with the applicable loan agreement. Subject to the
debt limits, a loan may be rolled over or re-negotiated as and when appropriate. The maximum
period for any single tranche of external debt will be twenty years.

Council will manage debt on a net portfolio basis and will only externally borrow when it is
commercially prudent to do so.
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GUARANTEES/CONTINGENT LIABILITIES AND OTHER FINANCIAL
ARRANGEMENTS

Council may act as guarantor to financial institutions on loans or enter into incidental arrangements
for organisations, clubs, Trusts, or Business Units, when the purposes of the loan are in line with
Council’s strategic objectives.

Council is not allowed to guarantee loans to Council-controlled trading organisations under Section
62 of the Local Government Act.

Financial arrangements include:

e Rural housing loans

e Tenant contribution flats

e Rural water supply or waste water loans
e Advances to community organisations

Council will ensure that sufficient funds or lines of credit exist to meet amounts guaranteed. At any
time aggregate guarantees will not exceed the Council’s available liquidity capacity.

INTERNAL BORROWING OF SPECIAL AND GENERAL RESERVE FUNDS

Council maintains certain reserve funds for future asset replacements and other projects. Where
funds are required for capital expenditure internal borrowing from these funds will be used for in
preference to external borrowing. Accordingly Council maintains its funds in short term maturities
emphasising counterparty credit worthiness and liquidity. The interest rate yield achieved on the
funds therefore is a secondary objective. Notwithstanding, short term investments may be held in
excess of those required by covenants should the interest yield exceed Council’s cost of finance, and
where maturity dates are synchronised.

Liquid assets will not be required to be held against special funds or reserve funds unless such funds
are held within a trust requiring such. Instead, Council will manage these funds using internal
borrowing facilities against general reserves.

Any internal borrowing of reserve funds used must be reimbursed for interest revenue lost. Interest
on internally-funded loans is determined and charged annually, based on year-end loan balances at
the agreed three-year fixed interest rate. Except where a specific rate has been approved for
particular circumstances, the three-year rate is set annually at the start of the financial year, based
on the three-year swap rate plus the funding margin. The funding margin is based on the margin
charged by the LGFA for a 3-year term.
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NEW ZEALAND LOCAL GOVERNMENT FUNDING AGENCY (LGFA) LIMITED
INVESTMENT

Notwithstanding other provisions of this Policy, the Council may borrow from the New Zealand Local
Government Funding Agency Limited (LGFA) and, in connection with that borrowing, may enter into
the following related transactions to the extent it considers necessary or desirable:

e Contribute a portion of its borrowing back to the LGFA as an equity contribution to the LGFA.
For example borrower notes

e Provide guarantees of the indebtedness of other local authorities to the LGFA and of the
indebtedness of the LGFA itself

e Commit to contributing additional equity (or subordinated debt) to the LGFA if required

e Secure its borrowing from the LGFA and the performance of other obligations to the LGFA or
its creditors with a charge over the Council's rates and rates revenue.

e Subscribe for shares and uncalled capital in the LGFA.

INTEREST RATE EXPOSURE

Interest rate risk is the risk that funding costs (due to adverse movements in wholesale market
interest rates) will materially exceed or fall short of projections included in the LTP and Annual Plan
so as to adversely impact revenue projections, cost control and capital investment decisions, returns
or feasibilities.

The primary objective of interest rate risk management is to reduce uncertainty relating to interest
rate movements through fixing or hedging of interest costs. Certainty around interest costs is to be
achieved through the proactive management of underlying interest rate exposures.

The following are approved instruments for managing this exposure:

e Forward rate agreements (“FRAs”) on bank bills
e Interest rate swaps including:
0 Forward start swaps/collars. Start date <24 months, unless linked to existing
maturing fixed rate instruments
0 Swap extensions and shortenings
e Interest rate options on:
0 Bank bills (purchased caps and one for one collars)
0 Interest rate swaptions (purchased swaptions and one for one collars only)
O Fixed rate loans and term debt
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Interest Rate Risk Control Limits

Exposure to interest rate risk is managed and mitigated through the risk control limits below and will
be only activated once 12 month forecast external debt exceeds $10 million. Council net debt should
be within the following fixed/floating interest rate risk control limit:

Minimum Fixed Rate: 55%
Maximum Fixed Rate: 90%

Fixed Rate is defined as an interest rate re-pricing date beyond 12 months forward on a continuous
rolling basis.

Floating Rate is defined as an interest rate re-pricing within 12 months.

The percentages are calculated on the rolling 12 month projected external debt level.

This allows for pre-hedging in advance of projected physical drawdown of new debt. When approved
forecasts are changed, the amount of fixed rate cover in place may have to be adjusted to ensure
compliance with the policy limits.

The fixed rate amount at any point in time should be spread within the following maturity bands:

Period Minimum Hedge % Maximum Hedge %
1to 3 years 15% 60%
3 to 5 years 15% 60%
5 to 10 years 10% 60%

A fixed rate maturity profile that is outside the above limits, but self corrects within 9o-days is not in
breach of this Policy. However, maintaining a maturity profile beyond 9o-days requires specific
approval by Council.

e Floating rate debt may be spread over any maturity out to 12 months. Bank advances may
be for a maximum term of 12 months.

e Any interest rate swap with a maturity date beyond 16 years must be approved by Council.

e Interest rate options must not be sold outright. However, one for one collar option
structures are allowed, whereby the sold option is matched precisely by amount and
maturity to the simultaneously purchased option. During the term of the option, only the
sold side of the collar can be closed out (i.e. repurchased) otherwise, both sides must be
closed simultaneously. The sold option leg of the collar structure must not have a strike rate
in a gain position.

e Purchased borrower swaptions mature within 12 months.

e Interest rate options with a maturity date beyond 12 months that have a strike rate (exercise
rate) higher than 2.00% above the appropriate swap rate, cannot be counted as part of the
fixed rate hedge percentage calculation.

e The forward start period on swap/collar strategies is to be no more than 24 months, unless
the forward start swap/collar starts on the expiry date of an existing fixed interest rate
instrument and has a notional amount which is no more than that of the existing fixed rate
instrument..

24.08.17 Finance Audit and Risk Committee Agenda Page 37



LIQUIDITY AND FUNDING RISK

Cash flow deficits in various future periods based on long term financial forecasts are reliant on the
maturity structure of cash, short-term financial investments, loans and bank facilities. Liquidity risk
management focuses on the ability to access committed funding at that future time to fund the

gaps.

Funding risk management centres on the ability to re-finance or raise new debt at a future time at
the same or more favourable pricing (fees and borrowing margins) and maturity terms of existing
loans and facilities.

The management of Council’s funding risks is important as several risk factors can arise to cause an
adverse movement in borrowing margins, term availability and general flexibility including:
e Local Government risk is priced to a higher fee and margin level.
e Council’s own credit standing or financial strength as a borrower deteriorates due to
financial, regulatory or other reasons.
e Alarge individual lender to Council experiences its own financial/exposure difficulties
resulting in Council not being able to manage their debt portfolio as optimally as desired.

e New Zealand investment community experiences a substantial “over supply” of Council
investment assets.

e Financial market shocks from domestic or global events.

A key factor of funding risk management is to spread and control the risk to reduce the
concentration of risk at one point in time so that if any of the above events occur, the overall
borrowing cost is not unnecessarily increased and desired maturity profile compromised due to
market conditions.

Liquidity and Funding Risk Control Limits

e External term loans and committed debt facilities together with available cash/cash
equivalent investments must be maintained at an amount of 110% over existing external
debt.

e Council has the ability to pre-fund up to 12 months forecast debt requirements including
refinancing. Debt re-financings that have been pre-funded will remain included within the
funding maturity profile until their maturity date

The maturity profile of the total committed funding in respect to all external debt / loans and
committed debt facilities, is to be controlled by the following system when total external debt
exceeds $10 million:

Period Minimum % Maximum %
0 to 3 years 15% 60%
3 to 5years 15% 60%
5 years plus 10% 60%

A funding maturity profile that is outside the above limits, but self corrects within 90-days is not in
breach of this policy. However, maintaining a maturity profile beyond 90-days requires specific
approval by Council.
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To minimise concentration risk the LGFA require that not more than the greater of NZD 100 million
or 33% of a Councils borrowings from the LGFA will mature in any 12 month period.

COUNTERPARTY RISK

In any financial transaction there is a risk that the counterparty may be unable or unwilling to settle
the transaction as agreed. Council minimises these risks by limiting dealings to counterparties that
have a minimum long term Standard & Poor’s (or equivalent Moody’s/Fitch ratings) of A+. All banks
are registered with the Reserve Bank of New Zealand.
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INVESTMENT POLICY

INTRODUCTION

Council generally holds investments for strategic reasons where there is some community, social or
economic benefit accruing from the investment activity, or because it is required to do so by covenant.
Generating a commercial return on strategic investments is considered a secondary objective.
Investments and associated risks are monitored and managed, and regularly reported to Council.
Specific purposes for maintaining investments include:

e strategic purposes consistent with Council’s Long Term Plan

e provide alternative funds to rates for future commitments

e retention of vested land

e holding short term investments for working capital requirements

e support inter-generational allocations

e provide liquid funds in the event of an emergency

e funding for Restricted Reserves and Council Created Reserves

e investing proceeds from the sale of assets

Council recognises that as a responsible public authority all investments held, should be low risk and
that this generally mean lower returns.

OBJECTIVES

In its financial investment activity, Council’s primary objective when investing is the protection of its
investment capital and that a prudent approach to risk/ return is always applied within the confines
of this policy. Accordingly, only approved credit-worthy counterparties are acceptable. The Council
will act effectively and appropriately to:

e protect its investments

e ensure the investments benefit the community
e maintain a prudent level of liquidity and flexibility to meet both planned and unforeseen cash
requirements
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POLICY

The Council’s general policy on investments is that:
e Council may hold financial, property, forestry, and equity investments if there are strategic or

economic reasons

e Council will keep under review its approach to all major investments and the credit rating of
approved financial institutions.

e Council will review its policies on holding investments at least once every three years.

ACQUISITION OF NEW INVESTMENTS

With the exception of financial investments, new investments are acquired if an opportunity arises
and approval is given by the appropriate Council committee, based on advice and recommendations
from Council officers. Before approving any new investments, Council gives due consideration to the
contribution the investment will make in fulfilling Council’s strategic objectives, and the financial
risks of owning the investment.

The authority to acquire financial investments is contained within the delegation manual.
Performance of Council’s investment portfolio is reported quarterly.

INVESTMENT MIX
Council may maintain the following mix of investments:

Equity investments

Council maintains equity investments in Council Controlled Organisations [CCOs] and other minor
shareholdings. Council’s equity investments fulfil various strategic, economic and financial objectives
as outlined in the LTP.

Council seeks to achieve an acceptable rate of return on all its equity investments consistent with

the nature and purpose of the investment. Dividends received from CCOs and unlisted companies
not controlled by Council are recognised when they are received in the consolidated revenue and

expense account.

Any purchase or disposition of equity investments requires Council approval and any gain or loss
arising from the sale of these investments is to be recognised in the Statement of Financial
Performance.

Council may also acquire shares that are gifted or are a result of restructuring.

Unless otherwise directed by Council, the proceeds from the disposition of equity investments will
be used firstly to repay any debt relating to the investment and then included in the relevant
consolidated capital account.

Council recognises that there are risks associated with holding equity investments and to minimise
these risks Council, or nominated Committee, monitors the performance of its equity investments
on a twice yearly basis to ensure that the stated objectives are being achieved. Council seeks
professional advice regarding its equity investments when it considers this appropriate.
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New Zealand Local Government Funding Agency Limited

Council may invest in shares and other financial instruments of the New Zealand Local Government
Funding Agency Limited (LGFA), and may borrow to fund that investment.
The Council's objective in making any such investment will be to:

e Obtain a return on the investment.

e Ensure that the LGFA has sufficient capital to become and remain viable, meaning that it
continues as a potential source of debt funding for the Council.

Due to these dual objectives, the Council may invest in LGFA shares in circumstances in which the
return on that investment is potentially lower than the return it could achieve with alternative
investments. If required in connection with the investment, the Council may also subscribe for
uncalled capital in the LGFA and act as guarantor.

As a borrower, Council’s investment is recognised through shares and borrower notes. As an
investor in LGFA shares and as a Guarantor, Council subscribes for uncalled capital in the LGFA.

Property investments

Council’s overall objective is to only own property that is necessary to achieve its strategic
objectives.

As a general rule, Council will not maintain a property investment where it is not essential to the
delivery of relevant services, and property is only retained where it relates to a primary output of
Council. Council reviews property ownership through assessing the benefits of continued ownership
in comparison to other arrangements which could deliver the same results. This assessment is based
on the most financially viable method of achieving the delivery of Council services. Council generally
follows similar assessment criteria in relation to new property investments.

Council reviews the performance of its property investments on a regular basis. All income, including
rentals and ground rent from property investments is included in the consolidated revenue account.
All rented or leased properties will be at market rentals, except where Council has identified a level
of subsidy that is appropriate.

Properties for sale are to be marketed in accordance with statutory requirements and in a manner
that does not disrupt the market place, and in consultation with Community Boards and Committees
where appropriate.

Any purchased properties must be supported by a current registered valuation, substantiated by
management including a fully worked capital expenditure analysis.

Forestry investments

Forestry assets are held as long term investments on the basis of net positive discounted cash flows,
factoring in projected market prices and annual maintenance and cutting costs.

All income from forestry is included in the consolidated revenue account.

Any disposition of these investments requires Council approval. The proceeds from forestry
disposition are used firstly to repay related borrowings and then included in the relevant
consolidated capital account.
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Financial investments

Council’s primary objectives when investing is the protection of its investment capital. Accordingly,
Council may only invest in approved creditworthy counterparties. Credit ratings are monitored and
reported quarterly to Council.

Council may invest in approved financial instruments as set out below:

Short Term (up to 90 days)
e (Call and Short term bank deposits
e Bank registered certificates of deposit (RCDs)

Core investments
e LGFA borrower notes / CP / bills / bonds
e NZ Government, Local Authority stock or State Owned Enterprise (SOE) bonds
e Bank and corporate bonds (senior)
e Corporate promissory notes/Commercial paper (senior)

All investments must be senior in ranking. The following types of investments are expressly
excluded;

e Structured debt where the issuing entities are not a primary borrower/issuer
e Sub-ordinated debt (other than Borrower Notes subscribed from the LGFA), junior debt,
perpetual bonds and hybrid notes such as convertibles

These investments are aligned with Council’s objective of investing in high credit quality and highly
liquid assets.

Council’s investment portfolio will be arranged to provide sufficient funds for planned expenditure
and allow for the payment of obligations as they fall due. Council prudently manages liquid financial
investments as follows:

e Any liquid investments must be restricted to a term that meets future cash flow and capital
expenditure projections.

e Interest income from financial investments is credited to general funds, except for income
from investments for special funds, reserve funds and other funds where interest may be
credited to the particular fund.

e Internal borrowing will be used wherever possible to avoid external borrowing.

Special funds and reserve funds

Liquid assets are not required to be held against special funds and reserve funds. Instead Council will
internally borrow or utilise these funds wherever possible.

Trust funds

Where Council hold funds as a trustee, or manages funds for a Trust then such funds must be
invested on the terms provided within the Trust. If the Trust’s investment policy is not specified then
this policy should apply.
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Loan Advances

Council may provide advances to CCOs, CCTOs, charitable trusts and community organisations for
strategic purposes only. New loan advances are by Council resolution only. Council does not lend
money, or provide any other financial accommodation, to a CCO or CCTO on terms and conditions
that are more favourable to the CCO or CCTO than those that would apply if Council were borrowing
the money or obtaining the financial accommodation.

Council reviews performance of its loan advances on a regular basis to ensure strategic and
economic objectives are being achieved. The GMCS monitors loan advances and reports to Council
quarterly.

RISK MANAGEMENT

Investment Maturity/Interest Rate Risk Control Limits

Council’s primary objective when investing is the protection of its investment. Accordingly, only high
quality creditworthy counterparties are acceptable. Creditworthy counterparties (other than
Government) are selected on the basis of their current Standard and Poor’s (S&P) or equivalent
rating (i.e. Fitch, Moody’s).

Within the above credit constraints Council also seeks to:
e Ensure investments are negotiable and liquid

e Optimise investment return within policy maturity limits; and
e Manage potential capital losses if investments need to be liquidated before maturity.

The following operating principles capture Council’s investment objectives as stated above and form
the basis for its investment activity:

e Credit risk is minimised by placing maximum issuer and portfolio limits for each broad class of
non-Government issuer and by limiting investments to strongly rated registered banks, local
authorities, SOE’s and corporates, and issuers secured by rates within prescribed amounts.

e Liquidity risk is minimised by ensuring that all negotiable investments must be capable of
being liquidated in a readily available secondary market. Furthermore, Council must maintain
at least 50% of its investments with a maturity of less than one year. The maximum
investment term is no greater than 2 years.

An important objective of the financial investment portfolio is to match the portfolio’s maturity term
to planned expenditure thereby ensuring that investments are available when required. Financial
investments should be restricted to a term that meets future cash flow projections and be mindful of
forecast debt associated with future capital expenditure programs as outlined within the LTP.

Foreign Exchange Risk

Council has foreign exchange exposure through the occasional purchase of foreign exchange
dominated plant, equipment and services. The library may also purchase items in foreign currency
amounts.
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Generally, all significant commitments for foreign exchange are hedged using foreign exchange
contracts, once expenditure is committed and approved. Routine small payments are converted at
the spot exchange rate on the date of payment. Both spot and forward foreign exchange contracts
can be used by Council.

Council shall not borrow or enter into incidental arrangements, within or outside New Zealand, in
currency other than New Zealand currency.

Counterparty Credit Risk

Counterparty credit risk is the risk of losses (realised or unrealised) arising from a counterparty
defaulting on a financial instrument where the Council is a party. The credit risk to the Council in a
default event will be weighted differently depending on the type of instrument entered into.

Credit risk will be regularly reviewed by the Council. Treasury related transactions would only be
entered into with organisations specifically approved by the Council.

Counterparties and limits can only be approved on the basis of long-term Standard & Poor’s, (S&P)
credit ratings (or equivalent Fitch or Moody’s rating) being A and above and/or short term rating of A-
1 or above.

Limits should be spread amongst a number of counterparties to avoid concentrations of credit
exposure.

The following matrix guide will determine limits:

. Risk management
Minimum S&Plong |Investments . .
' K instruments Total maximum per
Counterparty/issuer term/short term maximum per )
credit rating counterparty ($m) I counterparty (Sm)
counterparty ($m)
NZ Government N/A Unlimited None Unlimited
Local Government
AA-fA-1 4 None .
Funding Agency (LGFA) / 30.0 30.0
NZ Registered Bank A/A-1 2.0 8.0 10.0
Local
Government/SOE/Stock/Bo A+/A-1 1.0 None 1.0
nds/FRN/CP*
Corporate Bonds/CP** A+/A-1 1.0 None 1.0

* Subject to a maximum exposure no greater than 10% of the portfolio being invested in Local
Government/SOE debt at any one point in time. The maximum portfolio exposure limit does not
apply to the LGFA.

**Subject to a maximum exposure no greater than 20% of the portfolio being invested in corporate
debt securities at any one point in time.

In determining the usage of the above gross limits, the following product weightings will be used:
o Investments (e.g. Bank Deposits) — Transaction Principal x Weighting 100%
(unless a legal right of setoff exists).
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o Interest Rate Risk Management (e.g. swaps, FRAs) — Transaction Notional x Maturity (years) x 3%.
e Foreign Exchange — Transaction face value amount x square root of the Maturity (years) x 15%.

To avoid undue concentration of exposures, financial instruments should be used with as wide a
range of approved counterparties as possible. Maturities should be well spread. The approval
process must take into account the liquidity of the market and prevailing market conditions the
instrument is traded in and re-priced from.

DEPARTURES FROM NORMAL POLICY

The Council may, in its discretion, depart from the Investment Policies where is considers that the
departure would advance its broader social or other policy objectives. Any resolution authorising an
investment under this provision shall note that it departs from the Council’s ordinary policy and the
reasons justifying that departure.

INVESTMENT MANAGEMENT AND REPORTING PROCEDURES

Council’s investments are reviewed on a regular basis, with sufficient minimum immediate cash
reserves and a cash buffer maintained. The daily cash position is monitored and managed. Long-
term cash flow is managed through a rolling forecast. To maintain liquidity, Council’s short and long-
term investment maturities are matched with Council’s known cash flow requirements.

The performance of Council investments is regularly reviewed to ensure Council’s strategic
objectives are being met. Both performance and policy compliance are reviewed. Internal
investment reports are a vital management tool and are produced and reported to Council on a
quarterly and annual basis.
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Report WeSTLAND

DISTRICT COUNCIL

DATE: 24 August 2017
TO: Mayor and Councillors
FROM: Group Manager: Corporate Services

PARTICIPATION IN LOCAL GOVERNMENT FUNDING AGENCY - STATEMENT
OF PROPOSAL

1 SUMMARY

1.1 ~ The purpose of this report is to present the Statement of Proposal to participate
in the Local Government Funding Agency (LGFA) as a borrower, and not as
a Principle Shareholding Authority or as a Guaranteeing Local Authority for
adoption and public consultation.

1.2 This issue arises due to Local Authorities having to face a number of debt
related issues.

1.3 Council seeks to meet its obligations under the Local Government Act 2002
[LGA] and the achievement of the District Vision adopted by Council as part
of the Long Term Plan 2015-25 [LTP] . These are stated on Page 2 of this
agenda.

1.4 This report concludes by recommending that Council adopts the statement of
proposal for participation in the Local Government Funding Agency as a
borrower.

2 BACKGROUND
2.1  Local Authorities have significant existing and forecast debt requirements.
2.2 Pricing, length of funding term and other terms and conditions vary

considerably across the sector and are less than optimal. This is due to limited
debt sources, a fragmented sector and regulatory restrictions.
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2.3  The New Zealand local authorities and central government undertook a
detailed review and analysis of the borrowing environment in which New
Zealand local authorities borrow.

24  The LGFA was developed to create the opportunity for a centralised local
authority debt vehicle to generate significant benefits, due to the similar nature
of local authorities, the large sector borrowing requirements and strong
security position of local authorities.

2.5  LGFA provides:
2.5.1 Cheaper borrowing costs.
2.5.2 Scale, and is less fragmented.
2.5.3 Reliable access to long term funding.
2.5.4 Access to international funding markets.
2.5.,5 Less reliance restricted to NZ funding market.
2.5.6 Improved credit rating and liquidity.

CURRENT SITUATION

3.1  The Council currently holds debt of $16.8m and is proposing to participate in
the LGFA scheme because it believes participation provides an opportunity to
borrow at lower interest margins, and that the benefit outweighs any costs and
risks associated with the LGFA scheme.

3.2 Analysis of the costs and benefits is included in Part C of the information
Memorandum included in the Statement of Proposal attached as Appendix 1.

3.3  Council proposes to access long-term core intergenerational debt through the
LGFA, and use committed bank facilities for short-term debt purposes.

OPTIONS
41 Do nothing

42  Adopt the statement of proposal attached as Appendix 1.
43  Adopt a modified statement of proposal.
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SIGNIFICANCE AND ENGAGEMENT

5.1  The decision to adopt a statement of proposal is in itself administrative and
of low significance. By reference to Council’s policy on Significance and
Engagement the matter considered in the Statement of Proposal attached as
Appendix 1 is deemed to be of moderate significance.

5.2 Section 56 of the Local Government Act 2002 (LGA 2002) provides that a
proposal to establish a council-controlled organisation (CCO) (which
includes a CCTO) must be adopted following consultation in accordance

with section 82 before a local authority may establish or become a
shareholder in the CCO.

53  Atany level of participation (including as a borrower), the Council either
will become a shareholder, or will enter into commitments that could result
in it becoming a shareholder in LGFA.

5.4  Consultation is required to be undertaken via the Special Consultative
Procedure in accordance with s82 LGA.

ASSESSMENT OF OPTIONS (INCLUDING FINANCIAL IMPLICATIONS)

6.1 Do nothing
Since the matter is considered sufficiently significant to require consultation
the matter cannot proceed without a statement of proposal.

6.2  Adopt the Statement of Proposal attached as Appendix 1.
A formal consultation on this matter allows Council to fully examine the
potential consequences of the matter and for the community to provide input
to the process. Council can consult via its existing media, as expressed in the
Statement of Proposal, at relatively low cost.

6.3  Adopt a modified statement of proposal.
Council may wish to amend the proposal.

PREFERRED OPTION AND REASONS

7.1  The preferred option is 2: Adopt the Statement of Proposal attached as
Appendix 1. This represents the most viable and efficient option based on the
analysis completed to date. It would allow consultation to proceed.
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8 RECOMMENDATIONS

A)  THAT Council adopts the Statement of Proposal attached as Appendix 1.

Lesley Crichton
Group Manager: Corporate Services

Appendix1:  Statement of Proposal to participate in the Local Government Funding Agency as a
borrower.
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STATEMENT OF PROPOSAL
Westland District Council
Participation in New Zealand Local Government Funding Agency

Limited

Date: 24 August 2017
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Introduction

The Westland District Council is considering participating in the New Zealand Local Government
Funding Agency Limited (LGFA), which is a council-controlled trading organisation (CCTO).

Council is proposing it will participate as a borrower but not as a Principal Shareholding Local
Authority or as a Guaranteeing Local Authority.

The LGFA is established by the local authority sector and the Crown to enable local authorities
to borrow at lower interest margins than would otherwise be available. The LGFA is recognised
in legislation.

All member local authorities are able to borrow from the LGFA, but different benefits apply
depending on the level of participation. Most local authorities borrowing from LGFA will have
some shareholding and/or enter into guarantees in favour of the LGFA and other local
authorities. This is certainly the case for Principal Shareholding and Guaranteeing Local
Authorities. Local authorities which borrow from the LGFA without entering into the guarantee will
only be able to borrow a limited amount, and will be required to pay higher funding costs.

Principal Shareholding Local Authorities are required to invest capital in the LGFA, but expected
to receive a return on that capital.

Any local authority that borrows from the LGFA will be required to provide LGFA with subordinated
debt (borrower notes, to the value of a percentage of the amount borrowed). These borrower
notes will be held by the local authority while the borrowing is outstanding and may be certain
situations convert to redeemable preference shares in LGFA.

An Information Memorandum, describing the arrangements in detail, is attached as Appendix 1,
and forms part of this proposal. A number of terms which are used in this proposal are defined in
that Information Memorandum.

Summary of Proposal

Given the short nature of this entire Statement of Proposal, Council is not producing a separate
summary.

Statutory Considerations

Section 56 of the Local Government Act 2002 (LGA 2002) provides that a proposal to
establish a council-controlled organisation (CCO) (which includes a CCTO) must be adopted
following consultation in accordance with section 82 before a local authority may establish or
become a shareholder in the CCO. At any level of participation (including as a borrower), the
Council either will become a shareholder, or will enter into commitments that could result in it
becoming a shareholder, in LGFA. The purpose of this consultation is to enable the Council to
enter into these commitments.

Reasons for Proposal

The Council is proposing participating in the LGFA Scheme because it believes it provides an
opportunity that will enable it to borrow at lower interest margins, and that this benefit outweighs
any costs and risks associated with the LGFA Scheme. A discussion of these costs and benefits
is included as Part C of the Information Memorandum.

The Council is proposing to participate solely as a potential borrower and not as a Principal
Shareholding Local Authority or a Guaranteeing Local Authority for two reasons:
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(&) Council’'s view is that for the Westland District Council the risks associated with being a

Principal Shareholding Local Authority or a Guaranteeing Local Authority outweighs the
rewards.

(b) Westland District Council is not in a position to commit the required capital to be a Principal

Shareholding Local Authority.

The Council is consulting on this proposal for the reasons set out above under "Statutory
Considerations".

Analysis of Reasonably Practicable Options

The reasonably practicable options are as follows:

1.

2.

4.

Participate in the LGFA Scheme as a Principal Shareholding Local Authority.

Participate in the LGFA Scheme as a Guaranteeing Local Authority, but not a
Principal Shareholding Local Authority.

Participate in the LGFA Scheme, but not as a Principal Shareholding Local
Authority or as a Guaranteeing Local Authority, but simply as a borrower.

Not participate in the LGFA Scheme.

Part C of the Information Memorandum sets out an analysis of the costs and benefits of
participating in the LGFA Scheme. That analysis is supplemented by some consideration of the
Council's specific circumstances below.

Q. Should the Council participate in the LGFA Scheme as a Principal Shareholding Local
Authority or as a Guaranteeing Local Authority?

Investing in the LGFA Scheme as a Principal Shareholding Local Authority would provide
the lowest cost option for borrowing by:

(&) As discussed in the Information Memorandum (in Part C), a return will be paid on the
capital investment made by Principal Shareholding Local Authorities.

(b) If the Council participates as a Principal Shareholding Local Authority, that increases the
chance that the LGFA Scheme will be viable, and that the Council will be able to gain
the benefits of participating in it.

However, there is an associated shared risk through:

e Westland District Council is not in a position to commit the required capital to be a
Principal Shareholding Local Authority

e Principle Shareholding Local Authorities will be required to subscribe for uncalled capital
which is equal in amount to its paid up equity contribution. LGFA would only call uncalled
capital if there is a risk of imminent default. However, such a call is likely to be made
before the guarantee or additional equity commitments are utilized.

e Guaranteeing Local Authorities being required to guarantee the obligations of all other
Guaranteeing Local Authorities and the obligations of the LGFA.
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e Guaranteeing Local Authorities commit to contributing additional equity to the LGFA if
there an imminent risk that the LGFA will default.

(Refer to the Summary of transactions a Council will enter into if it joins the LGFA Scheme
in Appendix 1 (Information Memorandum) for detail on what commitments will be made if
participating as a Principal Shareholding Local Authority or as a Guaranteeing Local
Authority.)

The risk is assessed as low. Nonetheless itis a risk that the Council is proposing not to take.

Consequently, the Council is proposing that option (1) and option (2) NOT be adopted.

Q. Should the Council participate in the LGFA Scheme as a borrower (and not as a Principal
Shareholding Local Authority or a Guaranteeing Local Authority)?

It is assumed that membership would be as a non-guaranteeing borrower so current LGFA
pricing has been used for maturity terms 2021, 2022 and 2023. An amount of $15m has
been assumed to be refinanced through issuing LGFA bonds of $5m for each maturity
date. Upon repaying the bank debt, the equivalent of $15m of bank facilities would be
cancelled. The Council estimates that the annual borrowing cost saving based on
prevailing LGFA pricing is around $80,000 per annum.

Consequently, the Council proposes that Option (3) is adopted.

Investment Policy

The Council's Investment Policy includes a statement to make clear that the Council's
investment activity includes the LGFA.

The primary objective for Council's interest in LGFA is to lower the Council's cost of borrowing.

Liability Management Policy

The Council's Liability Management Policy makes it clear that the Council may participate in the
LGFA Scheme, including borrowing from the LGFA and entering into the transactions relating to
that borrowing described in paragraph 63 of the Information Memorandum.

The primary objective of these changes is to allow borrowing by the Council at lower
interest margins than it currently faces.

Opportunity to Make Submissions

This proposal will be distributed, and available for inspection and copying, as required by section
82A of the Local Government Act 2002.

This statement of proposal is available for inspection at Council’s main office (36 Weld Street,
Hokitika and any other place the Council considers appropriate to ensure all interested persons
have a reasonable opportunity to view the proposal eg on Council's website;
www.westlanddc.govt.nz. Visitor information centre, Library.
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Submissions on this proposal must be in writing and addressed to the Council. Submissions may
be sent either:

e by postto the Group Manager, Corporate Services, Westland District Council,36 Weld Street,
Private bag 704, Hokitika 7842; or

e by email to consult@westlanddc.govt.nz.or

e Delivery to the Customer Service Centre, 36 Weld Street, Hokitika.

Submissions must be received no later than 5.00 pm on 29 September 2017.

Any person or organisation who makes a submission has a right to be heard by the
Council. Submitters who wish to be heard must request this in their submission.

Every submission will be:

e acknowledged by the Council in accordance with the LGA 2002,
e copied and made available to the public.

The LGA 2002 requires the Council to make all written submissions on this consultation available
to the public. This requirement is subject to the provisions of the Local Government Official
Information and Meetings Act 1987. If you consider there to be compelling reasons why your
contact details and/or submission should be kept confidential, you should advise within your
submission.

The consultation process dates are as follows:

24 August 2017 adopts statement of proposal and summary of proposal

28 August 2017 public notice of proposal and consultation process in Local
newspapers, Council website, electronic newsletter and local radio
stations.

29 September 2017 submissions close at 5.00 pm

October 2017 If a hearing is necessary
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Appendix 1

LOCAL GOVERNMENT FUNDING AGENCY SCHEME

INFORMATION MEMORANDUM

PART A — INTRODUCTION AND PURPOSE
Purpose of Information Memorandum

1. This Information Memorandum provides a description of the structure for local
authorities (LGFA Scheme), which is designed to enable participating local
authorities (Participating Local Authorities) to borrow at lower interest margins
than they would otherwise pay.

2. The purpose of this Information Memorandum is to provide information to
supplement any consultation materials prepared by local authorities consulting on
whether to participate in the LGFA Scheme.

3. This Information Memorandum is divided into three parts:

(@) This Part A (Introduction and Purpose), which sets out the purpose of the
Information Memorandum and provides some background on the purpose of,
and rationale for, the LGFA Scheme.

(b) Part B (How the LGFA Scheme Works), which sets out the characteristics of
the LGFA Scheme, and the transactions that Participating Local Authorities
enter into as part of their participation in the LGFA Scheme.

(c) Part C (Local Authority Costs and Benefits), which sets out the costs and
benefits to individual local authorities of participating in the LGFA Scheme.

Origin of the LGFA Scheme

4. The LGFA Scheme was developed by a group of New Zealand local authorities and
central government. That development involved:

(a) undertaking a detailed review and analysis of:

() the borrowing environment in which New Zealand local authorities
borrow; and

(i) centralised local authority debt vehicle structures that have been
developed offshore to successfully lower the cost of local authority
borrowing;

(b) using this review and analysis to develop a funding structure (the LGFA
Scheme), which is anticipated to deliver significant benefits to New Zealand
local authorities;

(c) confirming with rating agencies that the proposed LGFA Scheme can
achieve a high enough credit rating to deliver the anticipated benefits;
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(d) obtaining formal central government support to facilitate establishment of the
LGFA Scheme.

Rationale for LGFA Scheme
New Zealand Local Authority debt market
5. New Zealand local authorities face a number of debt related issues.

6. First, local authorities have significant existing and forecast debt requirements.
Current long-term council community plans indicate that local authority debt will
reach $20,036 million over the next 5 years.

7. Secondly, pricing, length of funding term and other terms and conditions vary
considerably across the sector and are less than optimal. This is due to:

(@) Limited debt sources — Local authorities’ debt funding options are limited to
the banks, private placements and wholesale bonds (issuance to wholesale
investors), and, to a lesser extent, retail bonds. Increasing local authority
sector funding requirements and domestic funding capacity constraints are
likely to further negatively impact pricing, terms and conditions and flexibility of
local authority sector debt.

(b) Fragmented sector — There are 78 local authorities. Individually, a significant
proportion of these local authorities lack scale - the 10 largest account for
~70%

(c) Regulatory restrictions - Offshore (foreign currency) capital markets are
closed to local authorities and the process for local authority retail bond
issuance is burdensome.

Addressing the local authority debt issues

8. Each of these issues needs to be addressed to rectify this situation. The LGFA
Scheme rectified the situation by the following reasons:

(a) Individually, local authorities were not able to attain significant scale
(except organically in the long-term).

(b) At a sector level it may be possible to address the issue regarding
regulation, but regulators are likely to remain reluctant to significantly ease
restrictions on financial management across the sector without gaining
significant comfort as to the sophistication of the financial management of all
local authorities. Even if this issue were addressed by regulators, this change
alone would be insufficient to provide a major step change.

9. The LGFA Scheme was developed because of the homogenous nature of local
authorities; the large sector borrowing requirements and the high credit quality /
strong security position (i.e. charge over rates) of local authorities, created the
opportunity for a centralised local authority debt vehicle to generate significant
benefits.
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10. There are numerous precedents globally of successful vehicles which pool local
authority debt and fund themselves through issuing their own financial instruments
to investors. Such vehicles achieve success through:

(a) “Credit rating arbitrage” — Attaining a credit rating higher than that of the
individual underlying assets (local authority borrowers) and therefore being
able to borrow at lower margins.

(b) "Economies of scale" — By pooling debt the vehicles can access a wider range
of debt sources and spread fixed operating costs, thereby reducing the $ cost
per $ of debt raised.

(c) “Regulatory arbitrage” — The vehicles can receive different regulatory
treatment than the underlying local authorities, improving their ability to
efficiently raise debt eg through access to offshore foreign currency debt
markets.

11. The offshore precedents are typically owned by the local authorities in the relevant
jurisdiction (often with central government involvement), and that is similar to the
LGFA Scheme.

PART B — HOW THE LGFA SCHEME WORKS
Basic structure of the LGFA Scheme

12. The basic structure of the LGFA Scheme is that a company is established which
will borrow funds and lend them on to local authorities at lower interest margins than
those local authorities would pay to other lenders.

New Zealand Local Government Funding Agency Limited

13. LGFA was incorporated as a limited liability company under the Companies Act 1993
on 1 December 2011, and is subject to the requirements of the Local Government
Act 2002. Its shares are held entirely by central government and by local authorities.

14, There are currently 31 shareholders comprising New Zealand Government at 20%
and 30 Councils at 80%. As a result the LGFA is a council-controlled organisation.

15. The LGFA was established solely for the purposes of the LGFA Scheme, and its
activities will be limited to performing its function under the LGFA Scheme.

16. A number of local authorities (Principal Shareholding Local Authorities) hold all,
of those shares that are not held by central government. The Principal Shareholding
Local Authorities have contributed capital and, as compensation for their capital
contribution, will receive a pre-determined return on this capital. However, the over-
arching objective is that the benefits of the LGFA Scheme are passed to local
authorities as lower borrowing margins, rather than being passed to shareholders as
maximised profits.
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Design to minimise default risk

17. One of the things which is critical to the LGFA Scheme delivering its anticipated
benefits is the achievement of a high credit rating for the LGFA (to achieve the
credit rating arbitrage referred to in paragraph 10(a)). Consequently there are a
number of features of the LGFA Scheme which are included to provide the
protections for creditors which rating agencies require before agreeing to a high
credit rating. These features are described in paragraphs 19 to 54 below.

18. Before agreeing to a high credit rating, rating agencies will consider the risks of
both short term and long term default. Short term default is where a payment
obligation is not met on time. Long term default is where a payment obligation is
never met. In many cases short term default will inevitably translate into long term
default, but this is not always the case — a short term default may be caused by a
temporary liquidity problem (ie a temporary shortage of readily available cash).

Features of the LGFA Scheme designed to reduce short term default risk

19. When a local authority borrows, the risk of short term default, although low, is
probably significantly higher than its risk of long term default. In the long term it
can assess and collect sufficient rates revenue to cover almost any shortfall, but
such revenue cannot be collected quickly. Consequently, there is a risk that
inadequate liability and revenue management could lead to temporary liquidity
problems and short term default.

20. The principal asset of the LGFA will be local authority debt, so such temporary
liquidity risks are effectively passed on to the LGFA. Consequently, the rating
agencies will look for safeguards to ensure that liquidity problems of a Participating
Local Authority will not lead to a default by the LGFA.

21. There are two principal safeguards that the LGFA has put in place to manage
short term default (liquidity) risk:

(& It holds a certain amount of cash and other liquid investments (investments
which can be quickly turned into cash).

(b) It has a borrowing facility with central government which allows it to borrow
funds from central government if required.

22. It is expected that these safeguards will sufficiently reduce any short term default
risk.
Features of the LGFA Scheme designed to reduce long term default risk

23. There are a number of safeguards that the LGFA has put in place to manage long
term default risk, the most important of which are set out below:

(@) The LGFA requires all local authorities that borrow from it to secure that
borrowing with a charge over that local authority’s rates revenue (Rates
Charge).

(b) The LGFA maintains a minimum capital adequacy ratio (or have some
equivalent capital adequacy safeguard).
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(c) The Principal Shareholding Local Authorities are required to subscribe for
uncalled capital in an equal amount to their paid up equity contribution.

(d) The LGFA require most, or possibly all, Participating Local Authorities
(Guaranteeing Local Authorities) to guarantee the obligations of all other
Guaranteeing Local Authorities and the obligations of the LGFA.

(e) The Guaranteeing Local Authorities will commit to contributing additional
equity to the LGFA if there an imminent risk that the LGFA will default.

() The LGFA hedge any exposure to interest rate and foreign currency
fluctuations to ensure that such fluctuations do not significantly affect its ability
to meet its payment obligations.

(g) The LGFA put in place risk management policies in relation to its borrowing
and lending designed to minimise its risk. For example, it will impose limits on
the percentage of lending which is made to any one local authority to ensure
that its credit risk is suitably diversified.

(h) The LGFA ensure that its operations are run in a way that minimises
operational risk.

24, Additional detail in relation to the features referred to in paragraphs 24(a) to 24(e)
is set out below.

Rates Charge

25. All local authorities borrowing from the LGFA arerequired to secure that borrowing
with a Rates Charge. Many but not all, local authorities have a Rates Charge in
place already.

26. This is a powerful form of security for the LGFA, because it means that, if the
relevant local authority defaults, a receiver appointed by the LGFA can assess
and collect sufficient rates in the relevant district or region to recover the defaulted
payments. Consequently, it significantly reduces the risk of long term default by a
local authority borrower.

27. From a local authority's point of view it is also advantageous, because, so long as
the local authority does not default, it is entitled to conduct its affairs without any
interference or restriction. This contrasts with most security arrangements, which
involve restrictions being imposed on a borrower's use of its own assets by the
relevant lender.

Minimum capital

28. One important safeguard against long-term default for the LGFA will be having a
minimum capital adequacy ratio (a ratio which measures the relative amounts of
equity and debt-based assets which an entity has). This ratio is important, because
it provides an indication of the ability of the LGFA to ultimately repay all of its debts
despite local authorities that have borrowed from it defaulting or some other loss
occurring.

29. The minimum capital adequacy ratio requirement is likely to be that the equity of
the LGFA is an amount equal to at least 1.6% of its total assets.
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Sources of equity for capital adequacy purposes

30. The equity held by the LGFA to ensure that it meets its minimum capital adequacy
ratio requirement comes from two sources. First, central government and the
Principal Shareholding Local Authorities contribute initial equity as the issue price of
their initial shareholdings. Secondly, it is anticipated that each Participating Local
Authority will, at the time that it borrows from the LGFA, contribute some of that
borrowing back as equity.

31. The way the second source of equity works is that, whenever a Participating Local
Authority borrows, it will not receive the full amount of the borrowing in cash. Instead,
a small percentage of the borrowed amount will remain with the LGFA as equity.
That percentage is to be 1.6% of the amount borrowed.

32. The equity contributed in this way is to be repaid when the borrowing is repaid, so,
in effect, the amount which must be repaid will equal the cash amount actually
advanced.

33. The equity is contributed by subscribing for “Borrower Notes”. The LGFA may
convert borrower notes into redeemable shares

34. To illustrate with an example, if a local authority borrowed $1,000,000 for five
years from the LGFA, it would receive $984,000 in cash and $16,000 of Borrower
Notes. At the end of the five years, it would repay $1,000,000, but would
simultaneously redeem its Borrower Notes for $16,000, meaning its net repayment
was equal to the $984,000 it initially received in cash.

35. A return will be paid on the Borrower Notes, which will be in the form of a dividend
if they are redeemable preference shares. The amount will be the LGFA cost of funds
plus 2.00%.. While it is anticipated that this return will be paid, it will be paid at the
discretion of the LGFA.

36. There is some additional risk to Participating Local Authorities from this arrangement,
because redemption of the Borrower Notes will only occur if the LGFA is able to pay
its other debts. For example, if at the end of five years, the LGFA was insolvent,
the local authority would have to repay $1,000,000, but would not receive its
$16,000 back for redeeming its Borrower Notes.

Uncalled capital

37. Each Principal Shareholding Local Authority will be required to subscribe for uncalled
capital which is equal in amount to its paid up equity contribution (Uncalled Capital).

38. It is anticipated that the Uncalled Capital will only be able to be called by the
LGFA if it determines that there is a risk of imminent default if the call is not made.

However, such a call is likely to be made before the Guarantee or additional equity
commitment described below are utilised.

Guarantee
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39. Participating Local Authorities are required to enter into a guarantee when they
join the LGFA Scheme (Guarantee). Under the Guarantee the Guaranteeing Local
Authorities guarantee the payment obligations of other Guaranteeing Local
Authoritiesto the LGFA (Cross Guarantee), and guarantee the payment obligations
of the LGFA itself (LGFA Guarantee).

40. The purpose of the Guarantee is to provide additional comfort to lenders (and
therefore credit rating agencies) that there will be no long term default, though it may
also be used to cover a short term default if there is a default which cannot be
covered using the protections described in paragraphs 20 to 23 above, but which will
ultimately be fully covered using the rates charge described in paragraphs 26 to 28.
The Guarantee allows the LGFA to draw upon the resource of all Guaranteeing Local
Authorities to avoid defaults.

Risk from Cross Guarantee

41. There are five factors which mitigate the risk to Guaranteeing Local Authorities
under the Cross Guarantee:

@)

(b)

(©)

(d)

(e)

The risk only materialises if another Participating Local Authority defaults on
its debt obligations. It is believed that no such default has ever occurred, which
suggests that the risk of a local authority default is very low.

If a Participating Local Authority defaults, but it is because of temporary
liquidity problems only, the safeguards in place to cover temporary liquidity
shortages may be sufficient for the LGFA never to have to call upon the Cross
Guarantee. The detail of when the LGFA will be able to call upon the Cross
Guarantee is not yet finalised, but it is likely that it will be restricted to
situations in which there is a risk of an imminent default by the LGFA.

It is anticipated that the Guarantee will only be called if a call on the
Uncalled Capital does not generate sufficient funds to eliminate the risk of
an imminent default by the LGFA.

If a Participating Local Authority defaults, the burden will be shared by all
Guaranteeing Local Authorities.

If a Participating Local Authority defaults, the LGFA will exercise its rights under
the Rates Charge to recover the payments defaulted on. The funds
recovered through that exercise of rights will be passed on to the local
authorities who have made payment under the Cross Guarantee, so those local
authorities should, in the long term, be reimbursed for a significant portion, if
not all, of the amount they have paid under the Cross Guarantee. The
statutory processes involved in exercising these rights suggest that funds will
be able to be recovered within 18 months of default.

LGFA Guarantee

42. The LGFA Guarantee will only ever be called if the LGFA defaults. Consequently, a
call on the LGFA Guarantee will only occur if the numerous safeguards put in place
to prevent an LGFA default fail. This is highly unlikely to happen.
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43. If any such default did occur, and the Guaranteeing Local Authorities were called
on under the LGFA Guarantee they could potentially be called on to cover any
payment obligation of the LGFA. Such payment obligations may (without limitation)
include obligations under the following transactions:

(a) A failure by the LGFA to pay its principal lenders.

(b) A failure by the LGFA to repay drawings under the liquidity facility with
central government.

(c) A failure by the LGFA to make payments under the hedging transactions
referred to in paragraph 24(f).

Guarantee risk shared

44, There is a mechanism to ensure that payments made under the Guarantee are
shared between all Guaranteeing Local Authorities. The proportion of any
payments borne by a single Guaranteeing Local Authority is likely to be based on
the number of ratepayers in its district or region, or on some other statistic which is
a proxy for its relative ability to make payments.

Rates Charge

45, It is possible that Guaranteeing Local Authorities will be required to provide a
Rates Charge to secure their obligations under the Guarantee.

Benefits of being a Guaranteeing Local Authority

46. Participating Local Authorities are permitted not to be Guaranteeing Local
Authorities, it will be on the basis that their borrowings are only allowed to reach a
limited level, less than $20,000,000. Such local authorities will also be required to
pay higher interest margins.

47. Guaranteeing Local Authorities will, therefore, have the benefit of not having this
low limit on borrowing, and will pay lower funding costs.

Additional equity commitment

48. In addition to the equity contributions made in conjunction with borrowing, all
Guaranteeing Local Authorities are likely to be required to commit to contributing
equity if required under certain circumstances. It is expected that calls on any
such commitments will be limited to situations in which there is a risk of imminent
default by the LGFA.

49, A call for additional equity contributions will only be made if calls on the uncalled
Capital and on the Cross Guarantee will not be sufficient to eliminate the risk of
imminent default by the LGFA. Consequently, the factors which limit the risk in
relation to the Cross Guarantee also apply here.

50. If an additional equity contribution is required, the LGFA will lend the money
required to make that contribution to the relevant local authority. For example, if
$100,000 was required, the LGFA might issue $100,000 of shares to the local
authority and, in return, the local authority would owe it a debt of $100,000.
Consequently, there would be no requirement on the local authority to immediately
make a cash payment. However, such a debt would ultimately have to be paid if the
LGFA never regained a position in which it could buy back the shares.
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51. It is possible that Guaranteeing Local Authorities will be required to provide a
Rates Charge to secure their obligations to contribute additional equity.

Initial purchase of a single share

52. It is possible that Guaranteeing Local Authorities may be required to initially
subscribe for 1 share in the LGFA. This is so that, if they have an ongoing
commitment to subscribe for shares when required, they will already be a
shareholder in the LGFA. The significance of this is that they will not be required,
when subscribing for further shares, to go through the special consultative process
associated with becoming a shareholder in a council-controlled organisation.

Characteristics designed to make the LGFA Scheme fair for all Participating Local
Authorities

53. The principal risk involved with the LGFA Scheme is that Participating Local
Authorities will default on their payment obligations. The greater this risk is, the
less attractive participation in the LGFA Scheme is for all Participating Local
Authorities.

54. The Participating Local Authorities do not create this risk in equal amounts. There
are some that carry a greater default risk than others, and therefore contribute
disproportionately to the overall risk in the LGFA Scheme. Those local authorities
are also the local authorities that would be likely to pay the highest interest
margins if they borrowed outside the LGFA Scheme, and so potentially benefit the
most from the LGFA Scheme.

55. To avoid, or at least minimise, what is effectively cross subsidisation of the higher
risk local authorities by the lower risk local authorities different interest margins will
be paid by different local authorities when they borrow from the LGFA, with
those carrying the higher default risk paying the higher interest margins.

Viability of the LGFA Scheme dependent on participation levels

56. The modelling and other analysis done by Cameron Partners and Asia Pacific
Risk Management (APRM) suggests that the LGFA Scheme will be viable (in that
it will deliver sufficient benefits to justify its establishment and continued existence)
if:
(a) the LGFA maintains a high enough credit rating; and

(b) sufficient funds are borrowed through it to obtain the economies of scale
benefits referred to in paragraph 10(b).

57. An AA+ credit rating with Standard and Poor and Fitch is maintained.

58. Consequently, the participation of sufficient local authorities, both initially as Principal
Shareholding Local Authorities (to contribute initial capital) and in meeting their
ongoing borrowing requirements through the LGFA Scheme is critical.

59. The Principal Shareholding Local Authorities has collectively contributed $20 million

by way of initial capital contribution. What this amounts to on a per-local authority
basis will depend on the number of Principal Shareholding Local Authorities.
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60. The Principal Shareholding Local Authorities are required to meet a certain
proportion of their borrowing needs through the LGFA Scheme for an initial period,
to ensure that the critical amount of utilisation is achieved.

Summary of transactions a Council will enter into if it joins the LGFA Scheme

61. If a Council joins the LGFA Scheme as a Principal Shareholding Local Authority, it
will:

(&) subscribe for shares in the LGFA to provide it with capital (see paragraphs 16
and 31);

(b) possibly commit to meeting a certain proportion of its borrowing needs from
the LGFA (see paragraph 62);

(c) borrow from the LGFA;

(d) subscribe for Uncalled Capital in the LGFA (see discussion in paragraphs 38
to 39 above);

(e) subscribe for Borrower Notes (see discussion in paragraphs 32 to 37);
(f)  enter into the Guarantee (see discussion in paragraphs 40 to 45 above);

(g) commit to providing additional equity to the LGFA under certain
circumstances (see discussion in paragraphs 49 to 53 above);

(h) possibly purchase one share in the LGFA at the time of joining the LGFA
Scheme (see discussion in paragraph 54 above); and

(i)  provide a Rates Charge to secure some or all of its obligations under the LGFA
Scheme (see discussion in paragraphs 26 to 28, 46 and 53 above).

62. If a Council joins the LGFA Scheme as a Guaranteeing Local Authority, but not as
a Principal Shareholding Local Authority, it will enter into the transactions described
in paragraph 63, other than those described in paragraphs 63(a), 63(b) and 63(d).

63. If a Council joins the LGFA Scheme, but not as a Guaranteeing Local Authority
(and therefore also not as a Principal Shareholding Local Authority) it will only
enter into the transactions described in paragraph 63(e) and 63(i).

PART C - LOCAL AUTHORITY COSTS AND BENEFITS

64. The costs and benefits to a Participating Local Authority will depend on whether it
participates as a Principal Shareholding Local Authority, a Guaranteeing Local
Authority, or as neither.

Benefits to local authorities that borrow through the LGFA Scheme

65. The LGFA is able to borrow at a low enough rate for the LGFA Scheme to be
attractive because of the three key advantages the LGFA will have over a local

authority borrower described in paragraph 10. That is — exploiting a credit rating
arbitrage, economies of scale and a regulatory arbitrage.
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66. In addition, the LGFA provides local authorities with increased certainty of
access to funding and terms and conditions (including the potential access to longer
funding terms eg ~ 10 yrs+).

67. The potential savings for a local authority in terms of funding costs will depend on
the difference between the funding cost to that local authority when it borrows
from the LGFA and the funding cost to the local authority when it borrows from
alternative sources. This difference will vary between local authorities.

68. The funding costs each local authority pays when it borrows from the LGFA will be
affected by the following factors, some of which are specific to the local authority:

(@) the borrowing margin of the LGFA,;
(b) the operating costs of the LGFA,

(c) any price adjustment made by the LGFA for that specific local authority as
a result of:

@ the credit quality of the local authority;
(i)  the size of the borrowings of that local authority from the LGFA; and

(i)  the local authority being a Guaranteeing Local Authority or not.

69. A diagram which shows what will affect the amount of any funding cost savings is
set out as Annex 1.

70. Cameron Partners and APRM have developed a detailed financial model of the
LGFA Scheme and analysed the current debt markets. The table set out in Annex 2
summarises the potential savings for local authorities depending on their credit status.
(The modelling is based on conditions prevailing at December 2010 and on a
number of assumptions regarding the LGFA, including its credit rating and the
amount of loans it makes to local authorities.)

Costs to local authorities that borrow through the LGFA Scheme

71. The costs to Participating Local Authorities as a result of their borrowing through
the LGFA Scheme take two forms:

(a) First, there are some risks that they will have to assume to participate in the
scheme, which create contingent liabilities (ie costs which will only materialise
in certain circumstances).

(b)  Secondly, there is some cost associated with the Borrower Notes.
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Risks

72. The features of the LGFA Scheme described above which are included to obtain a
high credit rating are essentially steps which remove risk from lenders to make their
residual risk low enough to justify the high credit rating. These features remove risk,
in part, by transferring it to Participating Local Authorities.

73. These risks are that:

(@) in the case of Guaranteeing Local Authorities, a call is made under the
Guarantee (see discussion in paragraphs 40 to 45 above);

(b) in the case of Guaranteeing Local Authorities, a call is made for a contribution
of additional equity to the LGFA (see discussion in paragraphs 49 to 53 above);
and

(c) in the case of all Participating Local Authorities, the LGFA is not able to
redeem their Borrower Notes (see discussion in paragraphs 32 to 37).

74. Each of these risks is discussed in some detail in the paragraphs indicated next to
the relevant risk. For the reasons set out in those discussions, it is anticipated
that each of the risks is low.

Cost of Borrower Notes

75. As discussed in paragraphs 32 to 37, all Participating Local Authorities will be
required to invest in Borrower Notes when they borrow from the LGFA. This carries
a cost in addition to the risk referred to in paragraph 75(c), because the investment
in Borrower Notes will be funded by borrowing from the LGFA, and the cost of this
funding will be higher than the return paid on the Borrower Notes.

76. It is anticipated that the Borrower Notes will pay a discretionary payment equal to
the LGFA's own cost of funds. Any discretionary payment is likely to be capitalised
until maturity.

77. As noted in paragraph 36, while it is the intention for the LGFA to always pay the
proposed annual payment on the Borrower Notes, such payments are at the LGFA's
discretion so, in some situations, those payments may not be made.

Cost/benefit analysis for the investment by Principal Shareholding Local Authorities

78. In addition to those costs and benefits that all Participating Local Authorities are
expected to receive in relation to their borrowing from the LGFA, Principal
Shareholding Local Authorities will also hold shares in the LGFA (Establishment
Shares).

79. Establishment shares will pay a discretionary annual payment, which is an amount
up to the LGFA’s own cost of funds plus 200 bps.

80. While it is the intention for the LGFA to always pay the annual payment on the
Establishment Shares, this payment will not be made, or will be reduced, if the
performance of the LGFA means that the LGFA does not consider it appropriate to
make the payment.

1 A "bp" is a "basis point", which is a term that means "0.01%". 200 bps therefore refers to 2% of the amount invested.
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81. Any local authority investor in Establishment Shares will also be required to subscribe
for the same amount of Uncalled Capital in the LGFA. This Uncalled Capital can be
called at the discretion of the LGFA under certain circumstances to ensure the
ongoing viability of the LGFA. Once called the Uncalled Capital is called, it will have
the same characteristics as Establishment Shares. This is an additional risk (and
therefore contingent cost) for Principal Shareholding Local Authorities. Uncalled
Capital is discussed in more detail in paragraphs 38 to 39 above.

Annex 1

DIAGRAM SHOWING FACTORS AFFECTING POTENTIAL SAVINGS

LGFA LiGFA Return to
borrowing operating LGFA

margin costs Investars
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TABLE SHOWING ANTICIPATED PRICING BENEFITS

Cameron Partners and APRM have developed a detailed financial model of the LGFA Scheme and
analysed the current debt markets. The following table summarises the potential savings for local
authorities depending on their credit status and based on conditions prevailing at December 2010 and
a number of assumptions regarding the LGFA (including its credit rating and the amount of loans it
makes to local authorities).

Potential LGFA 5 Year Pricing Benefits(all bps

Standalone LA Potential LA
Borrowing Rate Savings
AA+ rated 65 25 -10 80 120 40
AArated 65 25 -5 85 125 40
AA- rated 65 25 0 90 130 40
A+ rated 65 25 5 95 135 40
Arated 65 25 10 100 140 40
Un-rated 65 25 15 105 155 50
As at December 2010

*A"bp"is a"basis point”. which is a term that means "0.01%".
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Appendix 2

LIST OF ACTIONS FOR JOINING THE LGFA

1. LGFA notified of Westland's desire to join. This prompts LGFA to commence two processes:
e The firstis a credit analysis of Westland, and the
e Second is an application for Westland to be accorded "Eligible Investor" status under
the Securities Act.

Credit analysis takes about a week, but that a lot longer can be required if more than one Council is
joining at the same time. For example, 3-4 weeks was not enough for one Council because a number
of other Councils were joining at the same time.

The "Eligible Investor" application takes 2-3 weeks. Either way, the LGFA should be notified as soon
as possible to get these processes under way.

2. Russell McVeagh (LGFA lawyers) are provided with Westland's Debenture Trust Deed and
Registry Agreement, (refer to note 1) which they review and then provide a required list of
amendments. Allow 2-3 weeks for this.

3. Then Council’s lawyers prepare the required amendments (if any). This can be done within a few
days.

4. Amendments are negotiated with the Registrar and Trustee. This can be done within a few days.

5. Russell McVeagh prepare accession documentation and Council lawyers review. This can be done
within a few days.

6. Council lawyers prepare various ancillary documentation and Russell McVeagh reviews. This can
be done within a few days.

7. Council lawyers send all documents out for signing. Elected members need to sign some
documents, so this is sometimes held up a bit by constraints on their availability.

8. Council lawyers and Russell McVeagh check all documents as they come back. This is usually
done within a day.

9. Council lawyers arrange for security stock to be issued and get registrar extracts. This can be done
within a day.

10. Westland provides its Annual Rates Income number for the year ended 30 June. (This can be
done any time in the process.)

11. Council lawyers prepare a legal opinion for the LGFA and the LGFA Security Trustee (Trustee
Executors).

12. Council lawyers provide a conditions precedent sign-off to the LGFA Security Trustee.
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Fraud Risk Assessment — Questions for Senior Management

Although fraud is a broad legal concept, the purposes of this assessment is fraud that could
cause a material misstatement in the financial statements. In this regard, two types of

intentional misstatements are relevant:

. misstatements resulting from fraudulent financial reporting; and

. misstatements resulting from misappropriation of assets.

Enquiry area

Response

Have any senior managers left under mysterious
circumstances or have there been any probity
issues involving senior management?

Are you aware of any frauds (regardless of size)
that have been discovered?

e what happened to the fraudster;
e  whether the money was recovered;
e how much was involved;

e whether an investigation was undertaken
(if yes please provide any report
prepared); and

o whether the matter has been referred to
the police.

If so please provide details of the fraud including:

What fraud risk assessment processes have
management undertaken? What were the results
of these processes?

From management’s perspective, how does the
board/audit and risk committee monitor
management’s exercise of its fraud prevention
responsibilities?

What procedures have been undertaken by
internal audit to detect fraud? How has
management responded to internal audit
findings?

What steps have been taken by management to
communicate its view on good business practice
and ethical behaviour?

How well do managers understand the fraud
policy?
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Enquiry area

Response

How well are accounting and internal controls to
prevent and detect fraud understood by
managers?

Have any changes occurred in the last year to
accounting or internal control systems that prevent
or detect fraud?

Signed:
Name: Robin Reeves

Position: Chief Executive Officer
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Fraud Risk Assessment - Questions for the Council

. Is the Council aware of any frauds (regardless of size) that have been discovered,

suspected or alleged?

. How does the Council exercise its oversight of management’s processes for identifying
and responding to the risks of fraud and the internal control that management has

established to mitigate these risks?

o What is the view of the Council on the culture of honesty and ethical behaviour by
management?

o What is the Council’s assessment of the potential for management override of internal
controls?
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