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1 Apologies
2 Public Participation

Covid-19 Level 2 Restrictions

Public attendance at the Finance, Audit & Risk Committee meeting is not permitted due to
Covid-19 Level 2 restrictions.

You will be able to watch a live-stream of these meetings via our website
https://www.horowhenua.govt.nz/CouncilMeetingsL ive

You can be a part of the decision making process by making a written submission that will be
referred to during the meeting, by sending to publicparticipation@horowhenua.govt.nz or by
contacting our Governance Team on 06 366 0999.

A recording of the meeting will be made available shortly after the meeting has finished. A
link to the meeting can be found at https://www.horowhenua.govt.nz/Council/Your-
Council/Council-Meetings-Live

3 Late Items

To consider, and if thought fit, to pass a resolution to permit the Council to consider any

further items which do not appear on the Agenda of this meeting and/or the meeting to be

held with the public excluded.

Such resolution is required to be made pursuant to Section 46A(7) of the Local Government

Official Information and Meetings Act 1987, and the Chairperson must advise:

(i)  The reason why the item was not on the Agenda, and

(i)  The reason why the discussion of this item cannot be delayed until a subsequent
meeting.

4 Declarations of Interest

Members are reminded of their obligation to declare any conflicts of interest they might have
in respect of the items on this Agenda.

5 Confirmation of Minutes
5.1 Meeting minutes Finance, Audit & Risk Committee, 29 April 2020

6 Announcements
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Projects Update

File No.: 20/68

1. Purpose

To provide the Finance, Audit and Risk (FAR) Committee with an update on the projects
being undertaken by the Infrastructure Group.

2. Recommendation
2.1 That Report 20/68 Projects Update be received.

2.2 That this matter or decision be recognised as not significant in terms of s76 of the Local
Government Act 2002.

3. Issues for Consideration

As provide in the attached reports.

Attachments

No. Title Page
A Project Report - Tokomaru Water Supply 8
B Project Report - Tokomaru Wastewater Discharge 13
C Project Report - Foxton Beach Stormwater Consent 18
D Project Report - North East Levin Stormwater 22

Confirmation of statutory compliance

In accordance with section 76 of the Local Government Act 2002, this report is approved as:
a. containing sufficient information about the options and their benefits and costs, bearing in
mind the significance of the decisions; and,
b. is based on adequate knowledge about, and adequate consideration of, the views and
preferences of affected and interested parties bearing in mind the significance of the
decision.

Signatories

Author(s) Brent Maguire
Group Manager - Infrastructure Development

Approved by | David Clapperton

Chief Executive /(WW
AT
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Tokomaru Water Supply - Overview

Project Overview Summary

Project objective:

Renew water take consent(s) for Tokomaru Water by 30 March 2020, within budget.

Current Status What's Needed? Key Dates

«Existing consent will continue to

*Application has been lodged
and was notified. Submissions
closed October2019. Two
submissions received, both in

support.

+ClA by Ngati Whakatere
completed.

* Approvals obtained from

Department of Conservation,
Drinking Water Assessor, TMI
Rangitaane and Fish & Game.

Overview of project:

— Existing Water Supply
| == Zoned Greenbelt Residential
=== Zoned Deferred Greenbelt Residential
- Growth Strategy 2040 Potential Growth Area

« Agree draft conditions with
Regional Council and
submitters.

be active until new consentis

resolved.

* Draft conditions received from

Regional Council 21 November

2019.

*Regional & District Council are
in discussions on draft

conditions.

Abstraction from Tokomaru River

Infiltration gallery below bed of the
river, Horseshoe Bend. There are no
structures in the flowing water.

Treatment & Storage

Membrane filtration treatment
plant located on Tokomaru East
Road. Approx. 500 m? (2 days) of

Community Served

Tokomaru Village & some rural
residential properties. Properties
outside of the village and any non-
residential uses are metered.

e 222 connections of which 34
are metered
Growth is projected. There is
residential and greenbelt residential
land zoned to the north of the
village. Council’s Growth Strategy
2040 also identified potential
additional growth areas.

Projects Update
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Existing Consent Consent sought
e Abstract up to 864 m3/day, at maximum rate of e Reduced consent limits to better match demand,
36 ms/hr but retain higher abstraction rate when needed

. . . to fill up storage
e No conditions for metering of abstraction

iy - , e Abstraction metering & telemetry
° No conditions requiring water conservation

measures e \Water conservation measures at times of low
flow

e Optimise use of storage to reduce abstraction as
much as possible during times of minimum flow

350

How much water does the community use?

One Plan Reasonable Use Assessment

This graph shows the community’s use over the last LM‘HW
two years. 5 g
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The graph shows the water abstracted comparedto £ M,W’Mﬂ \ I (R il
what would be considered “reasonable and E I Tl T ,\W ) N,«“
justifiable” under the One Plan policies (grey line). B (| T et Wi

Where the grey line drops down, this is when the
River flow was below minimum flow and water
conservation measures would be expected to be
implemented under the One Plan.
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16000
Water Allocation & Ecological Effects

Under the One Plan’s allocation regime, 61% of the 14000
cumulative core allocation for the zone is allocated. 12000 .
Water available to be allocated
HDC'’s current allocation for Tokomaru represents 6% 10000
. . >

of the cumulative core allocation. 2 2000 Total

e Available
The One Plan provides for community takes to 6000 Allocation

Allocated to

continue (with water conservation measures in place)
when the River is below minimum flow (240 L/s). An
ecological assessment found that the effects of the 2000
abstraction when the River is below minimum flow are
less than minor.

4000 Other Users

HDC Tokomaru

Work to date:

Consent application has been lodged and a s92 request for further information has been
responded to. Consultation has been undertaken with key stakeholders as noted below.

The application is currently being processed by Regional Council. The application was publicly
notified by Regional Council on 6 September 2019. Submissions closed 4 October 2019.

Two submissions were received, both of which support granting of consent.
Draft conditions were received from Regional Council 21 November 2019. These have been

discussed internally and HDC has confirmed its position. A response to the draft conditions was
provided to Regional Council in March 2020 and their technical team has since considered the

Projects Update Page 9
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requested changes. The draft conditions are generally acceptable with the exception of a low flow
restriction on abstraction. The original draft conditions require abstraction to be reduced to

237 m®/day at times of low flow. In this situation, if there are extended periods of low flow then
supply may be affected. The draft conditions also do not provide for the low flow abstraction limit
to be increased as the community grows. An amended suite of conditions has been developed
and has been provided to the Regional Council for their consideration. There is now general
agreement between District and Regional Council with respect to the draft conditions, with the
remaining being discussed relating to the provisions during times of extended low flow periods.

Draft conditions indicate an expiry date of 2038.

Financials:

The funding arrangements are reserve funded.
The proposed cost of the project is $106,910 over the expected lifespan of the project.

Risk Management:

Initial Risk
Assessment
without Control applied
application of a
control

Residual Risk

Risk Area Risk Description Assessment

ISty [enpisay

(dvo) remul
(Mv9) wawssassy

Strategic Potential for Quantity of Significant Application proposed 3C/3L Significant
Water allocated to be consent conditions to
insufficient for growth. be structured to allow

for further approval at
time of growth in the
community. HDC
proposed
amendments would
enable growth. This is
yet to be agreed with
Regional Council.
Ensuring water
sensitive design.

Financial Notification leading to High Consultation and Low
hearing and appeal engagement with key
costs. stakeholders during

submission period.
Proceed quickly to
pre-hearing to focus
on RMA issues.
Submissions closed
with two in support.
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Service Consent decision may High Interrupted service Significant
Delivery include significant delivery and extended

constraints on take at water restrictions.

minimum flow. Significant cost

associated with
storage to mitigate.
Conditions sought by
HDC will mitigate this
risk, but this is yet to
be agreed with
Regional Council.

Risks Traffic Light Key

Consequence

1 - Very minor 2 - Minor 3 - Moderate 4 - Major 5 - Catastrophic

Likelihood

5 - Almost certain

4 - Very Likely Moderate Significant

Communication and Key Stakeholders:

Engagement is ongoing with Ngati Whakatere and a Cultural Impact Assessment has been
commissioned. This was received end of 2019. Recommenedations from the CIA were:

“1. HDC agree to enable regular stream health and matauranga Maori monitoring of the
Tokomaru Awa, where possible with annual participation from nga kura (Tokomaru and
Shannon schools) to build intergenerational kaitiaki capacity;

2. HDC agree to resource the capacity of Ngati Whakatere and collaborate directly with the
hapd to manage the Tokomaru water supply take and other activities at the Horseshoe
Bend Reserve significant area/site;

3. HDC agree to resource Ngati Whakatere to collaborate with Council to develop
communication (possibly signage or an information whare similar to Ta te Manawa)
acknowledging the cultural significance of the Horseshoe Bend Reserve area; and

4. Regular meetings between HDC and Ngati Whakatere representatives are needed to
progress and achieve these recommendations.”

TMI Rangitaane have been consulted and have provided a letter of support.

Written approval has been obtained from Department of Conservation, Fish and Game Council and
a letter of support has been received from the District Health Board.

Two submissions received were in support of grant of consent. No submissions were received in
opposition.

Projects Update Page 11
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Timeline:

Apr - July - Oct -
June ‘20 Sept '20 Dec '20

Discussion on
draft
conditions
extended into
this period

Draft Conditions

Expert Caucusing/Hearing if
unable to agree Conditions

It is expected
that a hearing
will not be
required at this
stage

Projects Update Page 12
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Tokomaru Wastewater Discharge - Overview
Project Overview Summary

Project objective:

The project’s aim is to:

(@)

and key stakeholders;

(b)
option before 2022.

agree on a renewed five (5) year discharge consent to water with Horizons Regional Council

with the community and key stakeholders, agree on a long term treatment and discharge

Current Status What's Needed? Key Dates

» Council commitment fo land basad,
jong term disposal.

»Short term consent sought for
discharge to water to provide time io
investigate, design, and consent land
based option.

« MifE Funding assisted with purchase
of land.

= Work on the long term iand disposal
project has been initiated.

* Wastewater Working Group has
been esiablished.

«Long Term Prosect commenced.

+Resolve shori term consent with
Horizons and submitters.

« Investigations Phase of Long Term
Treatment and Disposal Project - in
progress with timeframe from March-
Ociober 2020

« Council hopes fo have short term
consent resolved eariy 2020 - now
likely mid 2020
Pre-hearing meeting was held
27 February and revised draft
conditions have been circulated to
submitfers. 12 of 15 have agreed fo
drafi conditions; 1 has not accepted
drafi conditions; 2 are in discussions
(expecied responses 20 May)

« Collaborative working on long term
treatment and disposal option - Long
Term consent application to be
lodged no taler than December 2022

Overview of project:

Key

— Existing Wastewater

w Zoned Greenbelt Residential

s Zoned Deferred Greenbelt Residential
Growth Strategy 2040 Potential Growth Area

we Proposed Land Disposal Area

Projects Update Page 13
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Work to date:

Short-Term Consent
e The existing wastewater discharge is a combination of discharges to ground via the base of a
wetland and also discharges direct to Centre Drain at times of high flow.

e A short term (5 year) consent has been sought to allow the status quo operation while the long
term land disposal option was progressed.

e The short term consent was publicly notified and a pre-hearing meeting held. The application
was on hold while draft conditions were agreed between District and Regional Councils. This
included engaging ecologists to develop a monitoring programme which is now being
implemented.

¢ Ngati Whakatere has been engaged to undertake a Cultural Impact Assessment which was
completed late 2019.

Conditions for the short-term consent have been agreed with Regional Council and are were
circulated to submitters throughout 2019. The Wastewater Working Group was convened on 27
February 2020. A pre-hearing meeting was immediately after the Working Group’s initial meeting
for that purpose. At that meeting, a short term consent expiry date of June 2023 was agreed
reflecting the proposed lodgement date for the long term option of December 2022. Some minor
revisions to the draft conditions were agreed and Regional Council circulated the revised draft
conditions to submitters requiring feedback by 20 March 2020. Current status of submissions is
that:
e 12 have agreed to draft conditions
e 1 has advised they do not accept the draft conditions
e 2 have responded with comments, and discussions are ongoing. This includes one that is
seeking some minor amendments that are likely to be acceptable; and Ngati Whakatere
who have indicated that resolution is likely to be reached but have requested until 20 May
to respond.
Regional Council have agreed to additional time to end of May to address the outstanding
submitters, however, they are not inclined for the application to remain on hold under s124 and
therefore a hearing is likely to be required given that not all submitters have agreed to draft
conditions.

Long Term Land Based Treatment Option

Council has made a commitment to working with iwi and the community to investigate and
implement a long term land based treatment option. Stakeholder (Working Party) feedback has
been that they wish to ensure all options to remove wastewater discharge to water are explored.

Central government funding has been secured and this has assisted Council to purchase land
which is considered suitable for the purpose.

Work is underway on this project with the Wastewater Working Group having been established and
the Investigation Phase commenced March 2020 and is intended to run through to October 2020.
A key part of this work includes inflow & infiltration assessments (as requested by stakeholders) as
well as planning as to how growth areas may be serviced and impacts on wastewater flows over
the life of the long term solution. Current work is focused on the investigation phase including
measures to accelerate the project to reach a preferred solution and lodge applications as soon as
practicable.

Projects Update Page 14
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Financials:
The funding arrangements are loan funded.
The proposed cost of the project is $150,000 over the expected lifespan of the project.
= .
Risk Management:
1
5 - g3
5 Initial Risk @ g_.
. . o = Assessment . 3 c Residual Risk
Risk Area Risk Description g;) without application Control applied 3 % Assessment
= of a control Do
> ~
2
Strategic Potential for HRC to 4C/1 Low Ensure that 4C/1
determine not to grant L community is clear L
consent. that this is a short-term

consent to allow for
investigation of land
based option. Hearing
may be required if
submissions not
resolved. Regional
Council support
proposed conditions.

Risks for long term project are currently being identified.

Risks Traffic Light Key

Cconsequence

1 - Very minor 2 - Minor 3 - Moderate 4 - Major 5 - Catastrophic
4 - Very Likely _ Moderate Significant _—
2 - Unlikely _—_ Moderate Moderate
1 - Extremely unlikely _—_ Low Low

Communication and Key Stakeholders:

Council has been engaging with submitters on the short-term discharge consent application as
noted above.

A draft consultation plan has been developed for the long term land based disposal project. That
plan identifies the likely matters of consultation to include:

Projects Update Page 15
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“
°

Disseminating and communicating information as to how the wastewater services are
provided, the quality and amount of discharges, and the Council's understanding of the
effects of those discharges on land, water and air quality.

o Obtaining an understanding from tangata whenua as to the effects of the discharges to
land, air and water receiving environments, and the relationship of tangata whenua and
their culture and traditions with their ancestral lands, water, sites, waahi tapu and other
taonga, as well as the ability of tangata whenua to exercise kaitiakitanga.

« Obtaining an understanding from affected parties as to their concerns with the wastewater
discharges and how these may be mitigated.

« Working with tangata whenua and with stakeholders to identify and obtain input into the
assessment of options for treatment and mitigation.

o Working with community to understand the servicing requirements and desired outcomes.

In undertaking consultation, Council and its appointed consultants and technical experts will:
0 be flexible and adaptable to the needs of all parties.

0 be open with science, data and technical information, and will provide ready access to
technical experts.

0 facilitate a collaborative process and will be proactive about seeking a common
understanding of effects and identifying options for mitigation.”

The Consultation Plan is a living document and HDC intends to conduct an adaptive consultation
process which can be flexible to fit the needs of the parties being consulted. Early engagement will
focus on identifying the preferred means of engagement, the best methods for provision of
information and the type of information and discussions sought.

This notwithstanding, the proposed consultation methods at this time are as follows:

Separate engagement with each of the three tangata whenua groups and their respective hapu
/ marae (Ngati Raukawa ki te Tonga, Ngati Whakatere and Rangitane o Manawatu):

- Initial meetings to establish relationship, provide overview of the project and establish
process and scope for consultation and engagement.

- Liaison as necessary to confirm engagements (scope, timing, costs) for Cultural Impact
Assessments.

- Separate hui with each group throughout the project. The purpose of each hui to be agreed
prior to meeting but is likely to include updates on work programme including monitoring
and investigation results and outcomes, discussion and understanding of cultural impacts,
and workshop style discussions as to potential mitigations.

Ngati Whakatere has advised they are considering how they wish to be engaged with during
the long term project and will provide advice on this by the end of May; site meetings and initial
discussions have been held with Rangitane (February-March 2020) and initial discussion has
been held and information has been provided to Muaupoko Tribal Authority to ascertain if MTA
has an interest in the project.

Directly Affected Parties: Meetings / workshops with each of these groups during the course of
the work programme.

Tokomaru Wastewater Working Party: Meetings twice yearly during the course of the work
programme.
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e Wider public consultation: To be undertaken through HDC communications and website, with
project newsletters / updates and requests for feedback / comment.

Timeline:

Short Term Consent: Operate, Maintain & Monitor exssting WWTP

Wy ity el 2020
~ Project Establishment
Now 20193« 7000
_ Investigation Phase
Mer 20 - Oct 20 (10 Martdy
S Options identification & Assessment
A Dee 21 11 sty

—— 34233 Evironmental

Effects o 21D 23
14 msnth
Lon st Refinement —— "™ Procesing
to Short List A monthe «
Short Teem Consent Adopt Last Date for
Management Plans etc Preferred Option Lodgement  Expiry

R T

M 020 0 Dec 2020 Mawdum JO2L MADSEIMRL  enden 2020 hDec2022 Mo 2021 I Owc 2013 Bein 2004

Current work is focused on the investigation phase, and the work programme is being reviewed to
identify and implement opportunities to accelerate the work programme to move towards a
preferred option and lodgement as soon as practicable.
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Foxton Beach Stormwater Consent

Project Overview Summary

Project objective:

To agree on stormwater discharge consent with Horizons Regional Council and key stakeholders.

Current Status What's Needed? Key Dates

+Consents are required for
Council's stormwater
discharges to the Manawatu
Estuary.

«An application for consentis
currently being prepared.

+Monitoring and engagement
with mana whenua is
ongoing.

Overview of project:

«A draft application has been
prepared. Lodgement dates
will depend on consultation
timing and effects
assessment timelines.

=Intend lodging April - May

*Ongoing engagement with
mana whenua.

=Ongoing stormwater
monitoring to confirm quality
of discharges.

Egg;ﬂﬁ;’fem once plans for Holben
«Consultation with affected wetland are confirmed.
parties.

The project is to obtain stormwater discharge consents for the existing stormwater network.

Discharge to ground via
seepage from ponds

Projects Update
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The discharge points are shown in the diagram above. There are five discharges direct to the
Estuary, some seepage to ground through the attenuation ponds, and some discharges direct to
Whitebait Creek.

Council’s policy is that properties are required to provide on-site stormwater management
(generally through soak pits). The consent application is for Council’s stormwater network only
and doesn’t include the on-site soakage pits on private property.

Some of the discharges are direct to the Estuary (eg those on Dawick, Robbie, and Hartley
Streets). The Holben stormwater discharge is a pumped discharge and includes some attenuation
and treatment via the plantings and detention areas in the reserve and recreational areas. There
are also attenuation ponds in the subdivision to the north-east of the community.

Work to date:

Modelling of the network has been undertaken to assess network capacity, flooding areas and
estimated stormwater quantities.

A monitoring programme of the quality of the stormwater discharges and the effects on the Estuary
is underway.

An ecological effects assessment is in progress. The first stage has been to assess likely risks so
that the monitoring programme can be refined, and a more detailed effects assessment is how
being undertaken in conjunction with the monitoring programme which is being implemented.
Consultation is ongoing with iwi groups to develop a framework for cultural health monitoring and
undertaking cultural impact assessments.

Monitoring results to date indicate elevated concentrations of zinc, phosphorus and E.Coli have
been identified in the discharge from Linklater Ave catchment. Potential sources for these
contaminants are currently being investigated. An interim ecological effects assessment has been
completed which has identified elevated levels of E Coli in various locations, as well as high levels
of zinc in one of the smaller catchments. An investigations programme has been developed and
will be implemented now that Alert Level 2 has been reached and site work restrictions are lifted.
The investigation programme is targeted to identify sources of the contaminants and develop
remedial programme of actions. District Council has engaged with Regional Council on this matter.

Council is also working on a proposal to provide stormwater treatment with the

Holben Reserve which will assist to improve stormwater quality prior to discharge to the Estuary.
The Council’s Parks Team has prepared a concept plan which will treat stormwater from the
Holben catchment via a new wetland in Holben reserve. The wetland design objective is to meet
receiving water environmental standards prior to discharge. This proposal significantly assists the
consenting process as it means that Council can commit to meeting receiving water targets for a
significant portion of the urban stormwater which is also the portion that discharges to the most
sensitive part of the Estuary. The wetland proposal has been included in the draft AEE
documentation.
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Financials:
Budget for Foxton Beach Stormwater Consent is part of a wider Stormwater District Wide budget.
So far this year $93,873 has been spent on the consent.

Risk Management:

7o
=} . ? o
g_;- Initial Risk @ % _ )
Risk Area Risk Description ’é witf?c;sjteggg:iecglttion Control applied g % Risslg:;lsln?'esnkt
=z of a control B
> x
X
Strategic Potential for HRC to 4CJ/2 Significant Detailed Moderate
determine that consent, L documentation in the
should not be granted. consent application
to show that the
discharge is
controlled effectively.
Provide for time and
cost for hearing
process if needed.
Financial Cost of hearing and 3C/4 Significant Pre-lodgement 3C/3 Significant
potential appeal L consultation. L
process Manage process and
pre-hearing
discussions to focus
on RMA matters as
far as possible.
Mitigation costs to 3  Significant Ensure clear Moderate
address potential C/ messaging re low
effects / consent 3L risk stormwater
conditions system. Effects

evidence-based
assessment of
need for
mitigation.

Risks Traffic Light Key

Consequence

1 - Very minor 2 - Minor 3 - Moderate 4 - Major 5 - Catastrophic
5 - Almost certain Moderate _—_
4 - Very Likely Moderate Significant _—
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Communication and Key Stakeholders:

Consultation is ongoing with iwi groups. Discussions have been held with Te Runanga o Raukawa
and Rangitaane and feedback received on the monitoring programme. Discussion is also occuring
regarding the montioring results to date and subsequent investigation programme. Further
feedback is sought on cultural health montioring and processes to undertake cultural impact
assessment(s). Monitoring sessions will be carried out with Raukawa hapu for sharing of
information (cultural values, monitoring procedures) and upskilling.

Consultation with the community, Department of Conservation and Fish and Game will also be

required.
Apr - July - Oct -
June '20 Sept 20 Dec'20
Engagement with iwi

Stormwater monitoring e B I E—

Ecological effects assessment

Complete AEE & Application ]
Consent Processing S I

Timeline:
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North East Levin Stormwater (Discharge to
Koputaroa Stream Tributary)

Project Overview Summary

Project objective:

To obtain resource consents for additional stormwater discharge to the Koputaroa Stream tributary
by December 2019.

Current Status What's Needed? Key Dates

+Consent required due to Increase » Work with Regional Council (Rivers) * Pre-hearing may be held

and ct;ange la‘:d stormwater that will to idenmylcggﬁnn appropriate 2020.

occur from use change mitigation. Agreement on without 3 4 >

(residential development) prejudice basis has been achieved m vt; f:m;:ﬂ qr:;ble to
= Apphication lodged. with Regional Council !
«Revised AEE submitted 28 June * With Regional Council Rivers,

and being processed by Horizons. engage with submitters on proposed
» Regional Council notification report mitigation.

assessed effects less than minor « Pre-hearing meeling.

except for cultural effects which are = Commencing to wark with NZTA re

not yet resolved. O2NL implications

= Submissions closed 23 October

Overview of project:

'

/ Tributary Joins main stam
of Xoputaraa Stresm

=

Dotentian arwas reduce pask flows o
pre-development levels by this point,

P Small dams [causeway) to provide
(N dditional detention, Cubverts
allow for low flows 1o pass.

Main Detention Ares:
sme gver page

Reason for Consent Proposed Mitigation Effects Assessment
Increase in stormwater flows and Council has purchased land at discharge Detention areas designed so that
change in composition due to rezoning point and will create a treatment and there is no increase in flow in the
and future residential development in detention area (see over page). Koputaroa Stream.
North East Levin; redirection of some Additional detention areas proposed on Ecological assessment considered
stormwater away from Lake tributary stream. effects of discharge to be less than
Horowhenua. Embankments & culverts to be designed minor. No concerns regarding the
Consent is also required for for fish passage. construction of the detention areas.
construction of mitigation measures Erosion & Sediment Control Plans for Recommend fish recovery during
(detention areas). construction of detention areas. construction.
Planting & maintenance plan to be
developed.
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Detention Area Proposal in more detail:

In low flows, stormwater travels through the first stage of the detention area in a zig-zag manner to
maximise travel time; this area will be planted with wetland type species to treat stormwater.
Planting plan is to be confirmed with iwi and Horizons. The embankment includes a low-level
culvert to ensure low flows can continue to flow downstream.

In high flows, detention is provided to capture and treat peak runoff. Peak discharge in 100 year
event will be less than existing.

Work to date:

e Cultural Impact Assessment by Muadpoko Tribal Authority.
e Lodgement of consent application and responses to s92 requests.

e Development of mitigation proposals and design of attenuation area to increased
stormwater flows and provide treatment at the discharge point.

e Engagement with mana whenua and landowners on tributary.
e Water quality monitoring & ecological assessment.

A notification decision provided by Regional Council summarised the Regional Council’s technical
assessment of the information submitted by Regional Council. That assessment identified the
effects (after construction of the proposed attenuation areas) were considered less than minor with
the exception of cultural effects as cultural impact assessments had not yet been made available
from Raukawa or Rangitaane. A CIA has been commissioned from Raukawa. A formal CIA has
not been received, however a cultural values statement has been provided by Raukawa.
Rangitaane has provided a letter of support.

District Council met with representatives of downstream landowners and has agreed to work with
Regional Council to identify any mitigation options which could address issues associated with
capacity and performance of the Koputaroa Drainage Scheme including from receiving stormwater
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from the existing urban area. This work has been discussed with Regional Council (Rivers) and an
agreement has been reached with Regional Council Rivers Group as to an acceptable mitigation

package.

The application was notified and submissions closed 23 October 2019. Sixteen submissions were
received of which two are in support and the remainder in opposition. The majority of submitters in
opposition are seeking pumping at downstream end of Koputaroa Stream with some also seeking

raising of Tavistock Road. These options are being considered at present.

Council is engaging with Horizons Rivers Group and other submitters to seek to identify acceptable
mitigation options that will enable consent to be granted. Council has agreed with Regional
Council Rivers Group, on a without prejudice basis, to mitigation measures to address any
potential effects on the Koputaroa Drainage Scheme. Draft conditions have developed and
Regional Council Rivers will assist District Council with communication to submitters as to the

mitigation package and the benefits for the scheme.

Financials

The budget for the consent for additional stormwater discharge to the Koputaroa Stream tributary

is part of the wider Improvements to NE Levin project.

Risk Management:

Risk Area

Strategic

Financial

=
gi Initial Risk
. L —~ Assessment
Risk Description $  without application
e of a control
Potential for consent not Moderate

to be granted. Impact on
development in NE
sector.

Potential for notification 3C/4 Significant
& hearing costs / delays.| L

Z
5%
w o . .
Control applied cao 5 Residual Risk
2 3 Assessment
0%
Z
Effects assessment. Moderate
Clear messaging to
the community on the
benefits. Costs to be
incurred for notification
and hearing process if
necessary.
Manage process and 3C/3 Significant
pre-hearing L

discussions to focus
on RMA matters as far
as possible.
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Risks Traffic Light Key

Conseguence

1 - Very minor 2 - Minor 3 - Moderate 4 - Major 5 - Catastrophic

4 - Very Likely _ Moderate Significant _—
2 - Unlikely _—— Moderate Moderate
1 - Extremely unlikely _—— Low Low

Communication and Key Stakeholders:

Likelihood

5 - Almost certain

A draft Cultural Impact Assessment has been completed by Muadpoko Tribal Authority; concerns
raised were potential damage of significant sites, leakage to streams and springs, accidental
discovery of taonga, and stream’s capacity for additional flow and velocity. MTA recommended
that consent be granted with conditions that address these concerns. HDC has accepted the
conditions recommended by MTA and incorporated these into the application.

Engagement and high-level discussion with Raukawa. Kereru marae have been engaged to
prepare a CIA (2017). A formal CIA has not been provided, however Raukawa have developed
and provided a cultural values statement.

Regional Council advised they require consultation with Rangitaane o Manawatu as the
Koputaroa Stream feeds into the Manawatu River which is within Rangitaane’s Statutory
Acknowledgement Area. Consultation with Rangitaane has been undertaken and Rangitaane
have provided a written letter of support.

Landowners where works are proposed have previously been consulted with and are generally
supportive of the proposals. Further engagement with these landowners as well as downstream
parties is currently being carried out. Landowners on Koputaroa Stream have expressed
significant concerns with potential downstream flooding effects and have submitted in opposition.
Council has engaged with Regional Council Rivers Group as the managers of the Koputaroa
Drainage Scheme and a mitigation package has been agreed which the Rivers Group considers is
the most appropriate outcome for the scheme.

NZTA has advised they have no concerns with the proposal and did not submit.

Apr - Oct -
June '20 Dec '20
Engagement with affected Extended into this
parties period in order to
seek resolution
Pre-hearing Will be in this period
if required

Potential Hearing

Timeline:
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Ten Month Report 1 July 2019 - 30 April 2020

File No.: 20/177

1. Purpose
To present to the Finance, Audit & Risk (FAR) Committee the financial report for the ten
months ended 30 April 2020.

2. Recommendation

2.1 That Report 20/177 Ten Month Report 1 July 2019 - 30 April 2020 be received.

2.2 That this matter or decision be recognised as not significant in terms of s76 of the Local
Government Act 2002.

3. Issues for Consideration
As included in the attached report.

Attachments

No. Title Page

A Financial Reporting - Ten Month Report - Monthly Report - 30 April 2020 28

Confirmation of statutory compliance

In accordance with section 76 of the Local Government Act 2002, this report is approved as:
a.

b.

containing sufficient information about the options and their benefits and costs, bearing in

mind the significance of the decisions; and,

is based on adequate knowledge about, and adequate consideration of, the views and

preferences of affected and interested parties bearing in mind the significance of the
decision.

Signhatories

Author(s) Doug Law

Chief Financial Officer

Approved by | Nicki Brady
Deputy Chief Executive ) I C\/j
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Executive Summary

Financial Performance — Operational Expenditure

Council shows a $2.516m year-to-date (YTD) deficit against a budgeted YTD deficit of
$2.043m. It is 83.3% through the year and Council has spent 83.11% of the full year’s
budgeted expenditure and received 82.38% of the full year’s budged income.

Lower interest rates evident from the effect of the COVID-19 pandemic have decreased
interest costs on borrowing but increased the loss on derivatives.

Delays in Roading capital projects have lowered Council’'s Roading subsidy income. Income
to the end of April generally is slightly ahead of year to date budgets (except for Roading
Subsidies as noted) however the effect of the COVID-19 pandemic lock down is evident now
for the YTD and forecast year end income from Community Facilities.

Council repaid $9m in debt during the month from investments, as Council prefunded and
invested the debt repayment. Council was able to invest this extra cash at a higher interest
rate than the debt it was repaying reflecting in the above budget finance income.

Other Trends and Activity of Interest

1. Resource Consenting

e 280 consents have been lodged as at 30 April 2020, compared to 229 at the same time
last year.

e 115 subdivision consents approved as at 30 April 2020, compared to 93 at the same time
last year.

e As at 30 April 2020 a total of 160 new allotments have been created as a result of s223
(approval of title plan) & 145 new allotments have been created as a result of s224
(completion of physical works) certificates being issued for subdivisions.

2. Building Consents

e Value of consents issued as at 30 April 2020 is $102,086,460 compared to $87,026,442
for the same period last year

e 571 consents issued as at 30 April 2020, compared to 561 for the same period last year.

e 184 new dwelling consents were issued as at 30 April 2020 compared to 190 for the same
period in the 2018/2019 year.

e 564 building consents were lodged as at 30 April 2020 compared to 560 for the same
period in the 2018/19 year.

o Consents have been issued for 227 New Residential Dwelling Units as at 30 April 2020.
New residential dwelling units count each self-contained unit individually and include
individual dwellings, multi-unit dwellings plus yard built and existing dwellings which are
relocated onto a site.

YTD the level of Resource Consenting activity is higher than that was experienced over a similar
period in 2018/19.

YTD the level of Building Consenting activity is similar than the same period in 2018/19.

Doug Law
Chief Financial Officer

20 April 2020
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Total revenue Total expenditure Total surplus/(deficit)

$46.07m | $48.55m | ($2.48m)

is 2% less than the total is 1% less than the total is 21% less than the total
budget of $46.84m budget of $48.88m budget of -2.04m

SUSTAINABILITY

Rates to operating revenue 70%
Rates revenue $32.41m
Operating revenue $46.07m

70% of operating revenue is derived from rates revenue. Rates revenue excludes
penalties, water supply by meter and is gross of remissions. Operating revenue excludes
vested assets, development contributions, asset revaluation gains and gains on

derivatives.

Balance budget ratio 98%
Operating revenue $46.07m
Operating expenditure $47.21m

Operating revenue should be equal or more than operating expenditure. Operating revenue
excludes vested assets, development contributions, asset revaluation gains and gains on
derivatives. Operating expenditure includes deprecation and excludes loss on derivatives,
landfill liability and loss on asset revaluations. Year to date revenue is 98% of operating

expenditure.

Essential services ratio 125%
Capital expenditure $15.24m
Depreciation $12.15m

Capital expenditure should be equal or more than depreciation for essential services, for
year to date capex is 125% of depreciation. Essential Services are Water Supply,
Wastewater, Stormwater and Roading.

Net Debt to total projected revenue (LGFA Cov.) 164%
Total net borrowing $89.56m
Total projected operating revenue $54.49m

With net borrowing of $89.56m we are still under the set limit of 195% of operting revenue.
Total net borrowing is external borrowling less cash at bank.

Interest to rates revenue (LGFA Cov.) 7%
Net Interest $2.43m
Rates revenue $32.41m

7% of rates revenue is paid in interest. Our set limit is 25% of rates revenue. Net interest
is interest paid less interest received. Rates revenue excludes penalties, water supply by
meter and gross of remissions.
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Interest to operating revenue (LGFA Cov.) 5%
Net Interest $2.43m
Operating revenue $46.07m

5% of operating revenue is paid in interest. Our set limit is 20% of operating revenue. Net
interest is interest paid less interest received.

Available financial accommodation to external

indebtedness (LGFA Cov.) 111%
Net debt $89.56m
Undrawn committed facilities $10.00m

The committed bank facility enables us to borrow up to 111% of our current external debt
immediately. The LGFA covenant minimum is 110%.

Total Revenue $m
S56

amount in millions

Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun
-+~ Budget ~&-Actual

Total Expenditure $m

w
c
2
£
£
E
3
: 59
® 515 $20
59
- 9

Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun

-4~ Budget ~o-Actual
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Interest rate movement

4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00% 4.00%

% " g L 4
3.25% 3.25% 3.19% 3.00% 3.10% 3.12% 3.15% 3.16% 3.08% 3 00%

Ju Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun
—4—Budget -@-Actual

Capital Expenditure

$0.52m

$6.34m $9.60m

is 80% less than the YTD
budget of $3.93m

is 36% less than the YTD
budget of $14.88m

is 19% less than the total
budget of $15.70m

Total Capital Expenditure

35 $33

amount in millions

Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun

—4-—Budget -@—Actual A~ Forecast
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Statement of Comprehensive Revenue and Expense
As at 30 April 2020
Annual Year End Annual Annual Plan Actual Variance
Report Projection Plan Variance YTD YTD CIA YTD % of
2018/2019 2020 2020 2020 Notes Apr-20 Apr-20 % Actual 2020 Var/Bud  Total Bud Notes
$000 s000 " 000 " 3000 " so00 $000 to Budget " $000 % %

Revenue

Rates Revenue (38,562) (40,746) (40,099) (647) 6 (33,261) (33,823) 84.3% © (562) 2% 1.2%
Grants & Subsidies (5,524) r (4,889) (6,462) 1,573 1 (5,967) (3,826) 59.2% @ 2,141 -36% -4.6% 1
Finance Income (423) (310) (209) (101) (209) (272) 130.1% © (63) 30% 0.1%

Fees & Charges, (5,355) (4,367) (5,110) 743 8 (4,125) (4,127) 80.8% | © (2) 0% 0.0%

Other Revenue (3,521) (3,595) (3,926) 331 7 (3,276) (3,443) 87.7% © (167) 5% 0.4%
Development Contributions - - - 0.0%

Gain on Derivatives - (®) - 0.0%

Gain Disposal of Assets (56) (580) (580) (580) © (580) 1.2% 3
Investment (Gains)/Losses (122) (122) (0) - 0.0%
Vested Assets (453) - - - - 0.0%

Total Revenue (53,894) (54,609) (55,928) 1,319 (46,838) (46,071)] 82.38% ® 767 -2% -2%
Expenditure

Employee Benefit Expenses 14,661 f 15,075 15,017 58 12,102 11,976 79.7% © (126) -1% -0.3%
Finance Costs 3,607 3,467 3,870 (403) 9 3,095 2,702 69.8% | © (393) -13% -0.8% 4
Depreciation and Amortisation 14,383 14,448 14,448 (0) 12,040 12,153 84.1% @ 113 1% 0.2%
Other Expenses 24,457 24,974 25,082 (108) 21,644 20,375‘ 81.2%| © (1,269) -6% -2.6% 2
Loss on Disposal of Assets 227 - - - - 0.0%
Revaluation Losses 0.0%
Increase in Landfill Provision 1,298 - - - 0.0%

Loss on Derivatives 975 1,400 1,400 10 1,345 ® 1,345 2.8% 5
Total Expenses 59,608 59,364 58,417 947 48,881 48,551 83.11% © (330) -1% -0.7%
Operating (surplus) deficit

before taxation 5,714 4,754 2,489 2,265 2,043 2,480 99.6% 437 21% 21.4%
Taxation 36 36 36 36

Operating (surplus) deficit

after taxation 5,714 4,790 2,489 2,301 2,043 2,516 101.1% 473 23% 23.1%

Note 1 Grants and Subsidies unfavourable variance of $2,141k. The significant variance
relates to the capital subsidies from NZTA which are lower than expected due to delays
or stopped works in roading projects as a result of COVID-19.

Note 3 Favourable variance of $580k, relates to the gain on sale of commercial properties as
reported in prior months, this will continue to year end 30 June 2020.

Note 4 Favourable variance of $393k, relates to finance external interest cost.

Note this reflects the unprecedentedly low interest rates in the bond market.

Note 5 Unfavourable variance of $1,345K, relates to unrealised loss on derivatives (swaps).
Note this reflects the continued fall in interest rates currently being experienced. Rates
fallen reacting to the uncertain global economic conditions due to the economic effect
of the COVID-19 pandemic. For reference and comparative purpose, last month the
reported loss was $1007k

Annual Year End Annual Annual Plan Actual Variance

Note 2 Report | Projection Plan Variance YTD YTD YTD % of

Other Expenses 2018/2019 2020 2020 2020 Apr-20 Apr-20 % Actual 2020 % Var/Bud Total Bud Notes

$000 $000 $000 " $000 $000 $000 to Budget " 000 % %

Professional Senices 5,240 4,844 5,296 (452) 4,558 3,791 71.6% © (767) -17% -1.6% 2A

Materials 88 111 112 (1) 101 91 81.3% © (10) -10% 0.0%

Maintenance 14,083 15,204 15,002 202 12,535 12,793 85.3% ® 258 2% 0.5%

Grants Paid 590 567 611 (44) 445 438 71.7% © (7) -2% 0.0%

Utilities 1,091 1,107 1,180 (73) 986 798 67.6% © (188) -19% -0.4%

Communications 231 264 258 6 215 159 61.6% © (56) -26% -0.1%

Other Expenses 5,167 5,074 5,380 (306) 4,664 4,168 77.5% © (496) -11% -1.0% 2B

Vehicle Expenses 133 174 181 (7) 156 100 55.2% © (56) -36% -0.1%

Treasury Expenses 160 189 199 (10) 118 87 43.7% © (31) -26% -0.1%

Labour Recoveries for Capex proje (2,326) (2,561) (3,137) 576 (2,134)‘ (2,050f 65.3% & 84 -4% 0.2%

Total Other Exepnses 24,457 24,974 25,082 (108) 21,644 20,375 81.2% © (1,269) -6% -2.6%
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Note 2A Professional Services — favourable variance $767k significant variances are noted
below:

Emergency Management — favourable $170k
o Lower professional services cost through emergency management contract
$127k vs anticipated forecast of $297k. This is largely a result of invoice
timing and will come into alignment at year end 30 June 2020.

e Community Centres and Libraries — favourable $40k
o Lower professional Services cost within community centres and libraries of
$59k vs anticipated forecast of $99k. This is as a result of a number of
programmes run in house without external support, and the facilities closure
through Alert Level 4 and 3.

e Planning and Regulatory — favourable $51k
o Lower costs than forecasted in building consents $16k vs anticipated
forecast of $67k, as a result of delays with competency assessments due to
COVID-19.

e 3 Waters and Asset Management — favourable $90k
o Lower professional services $53k vs anticipated forecast of $149k.

e Road Transport — favourable $416k
o Professional services budget relating to the Horowhenua Integrated
Transport Strategy/O2NL of $500k not spent, and will likely remain unspent
at year end.

Note 2B Other Expenses — favourable variance $496k, significant variances are noted below:

¢ Community Facilities and Services — favourable $189k
o Lower expenditure particularly within community centres and libraries. This
is a result of efficiencies throughout the year, and reduced expenditure with
facility closures as a result of COVID-19.

e Community Support — favourable $64k
o Lower expenditure within district marketing and community development as

a result of refocused efforts with COVID-19.

e Planning and Regulatory — favourable $81k
o Lower expenditure than forecasted.

e Property — favourable $63k
o Rates expense for Endowment property less than budgeted, due to property
sales in Forbes Road.

e Wastewater — favourable $56k
o Lower expenditure than forecasted.

e Stormwater — favourable $16k
o Lower expenditure than forecasted.
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Key 2019/2020 Year End Observation Forecasts — Impact of COVID-19

The COVID-19 pandemic is a rapidly evolving situation and has significantly impacted our Country
and communities. It is council’s responsibility to maintain essential services in order to maintain the
health and wellbeing of our communities through this uncertain time.

Rates fund just over 70% of Council’s annual income. In turn, this is then invested back into the
community to provide services and support. We are continuing to provide essential services to our
community such as water, waste water, rubbish collection, our cemeteries and emergency
management. Additionally, we are continuing where possible to deliver business continuity in our
other activities, for example maintaining our world of online library resources and e-membership
offerings.

Within the Statement of Comprehensive Revenue and Expense report as at 30 April 2020,
forecasts have been indicated for year end 30 June 2020. This work has been completed on the
basis of assumptions as a result of COVID-19, and the indicative effect on our year end position at
30 June 2020. These indications are shown in the Statement of Comprehensive Revenue and
Expense highlighted in yellow. Explanations of these points highlighted are as follows:

Note 6: It is anticipated that rates revenue is likely to be over budget at year end due to year to
date favourable variance in Levin water metered charges. This trend will likely to continue to 30
June 2020.

Note 7: This reflects the anticipated impact on consents income and other council services as a
result of Level 4 lockdown. Further forecasting is underway based on alert level 3 impacts and
transition into Level 2.

Note 8: Revenue forecasts have been revised for Community Hubs, Libraries and Aquatics
providing a year end projection for 30 June 2020. This reflects the facilities closure during alert
level 4 and 3, and limited opening in alert level 2. In addition, Council will continue to waive all
overdue fees associated with library book return in alert Level 2 to reduce influx of visits for book
returns as staged opening of libraries occurs from 18 May 2020.

Note 9: It is anticipated that the lower interest rates due to the pandemic’s effect (as noted in the
30 April 2020 financial results) will continue a favourable variance on external finance interest
costs to year end 30 June 2020.

Note 10: It is anticipated that the trend noted on the unrealised loss on derivatives (swaps) as
noted in the 30 April 2020 financial results will continue to present a negative effect on Councils
year end 30 June 2020 result.

Note 11: Reflects delayed subsidised roading capital projects. and the compounded effect of the
COVID 19 lock-down, as a result a number of projects will not be completed by year end 30 June
2020.

In addition, it should be noted that the fourth quarter rates notice was issued on 14 May 2020.
Processes are in place to work with ratepayers to consider payment options on their specific case
by case basis. This includes working with ratepayers who may be eligible for a rates rebate, and
have not yet applied as applications must be submitted by 30 June 2020.
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Statement of Comprehensive Revenue and Expense by Activity
As at 30 April 2020

83.3% A Cc D E F G H | J
Annual |Projected CIA D-C G/D
Plan to Variance [Year to date (YTD)Y % Actual YD % of Notes to
REVENUE 2019/2020 {30/06/2020 This Year  Budget| to Budget Variance % Var/Bud Total Bud Accounts
$000 | $000 | $000 | $000  $000 " 3000
Significant Activities
Regulatory Sevices @657 (4444 (13| (@005 (3,959 86.0% © 46 1.2% 0.1%
Community Facilities and Ser  (13,557)]  (12,864)]  (693)| (10,807) (11,168 79.7% ®  (361) 32%  -0.5%
Road Transport (10,638)]  (8,929) (1,709) (7.174)  (9,359) 67.4% @® (2,185) -23.3%  -3.2% 1
Water Supply 6.971)]  (7,506) 535 (6,201)  (5,655)| 89.0% © 546 9.7% 0.8%
Wastewater Disposal (8,548)]  (8,548) o @191 (6991 s841% © 200 2.9% 0.3%
Solid Waste (2322 (2322 o @8 (@921 s22% ® 13) -0.7% 0.0%
Stormwater (1,324)]  (1,324) o @os3 (@045 795% © 8 0.8% 0.0%
Treasury (B.411)] (2909 (G02)| (2399) (2.815| 703% ®  (416) -14.8%  -0.6% 2
Property (1,495)]  (1,975) 480 (1,839)  (1,076) 123.0% © 763 70.9% 1.1% 3
Community Support (3,106)]  (3,046) ©0)| (2566) (2508 s82.6% © 60 2.4% 0.1%
Representation & Com. Leade (3,958) (3,856) (102) (3,262) (3,321) 82.4% & (59) -1.8% -0.1%
Total Activity Revenue (59,987)] (57,722)| (2,265)| (48,405) (49,816)| 80.7% & (1,411 2.8%  -2.0%
Business Units (23200) (23214) 14| (18137) (19317) 78.2% @ (1,180) 6.1%  -1.7%
Total Operating Revenue (83,187)| (80,937)| (2,250)| (66,542) (69,133)] 80.0% @ (2,591) 3.7%  -3.1%
83.3%
A B c D E B G H | J
Annual |Projected CIA D-C G/D
Plan to Year to date % Actual YTD % of Notes to
EXPENDITURE 2019/2020 {30/06/2019 This Year Budget | to Budget Variance % Var/Bud Total Bud Accounts
$000 | $000 | $000 | $000  $000 " 3000
Significant Activities
Regulatory Sevices 4,657 5,220 63| 3,927 3881| 84.3% ® 46) 1.2%  -0.1%
Community Facilities and Ser 13,473 14,332 (859) 10,544 11,139 78.3% | © 595 5.3% 0.8%
Road Transport 10,348 9,829 519 7,586 8,636 73.3% © 1,050 12.2% 1.5% 4
Water Supply 6,910 6,852 58 5,980 5771 865% @  (209) 3.6%  -0.3%
Wastewater Disposal 7,422 7,649 @21 6690 6,230 90.1% ®  (460) 7.4%  -0.6%
Solid Waste 3,938 3,775 163 2,940 3,313 74.7% © 373 11.3% 0.5% 5
Stormwater 1,519 1,406 113 1,280 1,272 84.3% @ 8) -0.6% 0.0%
Treasury 4,025 3,766 259 4,194 3,226‘ 104.2% @ (968) -30.0% -1.4% 6
Property 1,548 1,404 144 1,078 1,250 69.6% © 172 13.8% 0.2%
Community Support 3,106 3,001 105 2,457 2,897 79.1% © 440 15.2% 0.6% 7
Representation & Com. Leade 5,545 5,150 395 4,242 4,571 76.5% © 329 7.2% 0.5%
Total Activity Expenditure 62,491 62,385 106 50,918 52,186 81.5% @ 1,268 2.4% 1.8%
Business Units 23,193 23,342 (149) 18,140 18,990 78.2% © 850 4.5% f 1.2%
Total Operating Expenditure 85,684 | 85,727 43)] 69,08 71,176 | 80.6% @ 2,118 3.0% 3.0%
Operating (Surplus)/Deficit 2,497 4,790 | (2,293) 2,516 2,043 & (4713)  23.2%  -0.66%

Note 1 Road Transport — unfavourable variance of $2,185k, the significant variance relates to the
capital subsidies from NZTA which are lower than expected due to delays or stopped works in
roading projects as a result of COVID-19.

Note 2 Treasury — unfavourable variance of $416k, lower internal interest received ($671) from
other activities due to the low interest rates below Annual Plan assumptions offset by above budget
dividend received ($128k) and Interest received ($62k) from having more surplus cash invested
due to prefunding some loan renewals.

Note 3 Property — favourable variance $763k, the variance relates to gain on sales of assets,
increased rentals on commercial property during delay with sales and increased rentals on
housing and grazing land.
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Note 4 Road transport — favourable variance $1,050k, the significant variance relates to higher
proportion of staff labour charged to capital projects and Horowhenua Integrated Transport
Strategy project expense unlikely to progress in current financial year.

Note 5 Solid Waste — favourable variance $373k, the significant variance relates to $1,375k
expense vs anticipated forecast of $1,519k.

Note 6 Treasury - unfavourable variance $968k, the significant variances relate to the interest
rate swap loss ($1,345k), offset by the external interest saving and lower bank fees.

Note 7 Community Support - favourable variance $440k, the significant variances relate to lower
expenses in District Marketing as a result of halted programmes due to COVID-19, Emergency
Management Contract invoice timing and reduced overhead expenses in Community
Development.
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Maturity Interest Opening . . Closing

Due within a year

LGFACP 19 Sep 19 1.6800% 11,000,000 11,000,000 0
LGFACP 19 Sep 19 1.6100% 5,000,000 5,000,000 0
LGFACP 19 Dec 19 1.2500% 16,000,000 16,000,000 0
LGFACP 19 Jun 20 1.3750% 16,000,000 16,000,000
LGFA Bond 15 Apr 20 2.6324% 5,000,000 5,000,000 0
LGFAFRN 15 Apr 20 1.6200% 4,000,000 0 4,000,000 0
Total due within a year 20,000,000 37,000,000 41,000,000 16,000,000
Due within 2 - 5 years

LGFAFRN 17 May 21 2.0325% 4,000,000 4,000,000
LGFA Bond 17 May 21 4.5650% 5,000,000 5,000,000
LGFA Bond 17 May 21 5.9852% 5,000,000 5,000,000
LGFA Bond 17 May 21 5.8516% 5,000,000 5,000,000
LGFAFRN 14 Apr 22 0.9400% 9,000,000 9,000,000
LGFAFRN 18 May 22 1.6050% 3,000,000 3,000,000
LGFA Bond 15 Apr 23 5.1336% 4,000,000 4,000,000
LGFAFRN 15 Apr 23 1.0100% 6,000,000 6,000,000
LGFA Bond 15 Apr 23 1.4800% 0 4,000,000 4,000,000
LGFA Bond 15 Mar 24 3.7200% 4,000,000 4,000,000
LGFA Bond 15 Mar 24 3.7600% 4,000,000 4,000,000
LGFA Bond 15 Apr 24 2.5200% 3,000,000 3,000,000
LGFA Bond 15 Apr 25 4.2046% 3,000,000 3,000,000
LGFAFRN 15 Apr 25 1.2450% 5,000,000 5,000,000
LGFAFRN 19 May 25 1.6700% 7,000,000 7,000,000
Total due within 2 - 5 years 62,000,000 9,000,000 71,000,000
Due after 5 years

LGFA Bond 20 Mar 26 3.3800% 9,000,000 9,000,000
LGFA Bond 15 Jul 26 3.3700% 5,000,000 5,000,000
LGFAFRN 15 Apr 27 1.1950% 5,000,000 5,000,000
Total due after 5 years 14,000,000 5,000,000 19,000,000
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External Internal  Total Loans LTP Year Interest Loans as
Loans as at Loans as at as at 2 Budget  Allocated at
30/04/2020 30/04/2020 30/04/2020 2019/20 YTD 30/06/2019
$000 $000 $000 $000 $000 $000
Land Transport 1,600 98 1,698 3,868 47 1,684
Shared Pathways 700 73 773 937 20 710
Stormwater 7,700 48 7,748 9,657 209 7,466
Water supply
Water Levin 11,200 73 11,273 13,150 315 11,287
Water Shannon 1,200 5 1,205 1,194 35 1,243
Water Foxton 1,200 42 1,242 1,217 36 1,270
Water Foxton Beach 300 29 329 411 9 324
Water Tokomaru 400 28 428 487 11 392
Total for water supply 14,300 177 14,477 16,459 406 14,516
Wastewater Disposal
Wastewater Levin 10,400 83 10,483 12,436 264 9,438
Wastewater Shannon 7,800 38 7,838 7,968 226 8,086
Wastewater Foxton 5,300 44 5,344 8,459 134 4,801
Wastewater Foxton Beach 200 1 201 301 4 159
Wastewater Tokomaru 700 91 791 846 23 819
Wastewater Waitarere 200 99 299 595 6 213
Total for wastewater disposal 24,600 356 24,956 30,605 657 23,516
Solid Waste
Landfill 4,500 2 4,502 4,684 129 4,616
Recycling 2,200 63 2,263 2,208 21 768
Total Solid Waste 6,700 65 6,765 6,892 150 5,384
Community Facilities & Services
Aquatic Centres 4,300 13 4,313 4,714 124 4,438
Reserves 2,000 70 2,070 2,931 56 2,003
Sports grounds 1,300 11 1,311 1,462 38 1,347
Cemeteries 600 89 689 768 16 563
Beautification 0 46 46 55 1 48
Libraries/ Community Centres 10,500 99 10,599 11,216 298 10,666
Halls 200 29 229 228 7 237
Toilets 400 55 455 759 13 471
Total for Community Facilities & Services 19,300 412 19,712 22,133 553 19,773
Properties
Commercial properties 0 0 0 0 12 1,023
General properties 2,900 90 2,990 821 83 2,982
Council building 5,400 1 5,401 5,713 155 5,541
Total for Properties 8,300 91 8,391 6,534 250 9,546
Other activities
Information Technology 1,600 73 1,673 1,677 45 1,624
District/strategic planning 3,400 96 3,496 4,057 78 2,790
Animal control 0 25 25 67 1 26
Treasury 17,800 0 17,800 5,000 292 10,500
Total for other 22,800 22,994 14,940
Total Gross Debt 106,000 107,514
Less Cash and Cash equivalents 16,437 16,437 10,571 8,481

89,563 1,514 91,077 89,054
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APPENDIX

Asset maintenance contract

Finance cost

Gains

General grants

Grants and subsidies

Infringements and fines

Employee benefits

Other expenses

Professional services

Regulatory revenue

Rendering of services

Rental income

Targeted rates

User charges

Utilities

General contract works, repairs, planned and unplanned maintenance, materials
and consumables, cleaning and hygiene, inspections and reporting.

Interest on borrowings and interest on swaps.

Fair value revaluation gain and gain on sale.

Grants given to various organisations and individuals like Creative NZ,
neighbourhood support, beach wardens, community development and youth
scholarships.

Grants and subsidies received from government and other organisations for
roading, library, community hubs, cemetaries and acquatic centres.

Parking tickets, Prosecutions on WOFs and unregistered vehicles.

Salaries and wages, training costs, FBT and ACC levies, superannuation, and staff
recognition.

Printing, publication, postage, stationery, advertising, food and catering,
photocopying, internet and communication and any other office expenses.

Consultants, contractors, membership fees, legal fees, lab services, audit fees or
any other professional services charges.

Planning fees, building fees, animal fees, liquor fees and health fees.

Commissions, car income, and any other income received for rendering services.

Rent from Halls, residential and commercial properties, grazing land, reserves and
other lease income.

Rates for roading, waste management, representation and governance,
stormwater, wastewater, water by meter and water supply.

Revenue received from addmission, shop sale, Cemetery fees, trade waste, utility
connection, events and exhibitions.

Water use, electricity and gas charges
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LGFA Special General Meeting

File No.: 20/179

1. Purpose

For the Financial, Audit & Risk Committee to provide a recommendation for Council to vote in
favour of a resolution at the Local Government Funding Agency’s (LGFA) Special General
Meeting (SGM).

LGFA are seeking shareholder approval at a SGM on 30 June to increase the Net Debt /
Total Revenue covenant for rated Councils from the current 250% to a new limit of 300% for
the 2020/21 and 2021/22 financial years and then for it to decrease by 5% for each
subsequent year until it reaches the new limit of 280% in the financial year to June 2026.
This is to assist Councils in responding to the COVID-19 crisis.

2. Recommendation
2.1 That Report 20/179 LGFA Special General Meeting be received.

2.2 That this matter or decision be recognised as not significant in terms of s76 of the Local
Government Act 2002.

2.3 That Finance, Audit & Risk Committee recommends that the Horowhenua District Council, as
a shareholder of the Local Government Funding Agency, votes in favour of amending the Net
Debt / Total Revenue covenant as proposed, at the LGFA Special General Meeting to be
held on 30 June 2020.

3. Background/Previous Council Decisions

3.1 Council became a shareholder and (therefore guarantor) in the Local Government Funding
Agency in 2011.

3.2 In 2015 Council also obtained, and has subsequently maintained, an A+ Credit Rating with
Standard and Poors.

3.3 Both these actions reduced Council’s cost of funds (weighted average interest rate on
borrowings) by approximately 20 to 25bp (0.20% to 0.25%). This represents a reduction of
about $200k to $250k per annum on Council’s current loan portfolio.

3.4 Council had initially been subject to the “Lending Policy Covenants” until it obtained a credit
rating. The Net Debt / Total Revenue covenant was 175% which was Council’'s own
covenant for the 2015/25 LTP. Once Council obtained a credit rating it was able to use the
“Foundation policy covenants” maximum of 250%; consequently, Council raised its own
covenant to 195% for the 2018/38 LTP.

Issues for Consideration

4.1 Some high growth Councils across New Zealand are at or near the 250% maximum which is
seriously constraining those Councils’ ability to borrow to enable further infrastructural
improvements to enable further growth to occur.

4.2 Horowhenua District Council is now close to its own covenant of 195% and could (in later
years if growth demands more infrastructural investment) come close to the 250% maximum.

4.3 Council may also need to borrow to cover operational costs if it wishes to decrease the rates
income from what was forecast in the Draft Annual Plan or LTP. The increase in the
covenant will give Council the capacity to do this in the short-term.

4.4 The extra capacity may be needed in the short-term if only to give Council some head room
to cover a future emergency.
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Council is also investigating bringing forward some of the projects from the LTP as a means
to stimulate the local economy in its recovery from the COVID 19 pandemic and may need
the increased capacity to borrow in the short to medium term.

The next LTP 2021/41 will be based on a new reality of the local economic recovery as well
as growth that was exceeding the last LTP assumption for growth.

Attachment B (which is a presentation to NZX (NZ Stock Exchange) sets out LGFA’s
reasoning for wanting to increase the maximum above 250% so these reasons will not be
repeated here.

As the growth Councils are all shareholders with LGFA it is likely they will all vote in favour of
the amendment.

Of note also that LGFA is increasing the Borrowers note percentage from 1.6% to 2.5%.

Borrowers Notes are extra equity in LGFA that Councils “purchase” at the set percentage
every time a Council borrows from LGFA. This is achieved by LGFA deducting the
percentage (currently 1.6% of the borrowings) from the proceeds of the borrowing. This
mechanism maintains LGFA equity to debt ratios and so ensures its financial sustainability
as it borrows externally to on-lend to Councils. Increasing this percentage is in response to
the increased risk of allowing Councils to increase borrowing above 250% of income.

Note of interest also the criteria (p23 of Attachment B) used to assess risk of every Council
by LGFA. These criteria include such things as Budget performance (balanced budget),
affordability of rates, etc. This internal assessment determines the credit margin above the
LGFA cost of funds. The higher the risk, the higher the margin.

Note also on page 14 under the heading “Credit Risks” that Councils must “comply with their
own internal borrowing policies” which include not exceeding our self - imposed net debt no
more than 195% of income.

Attachment B also gives Councillors a good synopsis of LGFA financials and Councils’
borrowing across New Zealand

Attachments

No. Title Page

A LGFA announcement re proposed change to the Foundation Policy 44
Covenant

B LGFA presentation re proposed changes to the Foundation Policy 46
covenants

C LGFA - Proposed amended Foundation Policy 87

Confirmation of statutory compliance

In accordance with section 76 of the Local Government Act 2002, this report is approved as:
a. containing sufficient information about the options and their benefits and costs, bearing in

b.

mind the significance of the decisions; and,

is based on adequate knowledge about, and adequate consideration of, the views and
preferences of affected and interested parties bearing in mind the significance of the
decision.
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Signatories

Author(s) Doug Law
Chief Financial Officer

Approved by | Nicki Brady
Deputy Chief Executive
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NZX Announcement
04 May 2020
PROPOSED CHANGE TO LGFA FOUNDATION POLICY COVENANT

The board of New Zealand Local Government Funding Agency Limited (LGFA) has reviewed the
foundation policy financial covenants set out in its foundation policies and will recommend to
shareholders at a Special General Meeting to be held in June 2020 to amend the net debt / total
revenue foundation policy financial covenant that applies to local authority borrowers with a long-
term credit rating of ‘A" equivalent or higher. The proposed changes have been discussed with S&P
Global Ratings Australia Pty Limited, Fitch Australia Pty Limited and LGFA's Shareholders' Council. The
proposed changes to LGFA's foundation policies (as set out below) requires approval by a majority of
shareholders.

Currently, local authority borrowers with a long-term credit rating of ‘A’ equivalent or higher are
required to maintain net debt / total revenue below 250%, unless a higher ratio is approved by
shareholders. In respect of this financial covenant, the proposed changes are:
* for the current financial year ending 30 June 2020, 250% to continue to apply;
o for the financial years ending 30 June 2021 and 2022, 300% will apply; and
o for each of the next four years financial years, a decrease of 5% until 280% will apply for and
from the financial year ending 30 June 2026.

Note there are no other changes proposed to LGFA's foundation policies. In particular, no changes
are proposed to any of the other foundation policy financial covenants that currently apply to the
thirty local authority borrowers with a long-term credit rating of 'A’ equivalent or higher, and there
are also no changes proposed to any lending policy financial covenants that currently apply to thirty-
seven local authority borrowers who do not have a credit rating.

An investor conference call to provide an update on the impact on local government sector finances
from COVID-19 as well as outlining these proposed changes to LGFA's foundation policies is
scheduled for Tuesday S May 2020 at 3.30pm NZT. Conference call details are set out below and a
copy of the presentation is attached.

LGFA Investor Conference Call ~ Express Virtual Meetings

Tuesday 5 May 2020

New Zealand 0800 480 263 3.30pm
Australia 1300 254 410 1.30pm (AEDT)
Singapore 800 616 3060 11.30am

Hong Kong 800 968 788 11.30am
Japan 00531 25 0049 12.30am

NEW ZEALAND LOCAL GOVERNMENT FUNDING AGENCY LIMITED
AUCKLAND Level 5, Walker Wayland Centre, 53 Fort Street
WELLINGTON Level 8, City Chambers, 142 Featherston Street
PO Box 5704, Lambton Quay, Wellington 6145 | P +64 4 974 6530 | www.lgfa.co.nz

LGFA Special General Meeting Page 44



Finance, Audit & Risk Committee enua’>
27 May 2020 Horowhenua

International +61 3 8687 0634
Pin Code 10114637%
ENDS

Released on behalf of New Zealand Local Government Funding Agency Limited by Mark Butcher,
Chief Executive.

Telephone +64 4974 6744

Email mark.butcher@Igfa.co.nz

Website lgfa.co.nz

NEW ZEALAND LOCAL GOVERNMENT FUNDING AGENCY LIMITED
AUCKLAND Level 12, West Plaza Tower, Corner Albert and Customs Street
WELLINGTON Lovel 8, City Chambers, 142 Featharston Stroet
PO Box 5704, Lambton Quay, Wellington 6145 | PH +64 4 974 6530 | www.Igfa.co.nz
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DISCLAIMER LG F A GOVERNMIENT FUNOING AGENCY

TE POTEA KAWANATANGA A-ROME

This presentation has been prepared by New Zealand Local Government Funding Agency Limited (“LGFA”) for general information purposes only. By listening to the
presentation, or reading the presentation materials, you acknowledge and agree to the contents of this disclaimer.

To the maximum extent permitted by law, neither LGFA nor any of its affiliates, directors, officers, partners, employees or agents make any representation, recommendation or
warranty, express or implied as to the accuracy, completeness or currency of any of the information in this presentation and accept no responsibility or liability therefore. Data
is indicative and approximate only, and all information is subject to change. Some information may be taken from publicly available sources and has not been verified by LGFA.
This presentation is intended as a snapshot view of LGFA only, and LGFA has no obligation, and does not undertake or accept any responsibility or obligation, to update, expand
or correct anything in this presentation or inform you of any matter arising or coming to its netice, after the date of this presentation, which may affect any matter referred to
in this presentation,

This presentation contains forward-laoking statements including information regarding LGFA's future bond issuances and forecast financial performance based on current
information, estimates and forecasts. Those statements are subject to risks, uncertainties, and assumptions which are hard to predict or anticipate, and therefore actual
outcomes and performance may differ materially from the statements. Any opinions expressed in this presentation reflect the judgement of LGFA as the date hereof, and do
not bind LGFA.

This presentation is not a product disclosure statement, disclosure document or other offer document under New Zealand law or any other faw. This presentation is not, and
does not constitute financial advice. All reasonable care has been taken in relation to the preparation and collation of this presentation. Except for statutory liability which may
not be excluded, no person, including LGFA or any person mentioned in this presentation accepts responsibility for any loss or damage howsoever accurring resulting from the
use or reliance on this presentation by any person. Past performance is not indicative of future performance and no guarantee or future rights are implied or given.

Nothing in this presentation is an offer to sell, or solicitation of an offer to purchase, any securities. This presentation must not be relied upon by any person for making any
investment decision and will not form part of any investment contract, The information provided in this presentation is not investment advice and does not take into account
the investment objectives, finandial situation or particular needs (including financial and taxation issues) of any particular investor. Any person considering in investing in LGFA
securities must refer to any refevant offer documents and disclosures provided expressly in connection with those securities and should take their own independent financial
and legal advice on their proposed investment. LGFA securities have not been and will not be registered under the United States Securities Act of 1933 (U.S Securities Act) or
the securities laws of any state or other jurisdiction of the United States. LGFA securities may not be offered or sold, directly or indirectly, in the United States or to, or for the
account or benefit of, any person in the United States except in transactions exempt from, or not subject to, the registration requirements of the U.S. Securities Act and any
other applicable U.S. state securities laws.

This presentation is proprietary to LGFA and may not be copied, distributed, disclosed or used without LGFA's express written consent.

NZX Limited accepts no responsibility for any statement in this investor presentation. NZX Limited is a licensed market operator and the NZX Debt Market is a licensed market
under the Financial Markets Conduct Act 2013,
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COVID 19 - IMPACT ON COUNCIL 2020/21 REVENUE €] T4\ i

* Council funding revenue is forecast to fall between 2.3 and 11 percent in the 2020/21 financial
year relative to a 20% forecast decline in the DIA’s Local Government Sector COVID-19 Financial
Report 1 (14 April 2020)

. Ibn“c_iollar terms this equates to a loss of revenue to the sector of between $355 million and $1.5
illion
* Core scenario is based upon remaining in Level 2 until March 2021 and then back to Level Zero
inJune 2021
» Reduced level of funding will come from:
* Rates Income (primarily from zero or lower than forecast rate increases for the 2020/21 financial year
* Fee Income (less parking revenue, revenue from community facilities, regulatory services income)

* Investment income (lower dividends and / or lower returns from investment funds)
* Development contributions

. iﬁ?l’/fxe)e income from public transport is currently being reimbursed by the NZ Transport Agency

» Subsidies and grants likely to be as forecast although the funding level from NZTA is still yet to
be confirmed

Source: DIA Local Government Sector COVID-19 Financial Implications Report 2
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COVID 19 - IMPACT ON COUNCIL 2020/21 RATES INCOME LGF A§

* The sector’s rates income for 2020/21 is expected to be between 2 and 4 percent lower
than originally forecast.

* The sector’s non-collection assumption for rates is forecast to be between 2 and 6
percent for 2020/21.

* |t is forecast that this will need to be debt financed until such time as the rates are
collected.

* Some councils may offer rates postponement schemes.

* As an example Christchurch City Council will offer businesses with an actual 30 percent
decline in revenue an up to six month extension on rates payments.

* In addition, penalty fees for late payment of rates are likely to be waived.
* Councils are also likely to offer rent or lease holidays for some tenants of council
facilities. Many of these will be community groups.

Source: DIA Local Government Sector COVID-19 Financial Implications Report 2 and
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COVID 19 - Council Balance Sheet Response LG FA§

* Councils are currently re-evaluating their 2020/21 capital expenditure programmes.

* Some councils are forecasting that their capital expenditure programmes will be
unchanged. Others are reprioritising non-essential capital expenditure.

* Councils expect to make some reductions in operational expenditure.

* Cuts in operational expenditure will be easiest for councils that outsource contracts for
some of their services (for example on April 7 Auckland Council announced that it was
immediately cutting 1100 jobs for staff it has been employing as temps, or on
contracts).

* Limited savings will be made on community facilities that are not open (less
maintenance, less power, less cleaning).

* While councils currently intend to maintain service levels, staffing levels will adjust over
time depending on demand.

Source: DIA Local Government SectorCOVID-19 Financial Implications Reports 1 and 2
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COVID 19 — Impact on the 2019/20 Financial Year K] T\ i

* Level 4 restrictions were imposed on 26 March.

* Councils are forecasting that there will be some loss in 4t" quarter revenue.
* The average forecast loss in revenue from fees and charges is 12 percent.
* Construction work stopped during level 4 restrictions on all but essential projects.

* Councils now expect to spend 73 percent of planned 2019/20 capital expenditure
budgets. This compares to an actual spend of 81 percent for the year ended June 2019
compared to budget.

* While some councils were expecting to borrow for the reduction in revenue, on average
it was expected to be largely offset by a reduction in borrowing required for capital
expenditure.

* On LGFA modelling, it is expected that all member councils will be compliant with the
LGFA financial covenants as at 30 June 2020.

Source: DIA Local Government Sector COVID-19 Financial Implications Report 2
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SECTOR REVENUE LGFAY 5o o

Forecast Sources of Operating Funding

General rates, UAGC, rates penalties

3%
» Targeted rates (excluding metered
water)
37% |
» Targeted metered water rates

m Subsidies & grants for operating
purposes

m Fees & charges

® Interest & dividends from

investments

Source: DIA analysis of council LTPs for the 2019/20 financial year from the DIA Local Government Sector COVID-19 Financial Implications Report 2
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COVID 19 - GOVERNMENT INFRASTRUCTRE PLANS €] 32\ i

* The Government has asked councils to identify “shovel ready projects” that are ready to
start as soon as the construction industry returns to normal.

* The Infrastructure Industry Reference Group will put forward to Ministers projects from
the public and private sector that will be ready to start within the next six months.

* These projects will be in addition to the Government’s $12 billion New Zealand Upgrade
Programme and existing Provincial Growth Fund Infrastructure investments.

* “Infrastructure projects designated crucial to the country’s economic recovery will be
fast-tracked through the planning process to ensure they start as soon as possible”
(Environment Minister - David Parker, 3" May 2020 National Business Review).

* Nearly all councils have submitted “shovel ready projects” for consideration. For
example on April 14 Auckland Council announced they had submitted 73 key projects.

* Provincial Growth Fund projects are continuing. On 30 April, the Minister announced a
further S48 million of funding for nine new initiatives.
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COVID-19 IMPACT ON LGFA BONDS

IN SECONDARY MARKET

Initially

Higher outright yields, steeper yield curve
and wider spreads to NZGB and Swap

Wider bid ask spreads in secondary market

Secondary market turnover in line with 12
month average

Following RBNZ Large Scale Asset Purchase
Programme

Downward decline in yields continued
Spreads to Swap and NZGB tighter
Tighter bid ask spreads

Record secondary market volume in April

Positive flow on impact to other high grade
issuers

Source: LGFA secondary market end of day
yields sourced from BNZ and Bloomberg

LGFA Be

nd Yields

’-' !‘\ ALAN A WA
TE PUTEA ]
)

KAWANATANGA A-ROME
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COVID-19 IMPACT ON LGFA BONDS A
IN SECONDARY MARKET LG FA% v;,.;;N; ,;J;;;g‘;:;m.g

LGFA Spreads to Swap (bps)
’ Sl LGFA Spreads to NZGB (bps)

Source: LGFA calculated secondary market end of day spreads sourced from BNZ and Bloomberg
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LGFA COVID-19 RESPONSE LGFAY, St

Seamless transition to remote working environment

II;Iacc;:zdl.rollout of standby facility to Councils on hold pending increase in Liquid Assets
ortfolio

Increased soft cap on LGFA bond maturities from NZS$1.5 billion to NZ$1.75 billion
Issued 2.5 year Floating Rate Note by private placement
Increased on-lending margin to councils by 10 bps

Increase Treasury Stock holding per LGFA bond maturity by NZ$50 million (to NZ$100
million per series) at next issuance opportunity

Seeking Councils’ approval to increase Borrower Notes percentage from 1.6% to 2.5%

Councils providing best estimate of future borrowing requirement on monthly basis for
next six months

Worked with Department of Internal Affairs, Treasury and Office of Auditor General on
implications for councils including stress testing the financial impact

Proposed c_han%es to Foundation Policy regarding Net Debt / Total Revenue covenant for
councils with a long-term credit rating of ‘A’ equivalent or higher.

Source: LGFA
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J LGFA Risks
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PRUDENT APPROACH TO RISK MANAGEMENT |_G FAS COVERMNIENT FONDING AGENCY

LGFA’s policy to minimise financial risks and carefully identify, manage and control all risk.

Market Risk

_— § . . Financial &
PDH limit of NZ$100,000 - current exposure (as at 1 May 2020) is -$1,400 inancial covenant covenants

VAR limit of N251,000,000 - current exposure (as at 1 May 2020) is $299,000

Lending policy Foundation policy
covenants

Net Debt / Total
<175 50%
Credit Risk s i .
i !s . Net Interest / Total
All Councils that borrow from LGFA are obliged to: Reaaniie <20% <20%
Provide security in relation to their borrowing from LGFA and related obligations.
Issue securities (bonds/FRNs/CP) to LGFA. Net Interest /
' , . , <25% <30%
Comply with their own internal borrowing policies, Annual Rates Income
Comply with the LGFA financial covenants within either the Lending Policy or Foundation Policy Liquidity >110% $110%

Auckland Council is limited to a maximum of 40% of LGFA's total Local Authority assets.
No more than the greater of NZ$100 million or 33% of a Council’s borrowings from LGFA will mature in any 12

month period.

Liquidity and Funding Risk — "
Liquidity position as at 1 May 2020
Cash and Investments _

LGFA manages liquidity risk by holding cash and a portfolio of liquid assets to meet obligations when Cash and cash equivalents $88.1

they fall due,

Only invest in NZD senior debt securities, money market deposits and registered certificates of deposits DEpOsHs and Miacketatie Sectirities >792.7

within strict counterparty limits. NZ Government Liquidity Facility $700.0
NZ Government liquidity facility {amount availabie)

The New Zealand Government provides a committed liquidity facility up to NZS1 billion in size that Total $1,560.8

LGFA can draw upon to meet any exceptional and temporary liquidity shortfail

Facility size is set by LGFA at NZ5700 million {as at 1 May 2020) Source: LGFA
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MISMATCH BETWEEN LGFA BONDS AND LOANS LGFAY &

Average term of LGFA bonds outstanding and on-lending (years)

s S st ch

’ : " So! : LGFA
Negative = longer term of bond issuance than on-lending uree
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> 00 “pl-z‘

Apr33
§700.7 $7200
$5iH
Apr-29
Apr-27
Apr-24 Apr-25 280.5 $275.0
0. 23 $256.5 5
Apr-22
$1345%
May-21
S100.0 3.8 . Apr-23
ﬁ 5287
=
-5100.0 [ <
$114.0
— | $233.9 §221.7
S3349 $341.4 53376
-4$500.0 a4
20-21 Gap 2122 Gap 22-23Gap ®W23-24 Gap 2425 Gap 25-26Gap WM26-2Gap ®27-29Gap
As at 1 May 2020
The asset liability mismatch is the difference between LGFA bonds issued and loans to Councils for each date or period, The
positive outcomes show more LGFA bonds have been issued than loans made to Councils for that date or period. The negative Source: LGFA

outcomes show loans made to Councils with maturity dates between LGFA bond maturities.
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LGFA LENDING AND GUARANTEE BREAKDOWN

Amount % of Total
ouncil Borrower Borrowed s on
aae Borrowing
(NZ$ million) Short Term (loan terms less than 12 months)  $420
Auckland Council $2,757 25.5% Long Term $10,399
Christ;hurch City 61,920 17.7% Total $10,820
Council
Wellington City Council $635 5.9% Amount
T R Number of Bartoned % of Total
Tauranga City Council $515 4.8% z P councils : e Borrowing
[{(NZS$ million)
Hamilton City Council 5480 4.4% Guarantors 54 $10,687 98.8%
Wellmgton Regional $400 3.7% Non guarantors 13 $132 1.2%
Council Total 67 $10,820 100%
Rotorga District $217 2.0%
Council
: : Note:
Hutt City Council 5216 2.0% Auckland Council borrowing is capped at 40% of total LGFA
iti istri lendin
Kapiti Foast District $200 1.8% |4
Council Three member councils have yet to borrow from LGFA
f Pl i
Bayo 'P enty Regional $191 1.8%
Council
57 oth b Guarantee contains provisions apportioning share to each council
OSr-MEmer $3,290 30.4% based upon their relative share of total rates revenue of all

councils guarantors. A council’s obligation under the guarantee is secured

against rates revenue,

D AG

GOVERNMENT FUNDING ENCY
LG I A% TE POTEA KAWANATANGA A-ROHE
\
Council Borrowing Volume
(NZ$ million)

% share of Guarantee

Council Guarantor

Auckland 31.6%
Christchurch City 8.7%
Wellington City 5.4%
Hamilton City 3.2%
Tauranga City 2.9%
Wellington Regional 2.9%
Hutt City 1.9%
Canterbury Regional 1.8%
Whangarei District 1.7%
Palmerston North City 1.7%
44 other council 38.1%

guarantors

As at 1 May 2020
Source: LGFA
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CREDIT QUALITY OF THE LENDING BOOK LGFAY &5

U 90.1% of LGFA loans to councils with credit ratings
J 89.1% of LGFA loans to AA- rated councils or better External Credit

U Average credit quality is above AA- Rating (S&P, Lend.m.g (NZ$ Lending (%) Numbe.r of
O Improving trend in underlying credit quality of local Fitch) millions) Councils
government sector over the past seven years
9 councils on positive outlook (NZ$1.77 billion or 17.5%
loan book)
,, J no councils on negative outlook AA+ $170 1.6% 3
U Not all councils have credit ratings due to cost of
obtaining a rating vs benefits AA $5,929 54.8% 18
J Average total lending to unrated councils is NZ529
million per council
J NZS45 million of debt is approximate breakeven for a AA- $3r494 32.3% 8
borrower to obtain a credit rating
(J LGFA undertakes detailed credit analysis of all A+ $106 1.0% 1
member councils separate to the external credit
rating process performed by S&P, Fitch and Unrated $1,121 10.4% 37
Moody's
W Unrated councils are assessed by LGFA as having in Total $10,820 100% 67
general, better credit quality than those councils
with credit rating As at 1 May 2020 Source: LGFA

Note: Three member councils have yet to borrow from LGFA (includes long and short term lending)
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LGFA MEMBERS (As at 1 May 2020)

Sshareholders

New Zealand Government
Auckland Council
Christchurch City Council
Wellington City Council
Taurangs City Council
Hamilton City Council
Wellington Regional Council
Kapiti Coast District Council
Hutt City Council

Bay of Plenty Reglonal Council
Tasman District Council
Waimakariri District Council
Hastings District Council
Whangarei District Counil
Palmarston North City Council
New Plymouth District Council
Horowhenua District Council
Taupe District Council

South Taranaki District Council
Marfborough District Council
Whanganui District Council
Western Bay of Plenty District Coundil
Manawatu District Counell
Whakatane District Council
Waipa District Council
Thames-Coromandel District Council
Masterton District Council
Hauraki District Council
Selwyn District Council
Otorohanga District Council

Total Shares [NZ$) Shareholding (%) Amount borrowed (NZ$ miilion)
5,000,000 1L1%
3,731,960 8.3% 2,757.0 258 316
3,731,960 83% 19195 127 87
3,731,958 83% 6345 59 54
3,731,958 8.3% 515.0 as 29
3,731,960 8.3% 4800 a4 32
3,731,958 83% 400.0 7 29
200,000 04a% 2000 13 11
200,000 0.4% 2160 20 19
3,731,958 8.3% 1514 18 0.9
3,731 958 83% 1828 17 13
200,000 0.4% 160.1 13 10
746,392 LM% 1500 14 14
1,492,784 3% 1520 14 17
200,000 oAa%N 1420 i3 17
200,000 0.4% 1395 13 15
200,000 04a% 106.1 10 0.7
200,000 0.4% 1150 11 12
200,000 04% 1010 09 0.7
400,000 0.9% 100.3 09 12
200,000 0.4% 1015 09 11
3,731,958 83% 20.0 0s 12
200,000 04% 770 07 06
200,000 0.4% 67.0 0.6 08
200,000 0.4% 578 05 10
200,000 0.a% s86 05 L1
200,000 o 610 06 11
200,000 0.4% 50.0 0s 05
200,000 4% 440 oA 03
373,196 0.8% 35.0 03 10
200,000 0.4% 30 0.0 0.2
| 39 %0 | 2 |

As at 1 May 2020

LGFAN

Source: LGFA

NEW ZEALAND LOCAL
GOVERNMENT FUNDING AGENCY
TE POTEA KAWANATANGA A-ROME

LGFA Special General Meeting

Page 65



Finance, Audit & Risk Committee

Horowhenua,
27 May 2020 lenua

TE POTEA KAWANATANGA A-ROHE

LGFA MEMBERS continued (As at 1 May 2020) LG = A!;

Borrowers and Guarantors Amount borrowed (NZS million) Borrowing (%) Share of Guarantee (%)
Ashburton District Council a0 0.4 o6
Canterbury Regional Council 54.0 0.5 1.8
Far North District Council 76.7 0.7 1.6
Gore District Council 25 0.2 0.3
Hawke's Bay Regional Council 25 0.0 i
Hurunul District Council 35.0 0.3 0.3
Manawatu-Whanganui Regional Council 440 0.4 08
Invercargill City Council 922.7 0.9 0.9
Kaipara District Council 440 04 0.6
Matamata-Piako District Council 26.5 0.2 0.6
Nelson City Council 65.0 06 1.3
Porirua City Council 1315 1.2 1.1
Queenstown-Lakes District Council 115.1 11 1.3
Rotorua District Council 216.6 2.0 1.6
Ruapehu District Councll 25.0 02 0.4
Tararua District Council 35.0 03 0.4
Taranakl Regional Council 40 0.0 0.2
Timaru District Council 3.8 0.z 0.9
South Walrarapa District Council 219 0.2 0.2
Stratford District Council 155 0.1 0.2
Upper Hutt City Council 510 0.5 0.7
Waikato District Council 100.0 0.8 15
Walkato Regional Council 320 0.3 1.6
Walitomo District Council 381 0.4 0.4
otad ____|_________aw | s | s |

As at 1 May 2020 Source: LGFA
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LGFA MEMBERS continued (As at 1 May 2020) LGF A!;

Borrowers Only Amount borrowed (NZ$ million) Borrowing (%) Share of Guarantee (%)

Buller District Council 20.0 0.2 Nil
Central Hawkes Bay District Council 20.0 0.2 Nil
Carterton District Council 0.0 0.0 Nil
Clutha District Council 9.0 0.1 Nil
Grey District Council 19.0 0.2 Nil
Kalkoura District Council 7.0 0.1 Nil
Northland Regional Council 9.6 01 Nil
Mackanzie District Council 0.0 0.0 Nil
Opotiki District Council 85 0.1 Nil
Rangitikel District Council 3.0 0.0 Nil
Wairoa District Council 9.0 0.1 Nil
Westland District Council 19.6 02 Nil

78 0.1 Nil

West Coast Regional Council

10,819.6

otal Borrowing from LGFA

As at 1 May 2020 Source: LGFA

LGFA Special General Meeting Page 67



Finance, Audit & Risk Committee

27 May 2020

Horowhenua]

LGFA INTERNAL CREDIT RATINGS

NEW 2EALAND LOCAL

GOVERNMENT FUNDING AGENCY

TE PUTEA KAWANATANGA A-ROHE
L}

LGFA undertakes its own internal credit assessment and rating process for all member councils using most recent annual reports (June 2019)

Primary Criteria

» Debt levels relative to population — affordability
Debt levels relative to asset base

Ability to repay debt

Ability to service debt — interest cover
Population trend

YV Y Y Y

LGFA member councils by internal rating category

LGFA
Internal | 2012
Ratings
AA+ 1
AA 12
AA- 13
A+
A 6
A-

2013

12
13

10

2014

12
16

11

2015

2016

12
19
10

»”~

YY Y Y Y

!

Secondary Criteria

30 Year Infrastructure Strategy
* Quality of Assets
* Capital Expenditure Plan
Risk Management
* Insurance
Governance
Financial flexibility
Cashflow
Budget performance (balanced
budget)
Affordability of rates /
Deprivation Index
Natural hazards
Group activities (CCO’s)

Source: LGFA internal models

As at 30 June each year
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OUTCOMES FOR jUNE 2019 YEAR V' TE POTEA KAWANATANGA A-ROHE
LGFA Financial Covenants — Councils as at 30 June 2019 with an external credit * Note some negative
rating (29) outcomes due to some
& councils having negative Net
Foundation Policy Net Debt / Total Revenue Net Interest / Total Revenue Net Interest / Rates Debt i.e. financial assets and
Covenant <250% <20% <30% investments > borrowings
Range of Councils’ -149.8% to 180.3% -5.9% t0 9.4% -9.6% t0 19.4% * LGRA Counclis operating
compliance within financial covenants

* Ranges highlight the
differences between Councils

LGFA Financial Covenants — Councils as at 30 June 2019 without an external credit « Sufficient financial headroom
rating (35) for most Councils

* Improvement from 2013 for
Lending Policy Net Debt / Total Revenue Net Interest / Total Revenue Net Interest / Rates most Councils
Covenant <175% <20% <25% ¢ Revenue increased

* Interest rates lower
* (Capex and debt

Range of Councils’ -92.6% to 121.0% -1.0% to 5.0% -1.9% to 8.3% ,
constrained

compliance

Source: LGFA using data from individual council annual reports
Source: LGFA
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PERFORMANCE UNDER LGFA COVENANTS

NEW ZEALAND LOCA
FA GOVERNMENT FUNDING AGENCY
L TE PUTEA KAWANATANGA A-ROHE
| )

LGFA Councils with an external credit rating (29 in 2019, 26 in 2018, 23 in 2017, 22 in 2016, 20 in 2015 and 17 in both 2014 and 2013)

Financial Covenant 2019
ot Dpiitan Toue S| e s 76.0% 86.0% 87.9% 96.4% 104.7% 111.8%
Revenue
Net Interest to Total 3.5% 4.0% 5.3% 6.1% 6.8% 6.6% 7.3%
Revenue
Net Interest to Annual 5.5% 6.1% 8.1% 9.1% 10.0% 9.6% 11.1%
Rates Income

LGFA unrated Councils (35 in 2019, 29 in 2018, 29 in 2017, 28 in 2016, 25 in 2015, 26 in 2014 and 21 in 2013)

Financial Covenant 2019
fst Datit to Jotal 30.0% 32.3% 29.9% 32.4% 38.2% 42.6% 52.5%
Revenue
Net knterest to Tota) 1.7% 1.9% 1.8% 2.2% 2.4% 2.9% 3.2%
Revenue
Net Interest to Annual
Rates Income 2.8% 2.9% 2.6% 2.9% 3.1% 4.0% 4.1%

Calculated by simple average of Councils in each group

Source: LGFA using data from individual Council annual reports
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O Fitch Ratings - November 2019 / January 2020
Local Currency AA+ / Stable/ F1+ Foreign currency rating AA / Positive / F1+

Fitch notes:
* strong links to the sovereign — classified as a credit linked Public Sector

Entity;
* deemed to be of strategic importance;
* sound underlying asset quality of its shareholders, local councils; Rating Agency Domestic Foreign Date of Raport

Currency Currency

* long-term rating is capped by the ratings of the sovereign;
* support of a joint and several liability guarantee.

Long-term foreign-currency Issuer Default Rating placed on positive outlook on

o STANDARD AA+ (positive AA (pasitive 27 February
27" Jlanuary 2020 LPOOR'S outlook) outlook) 2020
S&P Global Rating’s — February 2020
Local Currency AA+ / Positive / A-1+ Foreign Currency AA / Positive / A-1+ N . AA+ (stable AA (poitive .
Both long-term ratings placed on “positive outlook” on 4" February 2019 FichRatines Qutiaon outiook) R
Strengths:
* dominant market position as source of funding for New Zealand local
government;
* high credit quality of underlying lending;
« extremely strong likelihood of support from the New Zealand Government
in a stress scenario;
* robust and experienced management and governance,
Weaknesses:
* highly concentrated loan portfolio;
*  modest risk adjusted capital ratio; Source: S&P, Fitch, LGFA

* reliance upon domestic market funding.
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U Proposed Changes to Foundation Policy
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Clause 5.1 of the LGFA Shareholders’ Agreement and comprises various policies

Any changes to Foundation Policies requires shareholder approval

Lending policy Other policies within the Foundation Policies

Local authorities when borrowing from LGFA must
* provide security when borrowing
* comply with own internal borrowing policies
« comply with LGFA financial covenants

Cash and liquid investment
Derivatives
Market risk (PDH and VaR limits)

* be a party to the Deed of Guarantee and Equity Foreign exchange risk
Commitment Deed if borrowings or entered into Operational risk
facility agreement with LGFA with commitments Dividend

exceeding NZ520 million

Auckland Council exposure limited to no more than
40% of LGFA total local authority assets

Limit on a local authority or CCO borrowing no more A copy of the current Foundation Policies is available here

than the greater of NZ$ 100 million or 33% of its Igfa.co.nz/about-lgfa/governance
borrowing from LGFA maturing in any 12 month period

Outlines requirements for a CCO to borrow from LGFA.
Process for allowing CCOs to borrow from LGFA
underway but not yet completed.

Source: LGFA
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Current Financial Covenants

Financial covenant “g::. P::W "‘°“::::':: ni:"cv Proposed change to Foundation Policy covenant
Net Debl/ T olal Revenuo <1 75% <250% These apply to councils with a long-term credit rating of
Net Interest / Total Revenue <20% <20% Y . .
Net Interest / Annual Rates Income <25% <30% A equ“/alent or h'gher
R — e R * Increase Net Debt / Total Revenue to 300% for

financial year to June 2021 and June 2022

. o . . .
Proposed Financial Covenants Taper back to 280% by financial year ending June 2026

TS Tending policy Foundation policy Note there are no proposed changes to
covenants covenants s - 4 2 2

Y YR T T e * Lending policy covenants (for councils without a credit
Not Interest / Tolal Revenue <20% <20% H i - H 1 Uy
I e e rating or with a long-term credit rating lower than ‘A
Liguidity >110% >110% equivalent)

Ty . - * Net Interest / Total Revenue covenants

2 Ne! [2) evenue ﬁ.n_lﬂ
L]

P Nﬂ:obtl‘rou Net Interest / Annual Rates Income covenants

3 o 2050 o * Liquidity covenants

30 June 2021 <300%

30 June 2022 <300%

30 June 2023 <205%

30 June 2024 <290%

30 June 2025 <285%

Source: LGFA
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O Only applies to current 30 council borrowers who have a long-term credit rating of ‘A’ equivalent or higher
Q All council borrowers have headroom under current Foundation policy covenants so starting position is strong
QO Increase covenant limit then a taper to a level higher than the current level is a conservative approach to allowing
greater borrowing capacity to sector
O Recognises short term COVID-19 impact
QO Recognises structural changes to local government sector since 2011 with regard to
QO Council requirements to meet additional growth infrastructure due to increased population growth
O Council response to climate change
QO Council response to water quality issues
QO Provide flexibility for councils to co-invest alongside Central Government in infrastructure going forward
QO Provide short term comfort to councils with short term revenue declines
) LGFA has undertaken analysis on impact on additional council borrowing headroom under a revenue shortfall scenario
U Higher Net Debt / Total Revenue limit of 280% does not add significant additional risk to council borrowers, guarantors
or LGFA
Sufficient mitigants to ensure probability of default is low
Council lending backed by security of rates
Even if a default occurred the probability of recovery is high so becomes a timing issue for LGFA
Central Government and Local Government have become closer to COVID-19 situation
LGFA obligations backed by security of guarantee from guarantors
QO S&P Global Ratings and Fitch Ratings have been consulted on these proposed changes Source: LGFA

TE POTEA KAWANATANGA A-ROME
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ADDITONAL BORROWING CAPACITY IF COVENANT INCREASED LG FA& GOVERNMENT FUNDING AGENCY
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Externally Rated Councils Subjectto | No Change to Revenue (all amounts N25000) __Impact of 1
Foundation Pelicy Covenant |Credit Rating as | Net Debt / Revenue | Adjusted Revenue | Actusl Net Maximum  |Existing Headroom Additional -10% [ Max adroomat|  Additional
(ranked highest to lowest indebted) | at 1May2020 | ot June 2019 stlune 2019 | Borrowingat |Borrowingat250% | atlune 2019  |Headroom between | Revenue | Borrowing | June 2019 |Headroom between
' ' <250% limit June 2019 250% and 290% | Shock | wt280% N 250% and 280%
Kapiti Comt Dintrict Counvil A 180.3% S81,851 $147,554 $204,628 §57,074 $24,555 573,666  S$184,165) $36,611 522,100
chland Cooncl AR 173.0% $3,701,696 56,405,489 58,254,240 $2,848 751 $1,110,509 $3,331,526] 58,128,816 51,923 327 $999 458
Tauranga City Councl AA- 166.7% $260,082 $433,685 5650, 205 5216,520 $78,025 $234,074]  $585,188 $151,500/ $70,222
Horowhenua District Coancl As 164.1% $53,185 $87.619 $133,463 $45, 844 516,016 S48.047]  $120,118) $32,497 514,414
Rotonaa District Councl Ad 1a4.4% $136,394 $196,924 $340,985 $144,061 $40,918 $122,755]  $306,887 $109,963 536,826
Woaien ko | District Comnchl ) 140.6% $87,485 $122,954 $218,713 595,729 526,246 578,737| 519,841 $73,857 $23,621
Marmi®ton City Cosncil a4 124.3% 4272,428 $338,57% $681,070 $342,495 $81,728 $245,185]  5612,963 $274,388) 573,556
(Ch st chwarch City Concil A 105.9% $935,009 $990.016 §2,337,523 31,347,507 $280,503 $841.508| 52,103,770] 51,113,754 $252 452
Wellimgion City Counci an 102.1% $525,135 $536,214 $1,312 838 $776,624 $157,541 $472,622] 51,181,554 5645, 340 $141,786
Hutt City Coundl AL 101.3% 5169,677 $171,518 $424,193 5262275 $50,903 $152.709 53817073 509,455 545,813
Tasiman Distract Councl Al 100.1% S135,446 $135,544 $338,615% SA03,071 540,634 $121,901] 5304, 754 $169,210 $36,570
Whianganul District Councll A 99.9% $89,081 588,992 $222,703 $133,711 $26,724 Sa0,173]  $200.432 5111,440 524,052
Wellington Regionad Couscl Ah 52.9% S388,641 $360,983 971,603 $610,620 $116,542 3349,707]  5874.442 5513,459 $104,933
Porirua City Council 4 92.5% S98,663 $91,291 $246,658 $155,367 $29,599 S88,797|  $221,9%2 $130,A 526,639
Palmersion North City Councl A B4.1% 5138,774 $116,737 $5345,935 $230,198 541,632 3124,897]  $312,242 $195,505/ $37,469
Western Bay of Plenty District Councl Al B1E% $96,538 578,938 $241,345 $162,407 528,561 sa6 8l 217,211 $138, 273 $26,065
Mastings District Councll A 80.9% $125,574 $101,614 4313,535 $212.31 837,672 $113,017]  $282,547 $180,928) 533,906
Nelon City Coundl AA T48% 5113,046 584,569 $282,615 £198,046 $33,914 $101,741]  $254,354 $168, 785 $30,522
(Whange el D&t Coundl [ 67.3% 4149,801 $100,818 §374,503 $273,685 44,540 $134,821|  $337.052 5236,234 $40,446
Queenstown-1akes District Coundl AR 58A4% 5143841 584,050 $359,603 $275,553 543,152 $129.457]  $323,642 $239,592 538,837
Astbieton District Coundl Ah+ 38A% $62.818 524,129 $157,045 $132,916 S18.845 556,536] 5141301 $117,212 516,961
Tirreaw Dstr it Courcil A 31.9% $117,203 $37,428 $293,008 $255,580 535,161 105,483 5263707 5226,279) 531,645
Inwvercargill City Coural Adt 17.1% $101,847 $17,375 5254 618 $237,243 $30,554 $91,662|  5229,156) $211, 781 527,499
Taupo District Coundl A 16.7% $92,075 $15,406 $230,188 $214,782 $27,623 $82,868]  $207,169 £191, 763/ $24,860
Waipa District Council AL 16.2% S84, 161 $13,618 $210,403 $196,785 525,248 575,745 5189362 $175,744 $22,723
Marthorough District Coundl AL 8 0% $136,024 $10,908 $340,060 $329,152 540,807 $122,4221  $306,054 $295,146 $36,726
South Taranaki Distixt Councll AA- -47.5% 568,318 -532,429 $170,735 5203,224 520,495 S61,486]  5153,716 $186,145 518,446
Bay of Plenty Regionat Councl Al 57.5% 5131995 575,864 $329,988 5405,852 $35,599 5118,796] 5296,989 $372,853 535,639
Sehwyn District Council At 61.7% $101,772 -$62,811 5254,430 $317,241 $30,532 591,535|  5228,987 $291,798 $27,478
New Plymouth District Coundl AL 176.2% $113,615 -5200, 187 $284,038 5484225 $34,085 $102,254] 5255634 $455,821 £30,676
$8,712,375 $10,422,087 $21,780,938 $11,358 851 $2,613,713 841,138 |$19,602 844 | $9,180,757 $2,352 341
Highest indebled Coursah $6,223,142 $9,430,978 $15,557,88% $6,126,877 $1,866,943 $5,600,828|$14,002,070| 4,571,052 $1,680,248
Source: LGFA 17
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LGFA OVERVIEW

SHAREHOLDERS

J Central Government largest
shareholder at 20%

(J 30 councils hold 80% shareholding

[ Can only sell shares to Central
Government or local authorities

GOVERNANCE

(J Board of six directors with 5
Independent and 1 Non Independent
Bonds listed on NZX so under listing
rules

Independent Trustee

Issue of securities under the Financial
Markets Conduct Act

Audited by Audit NZ

C CO C

GUARANTORS
J 54 guarantors of LGFA

U Guarantors comprise:
» All shareholders except the NZ
Government
» Any non shareholder who may borrow
more than NZ$20 million
U Security granted by each of the
guarantors is over their rates income
(property taxes)
U Guarantors cannot exit guarantee until
7 Repaid all their borrowings
» Wait for longest outstanding LGFA
bond to mature (currently 2033)

L Changes will be made requiring other
councils to join guarantee when LGFA
implements lending to CCOs

LIQUIDITY

L NZS1 billion liquidity facility from NZ
Government

L NZ$857 million liquid assets portfolio

U NZ5$277 million of Treasury Stock
currently available for repo

NEW ZEALAND LOCAL
GOVERNMENT FUNDING AGENCY
{ TE POTEA KAWANATANGA A-ROHE

BORROWERS

O 67 member councils

J Approx. 90% market share

U Under Local Government Act 2002
councils must manage finances
prudently — implies must run balanced
operating surplus and only borrow for
capital expenditure

U Councils borrow secured against rates

J Must meet LGFA financial covenants

CAPITAL STRUCTURE

NZS25 million paid in capital

O NZS$20 million uncalled capital

L NZS55 million retained earnings

J NZS$166 million Borrower Notes that
.

O

can be converted to equity
Current capital ratio of 2.20% with
policy of 2% minimum and target of 3%

As at 1 May 2020
Source: LGFA
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COUNCIL MEMBERSHIP AND BORROWING

a0 Council Membership {as at 31 March 2020)

20

2‘:) E

g - — = s - ' T
2 13 201314

2014845 201516 201617 200718 201819 2019-20

s e Members s i ative Sdambership

Council Borrowing (NZ$ million) - calendar year

3000
2500
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1500
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500 l
AL
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miom LGFA  ® From Other Sources

NEW ZEALAND LOCAL
GOVERNMENT FUNDING AGENCY
TE POTEA KAWANATANGA A-ROME

LGFA member councils highlighted with year of joining

0112002 1)
B 012203 00
. 20132014 (@)
B o0
B o520
B o207
B orensm
B corezo9
| 202000

Proapective

Note there are 11 councils not currently members of LGFA.
Some of these (notably Regional Councils) may overlap on this map.

Source: LGFA, PwC Quarterly Local Government Debt Report
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GOVERNANCE STRUCTURE

central Government

{J 31 Shareholders, comprising the New
Zealand Government (20%)' and thirty
councils (80%).

(J LGFA Shareholders Council, comprising
five to ten appointees from the Council
Shareholders and the Government. Role

of the Shareholders' Council is to:

» Review and report performance of LGFA and the
Board;

» Recommendations to Shareholders as to the
appointment, removal, replacement and
remuneration of directors;

» Recommendations to Shareholders as to any
changes to policies, or the Statement of Intent,
requiring their approval;

» Update Shareholders on LGFA matters and to
coordinate Shareholders on governance decisions.

1 Nz Government shareholding reduces to 11.1% if a call is made
on uncalled capital of the 30 council shareholders

i

30 Council Shareholders

O LGFA Board, is responsible for the

strategic direction and control of LGFA's
activities. The Board guides and
monitors the business and affairs of

LGFA, in accordance with:

» Local Government Act 2002;

Local Government Borrowing Act 2011;
Companies Act 1993;

Financial Markets Conduct Act 2013;
LGFA’s Constitution;

LGFA Shareholder Agreement;

LGFA annual Statement of Intent.

The Board will comprise between four
and seven directors with a majority of
independent directors appointed by
Shareholders.

YV Y Y Y Y

Source: LGFA

NEW ZEALAND LOCAL
GOVERNMENT FUNDING AGENCY
{ TE POTEA KAWANATANGA A-ROME
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COUNCIL FINANCIAL DISTRESS — MITIGANTS I_G FAS GOVERNMENT FUNOWG AGENCY

TE POTEA KAWANATANGA A-ROME

* Local Government Framework reduces risk of financial distress — no historical default by a council
* Council have own Treasury Management and borrowing policies — most have independent advice
* Council financial oversight by Office of Auditor General (OAG), Audit NZ and Department of Internal Affairs

* Councils under Local Government (Financial Reporting and Prudence) Regulations 2014 required to report
annually on performance against benchmarks including

Rates Debt Essential Debt Debt Control Operations
Affordability Affordability Services Servicing Control
Six step intervention process possible by Central Government
Appoint Appoint Appoint -
In:;:rl:aetsi:n Crown oW Crown Cgpmpn:;:sti:n Ecl:::lt::n
Review Team Observer Manager

* Council required to comply with LGFA lending covenants

Annual attestation by council LGFA credit analysis and monitoring performed through the year

LGFA credit watch-list in place LGFA not obligated to lend to council members

* Covenant breach is an Event of Review — after 30 days LGFA can seek repayment of loans

Source: LGFA
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GOVERNMENT FUNDING AGENCY
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30 LGFA member councils have credit ratings (A+ to AA+ range)

LGFA undertakes detailed credit analysis of each Council if they apply to join LGFA (and ongoing) - not every
Council has been accepted as a member

A Council default becomes a timing issue for LGFA
» LGFA lending secured against rates revenue under Debenture Trust Deed
# Unlikely to be other material claimants on rates revenue given LGFA is the dominant lender to Councils

» Council’s Debenture Trustee appoints receiver and a special rate (property tax) levied on all properties in the council
region to meet secured obligations when due

» Property taxes unavoidable and first ranking security over property
Sources of LGFA liquidity and additional capital
$1 billion liquidity facility from NZ Government Liquid Assets Portfolio
Issuance of additional LGFA Bills and Bonds Conversion of Borrower Notes into equity
Uncalled capital of $20 million

Beneficiaries of the Council guarantee (including LGFA bondholders) can also call upon the guarantee from
councils

Central Government does not guarantee obligations of either LGFA or council members

Source: LGFA
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LGFA HISTORIC FINANCIAL PERFORMANCE

Financials (NZS million)
Interest Income
Interest Expense

Net Interest Income
Total Income
Operating Expenses
Net Profit

Liquid Assets Portfolio

Loans to Local Government

Other Assets

Total Assets

Bonds on Issue
Bills on Issue
Borrower Notes
Other Liabilities
Total Liabilities
Shareholder Equity

2012
$10.9
$9.9
$1.0
$1.0
($5.2)
(54.2)
$52.8
$832.7
$57.5
$943.0
$908.9
S nil
$13.2
$0.2
$922.3
$20.8

2013
$73.7
$68.1
$5.7
$5.7
($3.0)
$2.6
$66.3
$2,514.9
$107.0
$2,688.2
$2,623.6
S nil
$40.7
$0.6
$2,664.8
$23.4

2014
$149.1
$138.9
$10.2
$10.2
($3.2)
$7.0
$101.7
$3,742.5
$74.0
$3,918.2
$3,825.3
S nil
$61.9
$2.1
$3,889.3
$28.8

| 2015

$222.8
$208.9
$13.9
$13.9
(54.7)
$9.2
$107.9
$5,031.9
$271.9
$5,411.8
$5,247.3
S nil
$85.1
$16.1
$5,375.6
$36.3

2016
$278.2
$262.6
$15.5
$15.5
($6.0)
$9.5
$266.3
$6,451.3
$539.7
$7,257.3
$6,819.7
$223.9
$108.4
$61.0
$7,213.0
$44.2

]2017

$320.7
$303.2
$17.5
$17.5
($6.5)
$11.0
$327.5
$7,783.9
$380.0
$8,491.4
$7,865.4
$348.2
$131.6
$92.3
$8,437.5
$53.9

LGFAS

2018
$342.8
$323.9
$18.9
$18.9
($7.1)
$11.8
$482.8
$7,975.7
$321.1
$8,779.6
$8,101.0
$473.4
$135.1
$5.8
$8,715.3
$64.3

Note: As at 30 June each year or for the twelve month period ending 30 June each year. Source: LGFA Annual Reports

NEW ZEALAND LOCAIL

GOVERNMENT FUNDING AGENCY

TE POTEA KAWANATANGA A-ROME

| 2019
$361.1
$342.3
$18.8
$18.8
($7.6)
$11.2
$448.1
$9,310.6
$610.1
$10,382.3
$9,612.4
$503.2
$154.2
$38.5
$10,382.3
$74.1
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LGFA HISTORIC FINANCIAL RATIOS LG FA;

TE PUTEA KAWANATANGA A-ROME

Ratios as at 30 June each year 2012 ‘ 2013 2014 ‘ 2015 2017 ‘ 2018

Liquid Assets / Funding Liabilities 5.7% 2.5% 2.6% 2.0% 3.8% 4.1% 5.6% 4.4%
Liquid Assets / Total Assets 5.6% 2.5% 2.6% 2.0% 3.7% 3.9% 5.5% 4.3%
Net Interest Margin 012% 0.23% 027% 0.28%  0.24% 0.23% 0.22% 0.18%
Cost to Income Ratio 531.2% 53.6% 31.8% 33.8% 38.7% 37.1% 37.6% 40.4%
Return on Average Assets -045% 0.10% 0.18% 0.17% 0.13% 0.13% 0.13% 0.11%
Shareholder Equity / Total Assets 2.2% 0.9% 0.7% 0.7% 0.6% 0.6% 0.7% 0.7%
Shareholder Equity + Borrower Notes / Total Assets  3.6% 2.4% 2.3% 2.2% 2.1% 2.2% 2.3% 2.2%
Asset Growth n/a 185.1% 45.8%  38.1% 341% 17.0% 13.4% 18.3%
Loan Growth n/a 202% 48.8% 34.5% 282% 20.7% 2.4% 16.7%
Return on Equity n/a 12.7% 29.8% 31.9% 26.3% 25.0% 21.9% 15.1%
Capital Ratio 18.0% 11.9% 116%  11.2% 10.5% 10.9% 10.9% 10.9%

Note: As at 30 June each year or for the twelve month period ending 30 June each year. Source: LGFA Annual Reports
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HISTORIC & FORECAST FINANCIAL PERFORMANCE

Total Nominal Assets (NZS million)

Net Operating Gain (NZS million)
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Forecast performance based upon assumptions outlined in LGFA Draft SOI 2020-21 available at www.lgfa.co.nz/for-investors/annual-reports-and-statement-of-intent

Note: Based upon nominal values and Draft SOI published 27 February 2020

Source: LGFA Annual Reports and Draft SOI

NEW ZEALAND LOCAL
GOVERNMENT FUNDING AGENCY
[ TE POTEA KAWANATANGA A-ROME
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CONTACTS

Postal Address
P.O. Box 5704
Lambton Quay
Wellington 6145

Street Address Wellington
Level 8

142 Featherston Street
Wellington 6011

Street Address Auckland
Level 5

53 Fort Street

Auckland

NEW ZEALAND LOCAL
GOVERNMENT FUNDING AGENCY
{ TE POTEA KAWANATANGA A-ROME

Mark Butcher - Chief Executive
Tel: +64 (04) 974 6744
Email; mark butcher@igfa co.nz

Andrew Michl — Senior Manager, Credit &
Client Relationships

Tel: +64 (04) 974 6743

Email: andrew.michi@lgfa.co.nz

Neil Bain ~ Chief Financial Officer
Tel; +64 (04) 974 6742
Email: neil.bain@igla.co.nz

Jane Phelan - Operations Manager
Tel: +64 (04) 974 6530

Email: Igla@igfa.co.nz
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Foundation Policies
{Clause 5.1 of the Shareholders’ Agreement}
Al foundation policies may be reviewed lly by Principal Shareholders at the annual meeting of
Shareholders. Any alteralion requires approval p 1o clause 5.1
Credit Risk
Lending Policy
Al Local Authorities that barrow from the Company will
- Provide debenture security in relation to their b fing from the Company and related
obligations, and (If relevant), equity i liabiities 1o the Company and (if relevant)
guarantee lablitles to a sacurlty trustee approved for the Company's creditors,
- Issue securities (bonds / FRNs / CP) to the Company and/or enter into facility amangements
with the Company
- Comply with their own internal borrowing policies
- Comply with the financial covenants outlined In the following table, provided thal:
B Unrated Local Authoriies or Local Authorities with a long-term cradit rating lower than
‘A’ equivaient can have bespoke Snancial 1s that d the.
C Lending policy covenants outlined in the following table with the approval of
the Board.
e Foundation policy covenants ouined in the following table with the approaval
of an Ordinary Resolution
I - Local Authorities with a long-term cradit rating of ‘A" equivalent or highes -
- will not ba required to comply with the lending policy covenants in the
| following table_ and
«o____can have bespoke financial covenants that exceed the foundation policy - { Formatted )

covenants outlined in the following table with the approval of an Ordinary :
Resolution._and in any evenl will nat be required o comply with the Net Debt

{ Tatal Revenue foundation policy covenant outlined in the following table until

the financial year ending 30 June 2026. UnSl thal date, such Local Authority

must comply with the Net Debt / Total Reverue covenant set out In the table

enlitied “ANernstive Nel Debt / Total Revenue Covenant” below

- Any Board or Ordinary Resakution appeoval of baspoke financial will only be
provided after a robust credit analysis and any approval must also include bespoke
ing and monitori [

el

e

- If the principal amount of a Local Aughority's borrowings, or the Company's commitment undes
& lacility agreement with a Local Authority. is at any Sme greater than NZD 20 million, be a
party to a deed of guarantes and an equity commitmant doed (in each case in a form set by
the Company).
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Landing pakicy Foundation policy
Financial covenant s
Nat Dabt / Total Revenue <175% <250280%
Nat b ! Total Revenue <20% <20% - 'F J
Nat b / Anrwial Rates Income <25% <30% 3
Liguidity >110% >110%
Altornptive Nt Dobt/ Total Revenye Covenat |
Financlal Yeor ending Not Dubit | Total
Revende
30 June 2020 <250%
30 June 2021 <300%
30 June 2022 <300%
30 June 2023 <295%
30 June 2024 <290%
30 June 2025 <285%
Tota! Revenue = gefioad 05 cash samings fom rates, grants and Su0sGAes, 1oer chages, interest dvidends, Ananci and other
fevenue anxd cles 1o capiel tiors (e g A jore and vested aasers)
Nt dalx (s deinad a5 fotal oed! fess Aud Snancil assels and ivestmernrs
Liquichty (s defined &3 extemal dedt kg Commited Joan fcilies 2s SQuAT investinerts dhidnd &y exemal dets
Net infersst (3 defined ox the amount equa’ 10 af infersst and fnancing costs iess mfarest income r the relevat pancd
Anvcal Rates income & delved a3 the amount equal 19 The 1o/ revenue Fam any funding mechanim autharised by e Local
Goverrmmant (Retingt Act 3002 togadher with avy reverus neceved fom osher oo suthordes for servioes provioed (3od for whoh
the ather iocal authories rate)
Fnancisl covenants are maaswred a0 Councl only Basis and not consoldaded group 2asts, wiess sequested Dy o Locel Authonty
ot approved by the Soard
Duwring the initial Biree yoars of operation the Auckland Council will be limited o a mandmum of 60% of
the Company's latal Local Autharity (including CCOs (as defined below)) assels. After theee yoars
Auckiand Council will be imited to @ maximum of 40% of the Company’s tatal Local Autharity
{Inchuding CCO) assels
No more than the greater of NZD 100 milion or 33% of a Local Authority's or CCO's (as defined
below) borrowings from the Company will mature in any 12 month period.
Subgect 10 imph tion of any dments or other actions considered necessary, advisable or
upodimtbyﬂwBoardlndMlmvﬂolhﬂolﬂnuﬁﬁmbhvﬂwuﬂCCO(u*ﬁwm
below) (which may be a Council-Controlled Tradng Organisation), an approved CCO may borrow from
the Company provided that:
*  The CCO Is a "council-controlled organisation” as defined in section 6 of the Local
Govemnment Act 2002, mmmCOOhncmmymMQqumﬂumyhg
least 51% or more of the voling rights at a L holders of the CCO are held or
controbed, directly or indirectly, bymormmtocnlmmum a "CCO" and
each such Local Authority being a "CCO Shareholder”),
* Each CCO Shaceholder provides a guarantee in respect of the CCO in favour of the Company
andor there is sufficient uncalied capital in respect of the CCO 1o meet the financial
obligations of the CCO.
* Each CCO Shareholkd ides oquity c L] labdities 1o the Company. guarantees
liabilties loasmiylmsbowmdimﬂwc:»wmyun&on and provides debenbure
I 4550388 2% 2
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sacurity for its equity commitments to the Company and guarantee lablkities to the security
trustee,
* Each CCO Shareholder complies with Lending policy ial s, Foundation policy
financial covenants or other inancial covenants required by the Board (# anyi-) and_ in the
case of a CCO Sharsholder with a lang.term cradit rating of ‘A’ equivalent of higher, until the
financial year ending 30 June 2026_he Net Debt / Total Revenue covenant in the tabse
enstied "Allernative Net Debl / Tolal Revenue Covenant” sbove.
*  The CCO complies with any covenanis required by the Board, and
= I required by the Board, the CCO will grant security in favour of the Company (which may be
subject to any intercreditor arrangements acceptable to the Board),
Where the Company agrees fo provide i g o the CCO, i must within 90 days of recerdng annual
ﬁ-nd-lmmm:-porﬂnghmaCCOShachoM-(hn-wociyuabmmwn)rwoﬂloh
Shareholders' hdd.ndwdhmshmhmeumwurdmylowmnymmu
olmeamwsnmmom«mccosr haobd
covenants on an individual and consolidated group basis,
Notwithstanding the definition of "CCO™ set oul above, the Board may nol approve a CCO o borraw
iomﬂ\onnpnnymbu100$ofhoqukyucuiﬂucmyhgvomﬂ¢mmamdl\gol
shareholders of the CCO are held or Bed. directly of Indirectly, by one or more Local Authorities
and the Crown (¥ applicable).
Cash and Liquid Investment Policy
The Company will only ivest in NZD senior debt securilies. money market deposils and registered
cartificates of deposils within the counterparty Smits oullined in the following table
New Zealand Local Authority and CCO securities are excluded from the Company’s cash and liquidity
portolio
Minimum % Maximum New
S & P Credit Rating or Maximum % Limit Lienit {Total Zealand Dollar  Maximum
Counterparty’  equivalent (Short-teem / (Total Cash + Cash + torm
long-torm} Liquid Assets) A 'i ’" - Limit (yoars)!
(millions )
No langet
el e
Government of NA 100% 20% Unimited
RENZS LGFA
malunty on
Issie
Category 2 At AAA 80% Ni& 300 3
Al ATTAAY B0% NiA 200 3
Cabegory 3 Al AT AA B80% NeA 200 3
Al AL AA- B0% NiA 200 3
' Category 2.3, 4 and 5 coumterpartes 9o not Inchide the RENZ or the NZ Government.
7 Shon torm ratng apphes for Ml secunties with 2 manuriy date of 365 days of lesa
* 1 50 countenpanty crach raling i dowmgraced below Do aliowed lersl, LGFA has 30 days 5 sell the secunty,
4 Mussmim term applies fom the date of seiement
* Af least 20% of the portfolio must be held at he RENZ or nNZ
Lo L L RR 3
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Cabagory 4 rqm:a:;am o0% WA “ :
At 1A
Categery § P 10% NA 50 1

l

The maximum individual counterparty §mil {excluding the NZ G ) cannot be greater than <« { Farmatted: Den't keep with next
100% of Accessible Capital. Accessible Capital is defined as issued and paid capital phus retained
earnings plus lssued and unpakd capltal plus outstanding borrower notes

Derivative Policy

Urdess explicitly approved otheswise by the Board, all derivative transactions must be transacted with
New Zealand Debl Manag; t a5 counterparty.

-

Market Risk

The Company’s total 12 month forecast portiolio PDH (Partial Ditferential Hedge) Limit is $100,000%.
The Company's total portfolio Value at Risk (VaR) dally limit is $1,000.000°.

Foreign axchange risk policy

The Company will lake no foreign exchange risk

Operational Risk

Unless explicitly approved othorwise by the Board the Company will outsource the following functions
o New Zeatand Debt Management as follows

* Hedgng - New Zeatand Debt Management is the LGFA int rate swap counterparty

Dividend policy

The policy Is b pay a dividend that provides an annual rate of return 1o Shareholders equal to the
Company's cost of funds plus 2 00% over the medium term. recognising that. lo assist in the stact-up
poriod, the initlal expectation is for no dividend for the part pariad 1o 30 June 2012, and for a dividend
equal to 50% of the target dividend in the two periods 1o 30 June 2014 10 be pald Thereafter, the
intention is to pay at least the full target dividend until the target dividend return is achleved as

d from ement, including ideration of the ime value of money at the target

annual rate of retum

At al times payment of any dividend will be discretionary and subject 1o the Board's legal obligations
and views on appropriate capital structure
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File No.: 20/183

Audit New Zealand - Final Management Report for the year

ended 30 June 2019

3.2

4.1

4.2

Purpose

To present to the Finance, Audit & Risk Committee the Audit New Zealand Management
Report for the year ended 30 June 2019.

Recommendation

That Report 20/183 Audit New Zealand - Final Management Report for the year ended 30
June 2019 be received.

That this decision is recognised as not significant in terms of S76 of the Local Government
Act.

Background / Previous Council Decisions

The Finance, Audit & Risk Committee reviews the Audit Management Report annually as
part of the monitoring of Council’s Annual Report and financial performance. The report has
now been received and is submitted for the FAR Committee to consider.

Debra Perera, the Audit Director from Audit New Zealand, will be in attendance.

Issues for Consideration

The report highlights any areas of concern raised by the Auditors, their assessment of the
financial controls, items from previous audits that remain unresolved, and also items that the
Auditor General has asked to be looked into across all local authorities.

Council Officers have been given the opportunity to respond to any audit concerns and these
responses are also contained within the report. In summary;

¢ The Audit Management Report is designed to report the findings of the Audit to the Mayor
and Council.

o The FAR Committee is able to talk to the auditors without Council Officers being present.

¢ The report contains the Officer responses to issues raised in the report to which the
Committee is able to seek further clarification from Audit and/or officers.

Confirmation of statutory compliance

In accordance with section 76 of the Local Government Act 2002, this report is approved as:

a.

containing sufficient information about the options and their benefits and costs, bearing
in mind the significance of the decisions; and,

is based on adequate knowledge about, and adequate consideration of, the views and
preferences of affected and interested parties bearing in mind the significance of the
decision.
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Key messages

We have completed the audit for the year ended 30 June 2019. This report sets out our findings from
the audit and draws attention to areas where the District Council is doing well and where we have
made recommendations for improvement.

Audit opinion

We have issued an unmodified audit opinion dated 31 October 2019. This means that we are
satisfied that the financial statements and statement of service performance fairly reflect the District
Council’s activity for the year and its financial position at the end of the year.

Significant matters considered during the audit
. Revaluation of Property, plant and equipment

The District Council revalued its infrastructure assets as at 1 July 2018. We assessed the
work performed by the experts in relation to the objectives for our audit. We were satisfied
that the valuations were appropriate and were correctly accounted for in the Financial
Statements.

We have noted areas for improvement in the process in section 6 of this report.
. Performance measures

We reconfirmed that the performance framework, from the 2015-2025 Long Term Plan,
remains an appropriate base to enable the District Council to tell a concise performance
story.

Overall we are satisfied that the District Council’s performance information, reflected
through these measures, fairly reflects the actual performance of the District Council for
the year, We have noted some areas of continuing improvement in section 7.2 of this
report,

. Improvements to the Annual Reporting Process

There were issues with the annual repeorting process which resulted in delays in completion
of the audit and caused the deferral of the signing of the Annual Report to 31 October
2019.

We will continue to work with the District Council’s management to improve the process
going farward. We note that we have raised the same areas for improvement in previous
year's audit (see Appendix 1).
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Thank you

We would like to thank the District Council, management and staff for the assistance we received
during the audit.

%

Debbie Perera
Appointed Auditor
14 May 2020
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Recommendations

Qur recommendations for improvement and their priority are based on our
assessment of how far short current practice is from a standard that is
appropriate for the size, nature, and complexity of your business. We use the
following priority ratings for our recommended improvements,

Priovity Explanation

Needs to be addressed urgently

These recommendations relate to a significant deficiency that
exposes the Local Government to significant risk or for any
other reason need to be addressed without delay.

Address at the earliest reasonable opportunity, generally
within six months

These recommendations relate to deficiencies that need to be
addressed to meet expected standards of best practice, These
include any control weakness that could undermine the
system of internal control.

Address, generally within six to 12 months

These recommendations relate to areas where the Local
Government is falling short of best practice. In our view it is
beneficial for management to address these, provided the

benefits outweigh the costs.

New recommendations

The following table summarises our recommendations and their priority.

Recommendation Reference Priority

Procurement and Contract Management review

Monitor the Alliance contract as required in the terms of the
contract and ensure performance reporting is provided to
Council with any breaches being handled in line with the
processes contained in the contract,

Landfill provision Section 4

Calculate the year-end landfill provision using the most recent
publicly available discount rate.
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Recommendation Reference Priority

Bribery and corruption Section 4
Include the fraud policy in the induction pack.

Expand the fraud policy to be explicit about reporting
requirements in relation to attempted bribery and corruption.

Report regularly to Council on the adequacy of controls,
including consideration by senior management of any changes
required,

Senior Management remuneration reviews 51

Implement a review process for future employment contracts to
ensure that remuneration benefits are in line with agreed
contract conditions.

Ensure formal signed documentation is retained by Human
Resources in relation to any changes to employee remuneration,
and terms and conditions of employment,

Elected members declaration of interests 5.2

Implement a process to ensure elected members declare all
interests.

Implement a process for management to perform a review for
undeclared interests as part of year end reporting processes.

Review of Payroll Masterfile 5.3.1

Reinstate the independent review of the Payroll Maintenance
Audit Change Report to ensure that all changes made to the
payroll Masterfile have been appropriately made and this review
be evidenced and a dated signature included.

Evidencing payroll reviews 53.2

Ensure the review of payroll reports, by an independent person,
is evidenced and a dated signature included in a timely manner.

Resume completion of the payroll checklist and have this
independently reviewed, evidenced, and a dated signature
included.

Review of timesheet data sent to Civica Australia 533

Implement an independent review on the payroll data before it
is provided to Civica Australia for processing.

Service performance: Evidencing monthly review of Customer 5.4
Relationship Management (CRM) requests

Evidence the review of the CRM requests at month-end with a
dated signature,
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Recommendation Reference Priority

Cash receipting 5.5

Require all cashiers to use their own login to process
transactions and require them to log out after use,

Require reconciliation of the amounts in the 'receipt listing after
closing reports' to be initialled by the preparer and
independently recounted.

One-up approval of sensitive expenditure 56.1

Implement a process so approval of the Mayor's expenses is
made by the Chair of the Audit and Risk Committee.

Remind senior staff of the need to ensure that the one-up
approval of sensitive expenditure is to be adhered to.

Sensitive expenditure policies 5.6.2
Update sensitive expenditure policies to reflect OAG's good

practice guidance.

Revaluation - Valuation using first principles 6.1

Implement a valuation process which ensures valuations are
based on first principles at a minimum on a three yearly
rotational basis, with relevant inflationary indexes used in the
intervening years; and

Use relevant industry specific indices for inflation rates.

Improvement in quality assurance processes over revaluations 6.2

Implement a quality assurance (QA) process to review the
reasonableness of the revaluation workpapers/process before
they are presented for review (peer review, Council review, and
audit review).,

Timing of delivery of revaluation to audit 6.3

Provide the revaluation workpapers and valuation reports for
audit review after the valuation reports and supporting
information have been reviewed by the independent peer
reviewer, management and the District Council's Audit and Risk
Committee,

Timing of revaluation cycles 6.4

Implement rotational valuations of the Infrastructure asset
classes and Land and Buildings/Parks and Reserves so that
the valuations of the major asset classes fall in different years
to even the workload.

Perform a cost/benefit analysis to assess whether it would be
better to contract out the infrastructure valuations to an
external valuer.
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Recommendation Reference Priority

Classification of assets under the 3 waters 6.5

Revalue land and buildings integral to the 3 waters asset as
part of the 3 waters class.

Develop a methodology to revalue these assets outside of the
land and building valuation cycle; and

Reclassify non-integral land and buildings in 3 waters to the
land and building asset class.

Stand-alone fixed asset register for treatment plants 6.6

Develop a stand-alone fixed asset register for Wastewater
Treatment Plants and ensure that they are revalued at
component level.

Impairment assessment of property, plant and equipment 71
(PPE)

Formalise and document Council’s impairment assessment of
PPE at balance date.

Completeness of the Customer Relationship Management 7.21
(CRM) report provided to audit

Review the parameters used to run the CRM report to ensure
that all relevant CRMs requests are included in the report
used for service reporting.

Investigate "missing” CRM request numbers to determine if
they are genuine or not,

Recording of multiple complaints 7.2.2

Ensure the staff member, who prepares the performance report,
is well-versed with the DIA guidance on mandatory measures.
This is especially important where the staff member completing
the report has changed.

Consistency between the Rating FIS and rates resolution 7.3

Implement a process to ensure that there is a check of the rates
resolution before it is adopted by Council to ensure that the
rates resolution is consistent with the agreed funding impact
statement,

Expenditure to be approved within financial delegations 74

Remind staff of their financial delegations and the rules within
the financial delegations policy.

Implement procedures to ensure all expenses are approved
within the approver's financial delegation.
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Recommendation Reference Priority
Lack of GST invoice 7.5 ‘Necassary
Ensure all expenditure is supported with the relevant GST

invoice.

Purchase Order Clearing Account 7.6

Ensure that an appropriate report can be generated and
reviewed for the “Purchase Order Clearing Account” and
remove/adjust any outstanding balances where invoices have
been received or outstanding amounts paid.

No records of retentions by contract 7.7 Necessary

Maintain a separate listing for all contract retentions held by
Council and review them for reasonableness on a regular basis.

Annual report disclosure improvements 7.8

Improve identified disclosures for future reporting.

1.2 Status of previous recommendations

Set out below is a summary of the action taken against previous recommendations.
Appendix 1 sets out the status of previous recommendations in detail.

Priority Priority

Urgent Nacessary Banaficial Total

Open/in progress

Implemented or closed

Total

Twenty six prior year recommendations remained open/not implemented this year. We
strongly urge the District Council to continue to put a plan in place to address these
recommendations.
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2  Our audit report

21 We issued an unmodified audit report

We issued an unmodified audit report on 31 October 2019, This means we
were satisfied that the financial statements and statement of service
performance present fairly the District Council’s activity for the year and its
financial position at the end of the year.

In forming our audit opinion, we considered the following matters.

2.2 Uncorrected misstatements

The financial statements are free from material misstatements, including omissions. During
the audit, we have discussed with management any misstatements that we found, other
than those which were clearly trivial. The misstatements that have not been corrected are
listed in Appendix 2 along with management’s reasons for not adjusting these
misstatements, The net effect of these are listed below. We are satisfied that these
misstatements are individually and collectively immaterial,

Current year Reference Assets Liabilities  Equity Financial
uncorrected performance
misstatements

Dr (Cr) Dr{Cr} D (Cr) Dr (Cr)

Total parent/group $1,714,494 | $539,033 | ($2,481,648) $228,121

2.3 Uncorrected disclosure deficiencies

There were no uncorrected performance reporting misstatements.

24 Uncorrected non-financial performance reporting misstatements

There were no uncorrected non-financial performance reporting misstatements.

25 Corrected misstatements

We also identified misstatements that were corrected by management. These are listed in
Appendix 3. These corrected misstatements had the net effect of increasing expenditure by
$981,000, increasing assets by $9,220,437, increasing liabilities by $1,664,000 and
increasing equity by 58,537,437 compared to the draft financial statements,

10
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Current year Reference Assets Liabilities Equity
corrected
misstatements

Or (Cr) Dr (Cr) Or {Cr)
Total $9,220,437 | ($1,664,000) | ($8,537,437)
parent/group

Financial

performance

Or (Cr)

$981,000

2.6 Corrected disclosure deficiencies and performance reporting misstatements

The list of corrected disclosure deficiencies and performance reporting misstatements are

listed in Appendix 3.

11
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3  Quality and timeliness of information provided
for audit

Management needs to provide information for audit relating to the annual
report of the District Council. This includes the draft annual report with
@ supporting working papers.

We provided a listing of information we required to management prior to the
commencement of the audit, This included the dates we required the information to be
provided to us.

Although we received most of the information requested in our listing we found that:

. the annual report was incomplete with several notes to the financial statements
outstanding, variance explanations for both the main financials and funding
impact statements needed to be updated, and the statement of service
performance information had measures missing and some results were still to be
updated; and

. there was a lack of support for the note balances reported.

The main area of concern was the revaluation of infrastructure assets, which were not fully
completed by agreed timelines, with numerous errors found in the valuations, and
deficiencies with the process.

During the 2018 audit we also noted areas of improvement for the revaluation of assets
and our recommendations remain relevant (see Appendix 1). We have identified, in section
6 of this report, further improvement areas in relation to property, plant and equipment
revaluations, which will also improve the year end process.

These delivery and revaluation issues meant we were unable to complete our audit work
and checks of disclosures during the scheduled audit timeframe and resulted in delays to
the scheduled signing date,

Refer also to Appendix 3 for the corrected financial, SSP, and disclosure changes that were
required to be made to the annual report.

12
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Matters raised in the Audit Plan

In our Audit Plan of 24 July 2019, we identified the following matters as the

main audit risks and issues:;

Audit risk/issue

Qutcome

Revaluation/Fair value /impairment of Plant Property and Equipment

Infrastructural assets and other revalued
assets need to be revalued with sufficient
regularity to ensure that the carrying amount
does not differ materially from fair value. The
relevant accounting standard is PBE IPSAS 17,
Property, Plant and Equipment.

The last valuations were:

. Land and buildings — 30 lune 2017

. Infrastructure assets ~ 1 July 2017

The District Council’s roading and 3 water
assets were revalued as at 1 July 2018.

We expected that the District Council will have
performed:

. a comprehensive analysis to determine
whether there is a significant variance
between the fair value of land and
buildings/infrastructure assets as at 30
June 2019, A significant variance
between the fair value and the carrying
value since the last revaluation could
trigger the need for the District Council
to revalue or impair the land and
building and infrastructure assets; and
also

. an impairment assessment over all the
plant, property and equipment assets.

For those assets that were not revalued at
year-end, we:

We confirmed that the fair value of
infrastructure assets were not materially
different to the carrying value and, as such,
there was no need for a further revaluation
as at 30 June 2019, We were satisfied that
these assets are fairly stated in the finandial
statements. Refer to section 7.1 for our
recommendation on impairment
assessment.

For those assets that were revalued at the
beginning of the year, we:

reviewed the robustness of
management's assessments as to
why there is no material difference
between the fair value and the
carrying value of those assets; and

reviewed the District Council's
impairment assessments of all its
plant property and equipment.

tested the robustness of the
revaluations undertaken; and

reviewed that the District Council
has correctly accounted for the
revaluation of those asset classes.

assessed the valuation process,
including the competence and
experience of the person completing
the valuations;

reviewed how the District Council
ensured completeness over the asset
data;

13
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Audit risk/issue Outcome

. tested the integrity of the underlying
data used for the valuations;

. tested the validity of the significant
judgments and assumptions applied
and whether they have been applied
consistently;

. evaluated how management has
considered alternative assumptions
or outcomes;

. reviewed the valuation reports to
assess whether the requirements of
PBE IPAS 17 Property, Piant and
Equipment (including the
appropriateness of the valuation
basis) have been met;

. ensured changes to values and
depreciation charges have been
appropriately accounted for;

. assessed the presentation and

disclosure of information related to
the valuations in the financial
statements; and

. obtained confirmation from the
independent peer review valuer.
Overall, we found the revised revaluations
were carried out in accordance with PBE
IPSAS 17, Property, Plant and Equipment.

Refer to section 6 for our detailed review of
the revaluation and areas identified for
improvement.

Procurement and Contract Management review

As part of this year's audit we intended to do a | This review is on-going and our specialist
follow up review over procurement and team will review this in 2020,

ntract management, . .
contract management However, we did note that our prior years’

The focus was on the current procedures and recommendations remain outstanding.
processes in place over significant Refer to Appendix 1 {pages 52 and 53) of
procurement and contracts and improvements | this report.

in the areas highlighted in our last formal

o We make further comments in section 10
review in 2016.

of this report,
In particular we had previously noted the need

. X In addition, we reviewed the performance
for improvements in:

reporting that is required under section 7 of

. conflict of interest documentation | the Alliance agreement. This had not been
completed at the time of our review. The
- business case evaluation Alliance was nearing the end of its second

14
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. risk management

With the significant contract such as the
Alliance contract, it is important that the
District Council has processes/procedures in
place to monitor contract performance and
changes to contract requirements.

Audit risk/issue Outcome

year of operations. This is a major issue for
the District Council as the performance
reported at the end of the first year was
planned to act as a benchmark going
forward to determine the scaling of the
Painshare/Gainshare in year 2 onwards.
This is currently not being done.

Recommendations

Monitor the Alliance contract as required in
the terms of the contract; and

Ensure performance reporting is provided
to Council with any breaches being handled
in line with the processes contained in the
contract.

Management comment

The Alliance team have done a lot of work
on their performance reporting (KPIs) aver
the last few months. Council are also
currently implementing changes to the
processes and procedures for 3 Waters,
including staffing and the budget structure
for 3 Waters, to enable better tracking.

Local government elections

With the Election in October 2019, the District
Council needed to be careful that the content
of the annual report and summary annual
report (as well as any other publications issued
by Council) cannot be seen as electioneering.

We encouraged the District Council to consider
how it will manage the need to maintain
ordinary business and continue to carry out its
statutory responsibilities, while ensuring that
its resources are not used, or perceived as
being used, to give electoral advantage.

The risk of electioneering in the full and
summary annual report was removed due
to the adoption of the annual report after
the election,

Vested assets

Significant growth was being signalled in the
district.

We expected a significant increase from last
year's vested assets,

We reviewed and concluded that the
accounting for vested assets revenue in the
Annual Report was appropriate.

We assessed that appropriate processes
are in place to ensure completeness of
recognition.

15
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Audit risk/issue Outcome

Valuation of investment properties and forestry assets

Investment properties and forestry assets are
subject to annual valuations under PBE IPSAS
16, Investment Properties, and PBE IPSAS 27,
Agriculture, respectively.

The investment properties were revalued
by an independent valuer and we obtained
confirmation from the valuer and ensured
that the valuation has been correctly
included in the financial statements.

We also reviewed whether:

. the valuation complies with relevant
valuation and accounting standards,
and

. the assumptions applied are

reasonable and the valuation
movement has been accounted
correctly in the financial statements;

From the work completed over the
valuation we concluded that the figures
included in the financial statements
reflected fair value, that they are compliant
with generally accepted accounting
practice, and that the valuations are
reliable.

Landfill provision

The District Council's provision for landfill
aftercare costs involve inherent uncertainties
in estimating the costs that will be incurred
and is reliant on certain assumptions.

In prior year we noted several issues with the
estimation of this provision. As such, this
remained an area of audit focus,

We tested the robustness of management's
estimation of the provision for landfill
aftercare costs. We discussed with
Council’s external valuer the
process/calculations carried out and the
assumptions used in the calculation which
led to the revision of initial costs.

We reviewed the discount rates used and
the appropriateness of calculations.

We found that the discount and inflation
rates used in the calculation of landfill
provisions were consistent with the
Discount Rates and CPI assumptions as at
31 lanuary 2019.

As the valuation was as at 30 June 2019 we
expected the rates to have been based on
most recent rates, e.g. the May rates were
published in 7 June 2019.

While we are satisfied that the provision is
not materially misstated as a result of the

different discount rates used, care should

16
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Audit risk/issue Outcome

be taken to ensure that the most relevant
rates are used.

Recommendation

Calculate the year-end landfill provision
using the most recent publicly available
discount rate.

Management comment

The landfill provision next year will use the
most recent publicly available discount rate.

Severance Pmm

Schedule 10, clause 33 of the Local We reviewed the severance payments
government Act 2002 {LGA 2002) requires that | made during the financial year and
specific disclosures are included in the Annual | concluded that the updated disclosures
report where severances have been made. This | were appropriate and complied with the
includes disclosing the number of employees LGA 2002.

the District Council has made such payments
to during the financial year and the individual
amount of each severance payment,

Severance payment means any consideration
that a local authority has agreed to provide to
an employee in respect of that employee’s
agreement to the termination of his or her
employment, being consideration, whether of
a monetary nature or otherwise, additional to
any entitlement of that employee to:

. any final payment of salary; or

. any holiday pay; or

. any superannuation contributions,
Parliament’s Finance and Expenditure We assessed the controls to reduce the risk
Committee has expressed an interest in of wrongdoing in the public sector -

understanding whether the public sector has particularly bribery and corruption.

effective corruption prevention and detection We also enquired into the current policies

and procedures you have in place to
manage bribery and corruption,

processes in place.

Bribery and corruption is criminal in both the
Overall, we found that there are controls

and procedures in place to reduce and

public and private sectors in New Zealand.

Offences apply to transactions that happen )
domestically and those that occur overseas. A Mg by Sl cneition. i,
New Zealander or NZ organisation may also be

prosecuted under overseas legislation,

we found areas where improvements could
be made.

17
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Audit risk/issue Outcome

Organisations must take reasonable steps to
prevent corruption and bribery. This includes:

. robust anti-corruption compliance
procedures for preventing, detecting
and responding to corruption; and

. leadership must be committed to
preventing corruption and actively
promote a zero tolerance culture.
Senior leadership (Chief Executive or
the District Council) should own the
policy and procedures,

Organisations should assess their own risk of
corruption and bribery. Their focus should
then be on the areas of higher risk,

Recommendation

. Include the fraud policy in the
induction pack;

. Expand the fraud policy to be explicit
about reporting requirements in
relation to attempted bribery and
corruption; and

. Report regularly to Council an the
adequacy of controls, including
consideration by senior management
of any changes required.

Management comment

The current fraud policy will be included as
part of induction,

An updated version of the fraud policy
including reporting requirements will be
completed by the end of 2020.

Comments are noted and will be discussed
with the Independent Chair of FAR.

The risk of management override of internal controls

There is an inherent risk in every organisation
of fraud resulting from management override
of internal controls. Management are in a
unique position to perpetrate fraud because of
their ability to manipulate accounting records
and prepare fraudulent financial statements by
overriding controls that otherwise appear to
be operating effectively, Auditing standards
require us to treat this as a risk on every audit.

We:

. tested the appropriateness of
selected journal entries;

. reviewed accounting estimates for
indications of bias;

. evaluated any unusual or one-off
transactions, including those with
related parties; and

. reviewed any changes in the
company’s accounting policies.

Based on the work performed and controls
in place, we assessed that the risk of
material misstatement due to management
override is sufficiently mitigated.

18
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Assessment of internal control

The District Council, with support from management, is responsible for the

effective design, implementation, and maintenance of internal controls, Our

audit considers the internal control relevant to preparing the financial

statements and the service performance information. We review internal

controls relevant to the audit to design audit procedures that are appropriate
in the circumstances. Our findings related to our normal audit work, and may not include all
weaknesses for internal controls relevant to the audit.

We have performed a high-level assessment of the control environment, This assessment
was performed for the purpose of planning the most effective and efficient audit approach,
to enable us to express an audit opinion on the District Council's financial statements and
the non-financial information. We considered the overall attitude, awareness, and actions
of the District Council and management in establishing and maintaining effective
management procedures and internal controls.

In performing this assessment we consider both the “design effectiveness™ and
“operational effectiveness™ of internal control. The explanation of these terms is outlined
below. However, it is not the purpose of our assessment to provide you with assurance on
internal control in its own right. As such we provide no assurance that our assessment will
necessarily identify and detect all matters in relation to internal control.

In performing this assessment we have identified areas where we believe the control
environment can be improved. These matters are discussed further below in this section.

Internal controls

We reviewed the internal controls in place for your key financial and non-financial
information systems, Internal controls are the policies and processes that are designed to
provide reasonable assurance as to reliability and accuracy of financial and non-financial
reporting, as well as compliance with significant legislative requirements. These internal
controls are designed, implemented and maintained by the District Council and
management, Both “design effective” and “operationally effective” internal controls are
important to minimise the risk of either fraud or misstatement occurring. The responsibility
for the effective design, implementation and maintenance of internal control rests with the
Councillors.

We identified the following areas for improvement in internal control:

= Control is effoctive 1o mithar prevent o detact a material error in efther the financial stateserts and/or non-firancial infcemation. The comred is “te for

purpose”
2 Control mas

™ Iy throughout the period tested
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51 Senior Management remuneration reviews
Recommendation

Implement a review process, for future employment contracts, to ensure that
remuneration benefits are in line with agreed contract conditions.

Ensure formal signed documentation is retained by Human Resources (HR) in relation to
any changes to employee remuneration and terms and conditions of employment,

Findings

We review senior management remuneration and contracts annually. This review includes
checking that the remuneration and benefits received are in line with the signed contract or
formal changes in contract terms and conditions.

During our review this year, we found two payments that weren't included in the official
signed contracts:

. The Chief Executive (CE) was being paid a fortnightly medical and life insurance
allowance that was no longer provided for under his new contract. This seems to
have arisen during the renewal of the CE contract in 2018 where it was agreed that
the employment provision whereby Council would provide an allowance for
medical and life insurance for the CE was removed. However, the medical and life
insurance allowance continued to be paid. We understand that this benefit is no
longer being paid; and

. A Group Manager had private use of Council vehicie. However, this is not included
in the signed employment contract, but rather was confirmed via an email from the
CE.

Going forward, when contracts are renewed, we expect HR to perform a check to ensure
that any remuneration benefits agree to the approved remuneration package.

We would also expect that all remuneration benefits would be supported by formally
signed documentation.

Management comment

Noted. The Senior Managers’ Contracts and documentation is currently being assessed for
accuracy and completeness.

5.2 Elected members declaration of interests
Recommendation
Implement a process to encourage elected members to declare all interests.

Implement a process for management to perform a review for undeclared interests as part
of the year-end reporting processes.
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Findings

Interests declared by Elected Members are maintained in an interest register. We reviewed
the completeness of the interest register by completing a search of the Companies Register.
We found several instances where an interest, e.g. directorship or shareholding with a
company, was not recorded in the interest register,

While the onus is on the Elected Members to ensure compliance with the Local Authority
Members’ Interest Act 1968, complete disclosure would assist management to ensure that
conflicts of interests are identified early and mitigations are put in place to ensure
compliance, In turn, management should ensure completeness of the interest register by
performing a search of the companies register, as part of the year-end process.

Management comment

Noted. This process will be added to our year end processes,

53 Payroll controls

53.1 Independent review of payroll Masterfile
Recommendation

Reinstate the independent review of the Payroll Maintenance Audit Change Report to
ensure that all changes, made to the payroll Masterfile, have been appropriately made and
this review be evidenced with 3 dated signature.

Findings

From April 2019 the payroll Masterfile change report is no longer being produced and
independently reviewed as part of the payroll process. The independent review of this
report is important to ensure that all changes to employees details (for example bank
account details and pay rates), as well as new employees and terminated employees, are
agreed to supporting documentation, appropriately authorised and accurately captured in
the payroll Masterfile.

Management comment

This is a valid point, os at the time the service was delivered externally. With payroll back
in-house this process will be reinstated.

53.2 Evidencing payroll reviews
Recommendation

Ensure the review of payroll reports, by an independent person, is evidenced with a dated
signature in a timely manner.
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533

Resume completion of the payroll checklist and have this independently reviewed, and
evidenced with a dated signature.

Findings

During our review of the payroll system, we noted that the Pay Edit Listing, is reviewed
during the pay run. However, the review is not evidenced with a date and signature. While
we could see evidence that the review is occurring, we could not conclude whether the
review was carried out by an appropriate person or that it was performed in a timely
manner.

We also noted that the Payroll Checklist is no longer being completed and reviewed. This
checklist acts as a control to ensure that all procedures are completed during the payroll
process.

Management comment

The payroll function has been brought back in-house. The pay edit list was reviewed by the
payroll officer and Finance Manager, and we re-instated signed and dating of this report,

The checklist was also being used and is now. We will instigate signing and dating of the
checklist.

Review of timesheet data sent to Australia
Recommendation

Implement an independent review over payroll data information before it is provided to
Civica Australia for processing.

Findings

The District Council had no specialised payroll staff in the 2018/19 year. This function was
carried out by Civica in Australia.

We note, from discussions with staff, that timesheets from the Library and Aquatics
activities are kept in a spreadsheet, which is then passed on to Civica for payroll processing.
During the year there was no evidence of review of the data entered against the manual
timesheets. There is a risk that the hours entered and provided to Civica, vary from the
actual timesheets approved which impacts on the pay received by staff.

Any undetected errors could result in underfoverpayment of staff pay. Performing a review
of information entered would reduce the risk of an undetected error or fraud.

Management comment

Timesheets were already reviewed by Library and Aquatics managers and then reviewed by
the payroll officer before being sent to Civica. There are further checks undertaken when the
pay edit is prepared.
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5.4 Service performance: Evidencing monthly review of Customer Relationship
Management (CRM) requests

Recommendation
Evidence the review of the CRM requests at month-end with a dated signature.
Findings

During our review of the CRM system for service performance purposes, we noted that the
Activity Managers review the CRM requests at month-end for reasonableness. However,
this review is not evidenced and accountability for the review cannot be established.

There may occasionally be errors identified, which are rectified. However, if the review is
not evidenced, there is no record of the approval for the change or that it was made
correctly. Evidencing the review would ensure that approval of changes is documented and
changes appropriately approved.

Management comment

The SSP reports are now coliated with references to supporting information. Signed CRM
reports can also be referenced for those measures.

5.5 Cash receipting
Recommendation

Require all cashiers to use their individual logins to process transactions and require them
to log out after use,

Require reconciliation, of the amounts in the 'receipt listing after closing reports’, to be
initialled by the preparer and independently recounted,

Findings
During our review of the cash receipting system, we noted that:

+ Multiple people can use the same login to process transactions if the original user
does not log out.

If there is a fraud, misappropriation of assets or errors, this creates an issue with
identifying who processed the payment and when the issue occurred. Reinforcing the
importance of use of their own individual logins, to the till users, will not only reduce
the risk of this arising but act as a protection to the cashiers,

. The daily ‘receipt listing after closing reports’ reconciliations are not consistently
initialled. With no initial/signature, there is no evidence that original reviewer is
independent from the person who is recounting the cash the following day, or that
the control was actually performed.
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Best practice is that reconciliations are signed and dated by the preparer to ensure
there is accountability for any errorsfissues identified. We would expect that the
staff member recounting the cash receipts to be independent of the reconciliation
preparer,

Management comment

This is relevant to Levin only. The only time a cashier will use another cashier’s log in is when
the logged in Cashier is on a break (15min breaks and up to 1hour lunch), and covering for
meetings. All Cashiers must close and reconcile their own till prior to signing off at the end
of their shift to ensure they are balancing the amounts they have taken. As each cashier
reconciles their own till, any discrepancies can be identified using the receipts and must be
advised to the manager or person in charge at the time. This approach ensures that
customers do not experience delays waiting for a change over process between cashiers. it
also allows some agility for staff to support each other and provide an efficient service to
customers.

In moving to have each cashier, regardless of how long they receipt for, log in for any
transactions, the process for covering breaks and meetings would be: Original Cashier logs
out of their till, balances the cash and Eftpos, then the covering cashier logs in, then when
the original cashier returns, the covering cashier logs out of the till, belances the cash and
Eftpos, then the original cashier logs back in to continue. This process would then require
additional reports for the end of day processes if additional cashiers log in.

The following controls are in place to mitigate any risk of theft and fraud for the process we
currently operate under: Peer monitoring as KPis state there should always be two staff at
Front of House at all times, security cameras monitaring customer transactions with staff,
reconciliations of daily receipting at the end of each day, banking totals counted and
processed by a staff member not rostered to the Front of House for the period the banking is
for, and prepared banking stored in a secure cash room with limited access,

Agree that end of day reports should be signed and dated. Where this has not happened in
the past, it has been a genuine oversight,

5.6 Sensitive expenditure

There is ongoing media coverage of behaviour and practices in incurring sensitive
expenditure. Sensitive expenditure is an area that is subject to significant public scrutiny,
and can lead to reputational and financial risk.

During the audit we tested a sample of transactions from a range of areas of sensitive
expenditure, including entertainment and hospitality, travel and accommodation and credit
card expenditure. This included a review of expenditure incurred by the Mayor, Councillors,
Chief Executive and Executive Leadership team (ELT).

We reviewed the transactions for compliance with the District Council’s policies, and good
practice expected in the public sector.

We identified the following areas where improvements can be made:
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5.6.1 One up approval of sensitive expenditure

Recommendation

Implement a process so approval so the Mayor’s expenses is made by the Chair of the Audit
and Risk Committee.

Senior staff be reminded of the need to ensure that the one-up approval of sensitive
expenditure be adhered to.

Background

While the Mayor did not incur any direct expenditure during the audit, we note that the
draft sensitive expenditure policy requires that the Chief Executive is to approve the
Mayor’s sensitive expenditure.

Best practice is for approvals to be on a one-up basis. In the case of the Mayor, where there
is no higher level, it is appropriate for the Chair of the Audit and Risk Committee to approve
his expenditure.

We also noted two instances, in our testing of Chief Executive and General Manager's
expenditure, where approval on a one-up basis did not occur.

Management comment

This is the current process for approving the Mayor’s and Chief Executive’s expenditure in
line with one up approval requirements in place from 1 July 2019.

Expenditure for the Mayor is physically signed by Deputy Mayor and Chief Executive. In
order to meet one up approval requirements this is then sent to a Group Manager and then
one up to the Chief Executive.

Expenditure for the Chief Executive is physically signed by the Mayor and Chief Executive. In
order to meet one up opproval requirements this is then sent to a Manager and then one up
to their Manager.

5.6.2  Sensitive expenditures policies
Recommendation
Update sensitive expenditure policies to reflect OAG’s good practice guidance,
Findings

We reviewed the District Council’s sensitive expenditure policy, travel policy, gifts and
rewards policy, and koha and donations policy against the OAG’s good practice guidance.

Apart from the sensitive expenditure policy, which was being updated, the rest were dated
2016 and are due for review/update to ensure that the policy remains relevant. Our review
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of the policies noted several guidelines within the policies that could be improved. We
recommend the following:

. Define what is meant by “actual and reasonable” when these terms are used
within the policies, specifying dollar limits and defined boundaries, where
practicable, of what is “reasonable”.

. Specify within the policies the process to amend the policies and procedures.
. Travel policy and procedures to include details over:

° taking annual leave prior to or after travel for work;

° staying away over weekends;

o stopovers;

° travelling with partners;

o membership of airline clubs, with any membership of such clubs

supported by a clear business purpose;

° rental cars — with the most economical type and size of rental car
suitable for the planned travel (number of passengers, distance to be
travelled etc.) is to be used;

° private use of a rental car should be limited to matters incidental to the
business purpose (for example, traveling to dinner venue when away on
business);

o use of Council vehicles (provided outside remuneration arrangements);

e entertainment related expenditure including clear guidance about what

is an acceptable level of expenditure, if any, on seasonal occasions such
as a Christmas event.

We expect these policies to be referred to by staff when making decisions. Therefore, itis
imperative that these policies are clear about the District Council’s expectations and
provide as much guidance as it could to help ensure appropriate behaviours are carried out.

Management comment

The policies and procedure documentation in People & Culture are currently being ossessed
for accuracy and currency and these points will be picked up in this process.

The sensitive expenditure policy, as noted by audit, is currently being updated. The
remaining financiol policies are due for review and this process has commenced during the
Covid-19 lockdown.
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6 Revaluation issues

6.1 Valuation using first principles
Recommendation

Implement a valuation process which ensures valuations are based on first principles on a
minimum of a three yearly rotational basis, with relevant inflationary indices used in the
intervening years.

Use relevant industry specific indices for inflation rates.
Findings

Since 2015/16, the roading and the 3 water infrastructure assets have been revalued
annually using the depreciated replacement cost (DRC) approach by inflating the unit rates
used for each asset component. The inflation factor used is either the capital goods price
index {CGPI) from Statistics New Zealand or the Local Government Cost Index (LGCI) from
BERL.

We have tested the reasonableness of the inflated unit rates against an average unit rate
from multiple current contracts that the District Council had across FY 2017/18 and FY
2018/19. We found several instances where the actual unit rate used by the District Council
is higher or lower than those based on current contracts. The most significant impact was
to roading formation (plain); where the value would have increased by $15 million had
current contract rates been used. We have accepted that this was not adjusted as the
amount is not material to infrastructure assets, particularly as it is offset by differences
going the other way, and as roading formation is not depreciated there is no impact on the
net surplus or deficit.

We noted that management had benchmarked the revaluation unit rates against the latest
infrastructure contract prices, Despite the effort that went inte this benchmarking exercise,
the average unit rates from current contracts were not utilised in the 2018/19 valuation.
We also noted that the NZTA cost indices were not used in the roading revaluation. As
these rates specifically relate to road asset components, these rates would be more
reflective of actual road inflation and is the inflationary index used by most local
authorities. With significant roading projects underway, we are aware that contracting
costs are increasing in this area.

The District Council should at least on a three yearly basis go back to first principles which
means using unit rates from Council’s current contract schedules, construction estimates,
labour rates and materials to benchmark unit rates used in the valuation. Liaising with
other Councils with similar infrastructure assets may also provide useful benchmark data
where the District Council does not have recent contract information.

While we obtained sufficient assurance that the estimated over/understatements did not
materially misstate the financial statements, it is likely that simply inflating the unit rates
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6.2

year-on-year will eventually result to a material misstatement with audit opinion
implications.

Management comment

it is planned to value Roading assets, using the RAMM module, with NZTA cost indices and
benchmarked against average contract rates. The average contract rate will be used where
materially different from the inflated rate.

Next year, 3 water infrostructure will be revalued on a first principles basis.

Improvement in quality assurance processes over revaluations
Recommendation

Implement a quality assurance (QA) process to review the reasonableness of the
revaluation work papers/process before they are presented for review (peer review,
Council review, and audit review).

Findings

We found issues during our review of the revaluations. We would expect that these would
have been identified had a QA process been performed over them prior to our review.

These issues include:
. Use of incomplete source data

Roading: Valuation worksheets used were rolled from the 1 July 2017 valuation.
As a result the asset additions for FY 17/18 had been excluded and the remaining
useful lives in the valuation worksheet had not been updated (i.e. these should
have been depreciated by an extra year). This resulted to a significant
understatement to the roading valuation, which had to be subsequently
corrected.

3 Waters: Our testing identified that not all the additions in FY 2017/18 were
included in the reticulation valuation. However, we have established this did not
have a material impact to the overall balance.

. Incomplete valuation reports

3 waters: We noted with earlier versions of the 3 waters valuation report
provided to audit:

° Values were not consistent with those of the valuation worksheets; and
© Treatment plants were not included in the valuation report,

We found these issues despite versions of the valuation reports and information
already being provided to, and reviewed by the peer reviewer.
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. At the start of the audit we sent through, to the District Council management, a
series of questions to provide a good guide of the areas that management should
review hefore submitting the revaluation information to Audit.

While the questionnaire was responded to, responsas were minimal. Ensuring the
responses are considered and reviewed appropriately may have reduced the level
of revaluation issues found during the audit.

Management comment

A thorough review of the revaluations will be undertaken before being submitted to audit,

6.3 Timing of delivery of revaluation to audit
Recommendation

Provide the revaluation workpapers and valuation reports for audit review after the
valuation reports and supporting information have been reviewed by the independent peer
reviewer, Management and the District Council’s Audit and Risk Committee,

Findings

We started our review of the revaluation during our pre-final visit in May 2019, At this
point, only the valuation worksheets were available for review, The revaluation reports
were not completed and the valuation had not been peer reviewed nor presented to
Council’s Audit and Risk Committee. As the valuation was as at 1 July 2018, it is a concern
that these were not available before May 2019.

The peer review occurred during our final audit visit in August 2019 and the draft valuation
reports were not been provided until then. We also understand that the valuations were
not presented to the District Council’s Audit and Risk for comment. The roading valuation
movements were not included in the draft financial statements; these were added after
Audit’s initial review of the draft financial statements.

Clearing the issues before the peer review/Council presentation took significant of time for
both Audit and Council staff. Many identified may have been identified and resolved before
the revaluation information been provided to Audit for review, if the reports and
supporting documentation had already been well reviewed by Council Management, the
peer review completed, and Council’s Audit and Risk Committee been given opportunity to
comment.

A formal valuation schedule, with agreed timings, should be developed so that valuations
are completed and reviewed prior to being made available for audit. Our expectation is that
a 1 July valuation would be available for review by November/December to ensure there is
sufficient time to complete the audit before the preparation and audit of the rest of the
financial statements.
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Management comment

The revaluations of the Roading assels are set to be completed for the pre audit in June
using the RAMM module.

6.4 Timing of revaluation cycles
Recommendation

Implement rotational valuations of the Infrastructure asset classes and Land and
Buildings/Parks and Reserves so that the valuations of the major asset classes fall in
different years to even the workload.

Perform a cost/benefit analysis to assess whether it would be better to contract out the
infrastructure valuations to an external valuer,

Findings

Noting the issues identified above, we question the District Council’s ability to complete
revaluations of all asset classes every year. From discussions it appears that many of the
issues in relation to the revaluation timing and QA processes stemmed from a lack of
resourcing and capacity to complete the valuation work in-house. It would also appear that
there is a lot of infrastructure staff time to perform valuation work that may be better
utilised elsewhere.

The District Council should consider whether, based on a cost/benefit analysis, it would be
beneficial for the infrastructure valuations to be carried out by an external valuer rather
than in-house. The District Council should also consider whether there is benefit for
revaluations to be prepared on a rotational basis. For example Land and Buildings/Parks
and Reserves in year 1; Roading in year 2; and Three Waters in year 3, with fair value
assessments performed early in the intervening years.

Robust fair value assessments would also give a good indication of the potential increases
in depreciation when the asset class is next revalued so could be built in budgeting,

Management comment

This year Roading assets are being revalued. The following year 3 Water assets will be
revalued. The cycle will continue for infrastructure assets. Land and buildings/Parks and
Reserves will continue on a 3-year cycle.

6.5 Classification of 3 waters assets
Recommendation
We recommend that the District Council:

¢ Revalue land and buildings integral to the 3 Waters Infrastructure asset as part of the 3
waters valuation; and
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o Reclassify non-integral land and buildings in the 3 Waters Infrastructure asset class to
the Land and Building asset class.

Findings

IPSAS 17.51 requires that when an item of property, plant and equipment is revalued, the
entire class of PPE to which that asset belongs shall be revalued,

We found that included in the 3 waters asset class were:

. land and buildings that are revalued on a three yearly cycle (NBV at 1 July 2018 is
$11.8m) and
. trees that were not intended to be harvested therefore not revalued (NBV at 1

July 2018 is $0.5m).

While we are satisfied that the financial statements materially complies with the
requirements of the accounting standards, these balances can only increase in time.

For assets not revalued in line with reticulation and treatment plants, if they are integral to
the 3 water treatment plants they should be revalued in line with the 3 waters valuation, A
methodology should be agreed so the fair value movements on these assets can be
estimated if it is not practical to have these revalued outside of the land and building
valuation, if they are not an integral part of the 3 waters infrastructure then they could be
re-classified as land and buildings.

Management comment

The non-integral land and buildings that were previously included in the 3 Waters assets will
be reclassified this year and revalued with the other land and buildings.

6.6 Stand-alone fixed asset register for treatment plants
Recommendation

Develop a stand-alone fixed asset register for Wastewater Treatment Plants and ensure
that they are revalued at component level.

Findings

Similar to roading and reticulation assets, treatment plants and other assets were also
revalued in a spreadsheet, As noted in prior years, some of the assets in the spreadsheet
refer to treatments plants that are accounted as a whole, instead of being componentised.

Technically, this approach does not comply with the requirements of IPSAS 17, Property,
plant and equipment. The standard requires each property, plant and equipment with a cost
that is significant in relation to the total cost of the item shall be deprecioted separately; so
the components should also be valued separately.
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We understand that the treatment plants were componentised in FY 2015/16, but
subsequent to that, the valuation has not been based on the treatment plant components,
it has been based on the whole treatment plant. The risk is that significant components of
these plants will have different useful lives and condition assessments so the depreciated
value and depreciation may not be reflective of the actual lives and cost to Council of
replacing these plant components,

Management comment

This is currently being done but will not be complete until next year.
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7  Other matters identified during the audit

In this section we outline the significant issues we have identified through
@ the audit work we have performed.

7.1 Impairment assessment of property, plant and equipment (PPE)
Recommendation

Formalise and document the District Council’s impairment assessment of PPE at balance
date.

Findings

Accounting standards, IPSAS 21 Impairment of Non-Cash-Generating Assets and 26
Impairment of Cash-Generating Assets, require praperty, plant and equipment to be
reviewed for impairment whenever events or changes in circumstances indicate that the
carrying amount might not be recoverable.

We note that, at year-end, a formal assessment of impairment that complies with the
requirements of the standards has not been carried. No evidential documentation was
provided to support that there were no impairment indicators.

While we have obtained sufficient assurance that property, plant and equipment are not
materially impaired at year-end, this issue may have audit opinion implications in the future
if a formal impairment assessment is not performed.

Management comment

This was done last year but did not include the level of formal evidence coliection required
to meet audit expectations, This will be corrected this year.

7.2 Service performance issues

7.2.1 Completeness of Customer Relationship Management {CRM) report provided to audit
Recommendation

. Review the parameters used to run the CRM report to ensure that all relevant CRM
service requests are included in the report used for service reporting; and

. Investigate "missing” CRM request numbers to determine if they are genuine or
not.
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Findings

We performed testing over a report of all the CRM requests from the system. We noted
that some of the sequential numbers were missing. We investigated this and found that
while some were genuine "missing CRM requests” i.e. a record did not exist under that
number or the record related to a different financial year. Some related to CRM requests
from the financial year under review which should have been included in the report. We
obtained sufficient assurance that the number of potential missing CRM requests is not
sufficiently material to affect our audit report this year. However, there is a risk that, in
future financial years. It will be a material issue with audit opinion implications.

Management comment

The current CRM Summary Report through Council’s Reporting Services has two options to
obtain CRM data for Financial Years when required, ‘Open date’ or ‘Closed date’, When
testing the ‘Open Date’ report, CRMs raised in a previous Financial Year did not show even
though closed in the current financial year. When testing the ‘Closed date’ report these
CRMs were visible however with the open CRMs then were not shown.

The one CRM that was not extracted was investigated and found that the report relied on
valid Name and Address records. The report had been adjusted to extract any CRM that
produces an unknown result in the report.

Based on Audit’s recommendations, a new reporting selection will be added to the existing
report tool to include CRMSs under review during the financial year the report is run for. This
will be an edditional option to select when extracting dota, called ‘Open and Closed date’,
this will then provide all CRMs worked on during the period chosen within the report.

The exception to this report are CRMSs roised at the beginning of the financial year, yet
backdated to the end of the previous financial year. These will be those that are Afterhours
requests that were managed ot the time, therefore only worked on and completed in the
previous year, and added to our CRM system as soon as possible to allow accurate recording
of these requests.

7.2.2 Recording of multiple complaints
Recommendation

Ensure staff members, who prepare the performance report, are well-versed with the DIA
guidance on mandatory measures, This is especially important where the staff member
completing the report has changed.

Findings

While reviewing the number of complaints for the Water Supply activity, we noted that
approximately 10 of the complaints, received in the DIA categories, had been manually
removed from the reported results for being 'duplicate complaints',
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We reviewed these complaints and they appeared to be instances where multiple people
have rung up about the same problem. Per the DIA guidance each call on an issue is to be
counted as a complaint for reporting purposes. This was corrected for reporting purposes.

Management comment

Activity Managers have been apprised of the necessity to ensure that their staff, compifing
the information for the DIA measures, are aware of DIA guidance on mandatory measures.

7.3 Consistency between the Rating FIS and the rates resolution
Recommendation

Implement a process to ensure that there is a check of the rates resolution before it is
adopted by Council to ensure that the rates resolution is consistent with the agreed funding
impact statement,

Findings

We reviewed the rates resolutions against the Rating FIS for consistency, As in the prior
year, we found that, for the following rate, there is inconsistency between the two
documents:

. Per Rating FIS: Charge per m3 in excess of 91m3 per day for any rating unit
connected to the Shannon untreated bore water supply

. Per rates resolution: Charge per m3 in excess of 91m3 per quarter for any rating
unit connected to the Shannon untreated bore water supply

Overall, the rate is not material, however, we do remind the District Council of the
importance of ensuring consistency between the rates resolution and Rating FIS.

Management comment

This rate applies to one ratepayer. The rate income was $1,500 for the 2019 year out of a
total rate income of $38.8m. The FIS is incorrect and will be corrected for the 2020/21
Annual Plan.

7.4 Expenditure not approved within financial delegations
Recommendation

Remind staff of their financial delegations and the rules within the financial delegations
policy.

Implement procedures in place to ensure all expenses are approved within the approver’s
financial delegation.
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Findings

During our sample testing of expenditure, we found two instances where a payment was
approved outside the approver’s delegation:

. A payment to Opus Consultants for $20,077 was approved by a staff member with
financial delegation of $5,000.

. A payment to Spark Limited for $6,720 was approved by a staff member with
financial delegation of $2,500.

It is important that financial delegations that are in place are adhered to. We continue to
also recommend that the financial delegations be enforced in the FMIS system.

Management comment

Noted. The implementation of one up approval from 1 July 2019 means that financial
delegations are now enforced within the finonciol management system.

7.5 Lack of GST invoice
Recommendation
Ensure all expenditure is supported with a relevant GST invoice.
Findings

We tested a sample of asset maintenance contract expenditure and noted several instances
where the support for the expenditure was not a GST invoice, We also note that some of
the Alliance expenditure did not always have sufficient supporting documentation. While
we were satisfied that the expenditure is valid and accounted for appropriately, the lack of
GST invoice can have tax implications, and increases the risk of fraud.

Management comment

We will ensure that the appropriate GST invoice is received from the Alliance.

7.6 Purchase Order Clearing Account
Recommendation

Ensure that an appropriate report can be generated and reviewed for the “Purchase Order
Clearing Account”.

Remove/adjust any outstanding balances where invoices have been received or
outstanding amounts paid.
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Findings

We obtained a printout of the GL code “Purchase Order Clearing Account” which forms part
of the trade payables reported in the financial statements. As part of our testing of this
account, we noted several issues:

. Payables were recognised by the District Council but the liability was overstated
as the subsequent amount paid portion was not adjusted for;

. Payables being included in this report that were later confirmed to have been
cleared in prior years.

During investigation of these issues, we were then advised that the report initially provided
to us was not accurate. As a result we had to perform additional testing to obtain assurance
there were no material misstatements.

While we were satisfied that there was e no material misstatement, concerns are raised
over lack of appropriate review of this GL account and the reliability of the underlying
report. We also note that a regular review of balances in this account should be undertaken
to remove paid balances/or adjust amounts where invoices have been receipted.

We understand that management is contacting Civica to resolve this issue,
Management comment

The recenciliation of the purchase order clearing account is one of the projects in the
Finance Business plan. Officers have approached Civica for assistance with this and are
awaiting a consultant to be assigned. We are hopeful that this will completed befare 30
June 2020,

7.7 No records of retentions by contract
Recommendation

Maintain a separate listing for all contract retentions held by the District Council and review
them for reasonableness on a regular basis.

Findings

We intended to review the ageing of retentions held by the District Council at year-end to
ensure that retentions are released when the defects liability period has passed. However,
we were advised that there is no separate listing or separate GL account for retentions held
at year-end. They are currently recognised as a normal liability (together with other
invoices payable) under each creditor in the accounts payable module.

There is a risk that a retention is being held by the District Council for longer than intended.
With no separate listing for retentions, there is no practical way of reviewing every credit
balance to check for retentions due to be released.
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7.8

The District Council is obligated, under Construction Contracts Amendment Act 2015, to
keep proper accounting records of all retention money held and that these are readily
availabie and properly auditable.

Management comment

The number of retentions has been declining as the majority of expenditure is processed
through maintenance contracts that do not have retentions. Retentions are recorded in
each creditar in the accounts payable module. All outstanding balances in the creditors
ledger are reconciled monthly after the 20th of the month payment and any old balances
reconciled and followed up.

Officers query the need to have this information separately recorded when it is already
recorded in the FMIS.

Annual report disclosure improvements
Recommendation

Improve identified disclosures for future reporting.
Findings

We noted several disclosures where improvements could be made to better align with the
accounting standards. These include:

PBE IPSAS 17 Property, plant and equipment

o assumption on obsolescence and how the replacement costs of the assets were
derived;

[+]

judgements management has made in the process of applying the District
Council’s accounting policies that have the most significant effect on the amounts

recognised;

o the methods and significant assumptions applied in estimating the assets’ fair
values;

¢ the extent to which the assets’ fair values were determined directly by reference

to observable prices in an active market or recent market transactions on arm’s
length terms, or the extent to which they were estimated using other valuation
techniques;

PBE IPSAS 1 Presentation of Financiol Statements

The sensitivity of carrying amounts to the methods, assumptions and estimates
underlying their calculation, including the reasons for the sensitivity;

[+
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) The expected resolution of an uncertainty and the range of reasonably possible
outcomes, within the next financial year, in respect of the carrying amounts of the
assets and liabilities affected;

o When it is impracticable to disclose the extent of the possible effects of a key
assumption or another key source of estimation uncertainty at the reporting date,
the entity discloses that it is reasonably possible, based on existing knowledge,
that outcomes within the next financial year that are different from assumptions
could require a material adjustment to the carrying amount of the asset or liability
affected.

PBE IPSAS 19 Provisions, Contingent Liabilities and Contingent Assets

Contingencies: where any of this information is not disclosed because it is not practicable to
do so, disclose that fact,

PBEF IPSAS 29 Financial Instruments: Recognition and Measurement

Borrower notes are correctly valued at ‘fair value at amortised cost’. However, they were
incorrectly included in Note 28(c) of the financial instruments note as being valued on
observable inputs.

Management comment

These will be considered in the preparation of the 30 June 2020 annual report.
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Public sector audit

The Local Government is accountable to their local community and to the
public for its use of public resources, Everyone who pays taxes or rates has a
right to know that the money is being spent wisely and in the way the District
Council said it would be spent.

As such, public sector audits have a broader scope than private sector audits, As part of our
audit, we have considered if the District Council has fairly reflected the results of its
activities in its financial statements and non-financial information.

We also consider if there is any indication of issues relevant to the audit with:

. compliance with its statutory obligations that are relevant to the annual report;
. the District Council carrying out its activities effectively and efficiently;
. the District Council incurring waste as a result of any act or failure to act by a

public entity;

. any sign or appearance of a lack of probity as a result of any act or omission,
either by the District Council or by one or more of its members, office holders, or
employees; and

. any sign or appearance of a lack of financial prudence as a result of any act or
amission by a public entity or by ene or more of its members, office holders, or
employees.

As part of the 2019 audit of the District Council, we have reviewed significant expenditure
and revenue, capital expenditure and performed reviews over sensitive expenditure
transactions. Other than the items raised earlier this report, there were no other issues
identified.
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Key changes to the Government Rules of
Sourcing

The District Council is among the agencies encouraged to apply the
Government Procurement Rules,

As from 1 October 2019, the new Government Procurement Rules (the

Rules) come into force, The Rules are a revision of the previous third edition
of the Government Rules of Sourcing and were approved by Cabinet in May. Much of the
content is consistent with the third edition with some re-numbering of Rules. The new
Rules and a table of rule changes can be found in this link Table of Rule Changes. Entities
should watch out for a few important changes noted below:

Government Procurement Charter

The new rules include a Charter for the first time. The Charter sets out the Government's
expectations of how agencies should conduct their procurement activity to achieve public
value. The Charter applies even when the Rules do not. The District Council should consider
how they will demonstrate how they are meeting these expectations in their procurement
activity.

Broader outcomes

The new Rule 16 outlines a number of secondary benefits that it is seeking from the way in
which procurement is conducted in the public sector. These secondary benefits relating to
the costs and benefits to society, the environment and the economy are required to be
considered {(where appropriate) along with the whole of life costs of the procurement.

To maximise the effects of these priorities, the Government will be designating some
contracts or sectors where the outcomes must be prioritised. These will be published at

www.procurement.govt.nz.

Procurement planning

A new Rule 15 includes guidance and expectations related to procurement planning. Rule
22 has been amended so that significant procurement plans must be submitted to the
Ministry of Business, Innovation, and Employment for review on request

Threshold changes

The thresholds for when the Rules apply {contained in Rules 6 and 7) have been taken out
of the Rules document and will now be found at www.procurement.govt.nz. We
understand this is to facilitate changes in the thresholds as necessary, without a full change
to the GPS. The immediate change is to the threshold for new construction works, which
reduces from $10 million in the current edition to $9 million.

41

Audit New Zealand - Final Management Report for the year ended 30 June 2019 Page 133



Finance, Audit & Risk Committee H henua'Z
27 May 2020 S

We encourage procurerment staff to understand the changes, and prepare for their
implementation by considering the changes that may be reguired to the District Council’s
procurement policies, procedures and practices.
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10 Procurement and contract management

Helping you to understand your risks: procurement and
contract management

Why it matters

Procurement and contract management carry high risk in terms of costs, public and political profiles,
reputation, and performance. Delivering services well depends on doing procurement and contract
management well,

Understanding your risks

We have used our sector expertise, and recognised best practice, to develop a standardised risk
assessment tool to analyse your local authority’s procurement and contract management risks. We
have included the sector context by displaying your position compared to other entities in the
sector®,

What do we mean by procurement and contract management?

Procurement is the overarching term used to Figure 2

describe all the business processes associated TR alaht-stags i Croim of praceremmt
with purchasing goods and services.
Procurement is much more than “buying
something” — it includes all the processes
involved in acquiring goods and services from a
third party. Effective contract management
helps ensure goods and services are delivered
well, to specification, and in full, Both go
together to ensure public value is realised.

The Auditor-General’s work programme —
Procurement

The Office of the Auditor-General is part way
through its work programme on Procurement.
Earlier this year performance auditors visited 22 local authorities in the Waikato, Bay of Plenty,
Canterbury, and Wellington Regions to talk about how local authorities in those regions carry out
procurement. This audit identified some challenges that local authorities need to respond to so that
procurement can continue to support the delivery of infrastructure and services to local areas. This
will be particularly important with the significant growth that is forecast in many areas.

yource: {Oecoioured Do) the Menistry of Baonens. Isnmvation Ml Emgeriees.

3 Tris anatysis is imeted to entities audited by Audit New Zealand onty
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The Office of the Auditor-General plans to publish its findings by the end of 2019. It will be important
for each local authority to consider the Auditor-General’s findings in order to determine priorities for
further improving or developing the approach to procurement,

How do we assess risk?
Our assessment tool considers risk from two angles:

. The risk in the environment, This is the inherent risk. It is influenced by complexity,
instability, change, delivery of critical services, interdependencies, and reliance on third
parties. Size, strategic direction, and the nature of services are also important.

. The effectiveness of management systems and processes. This is control risk and covers the
main aspects of good practice that we would expect to be applied. Effective management
systems and processes mitigate aspects of inherent risk and reduce the risk of something
going wrong.

The risk assessment process we have undertaken is based on the design of the controls only. We
have not performed testing to ensure the controls are operating effectively.

What are the assessments telling us?

Procurement is particularly important for local authorities, in which investment in developing,
renewing and maintaining infrastructure is typically outsourced to private sector providers. In
additional, many local authorities have entered into alliances, partnerships or other collaborative
arrangements to support service delivery. With continued pressure on rates and other sources of
funding, the need to achieve good value for money remains an important consideration. However,
many local authorities have told us that they aim to use their spend to deliver other benefits, such as
supporting the local economy.

Common areas of risk across local government

In the graph below we have summed the risk rating we assessed for each of ten procurement
controls across all the local authorities we audit.
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Two areas stand out across local government as priorities for improvement:
* Ensuring there is an appropriate information management system so that staff can analyse

procurement spend, plan and manage procurement processes, and keep good records;

- Being open to continuous improvement through reviewing procurement practices and
capability.

The graph below shows a similar analysis for contract management controls. Gverall this indicates
that contract management controls are weaker than those covering the purchasing stage of the
procurement cycle. We encourage all local authorities to consider whether their approach to
contract management is as clearly defined, well-resourced and implemented as it needs to be.
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Contract Management Controls
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Three aspects of contract management might provide a focus for this consideration:
. Assessing whether there is a strategic approach to supplier relationship management;
. Making sure there are good, up to date policies, guidance and procedures in place to help
staff manage contracts effectively; and
. Ensuring there is an appropriate contract management system in place.
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Each grey dot in the graphs below represents a local authority mapped according to our assessment
of its inherent and control risk.

Procurement Risk levels Contract Management Risk levels

Lo : ok A e Lo hes Conniact M Rak poot it

Local authorities use a range of procurement approaches and have a significant number of contracts
for a diverse range of goods and services. Levels of inherent risk vary widely depending on the size of
local authorities, as well as the extent of and approach to outsourcing.

The District Council has medium fevels of inherent risk for both procurement and contract
management.

There is little the District Council can do to reduce its level of inherent risk. However, it can
strengthen its systems and processes to bring down the overall level of risk. In our view the controls
for procurement and contract management are around the threshold between medium and high
risk. In our view the District Council could strengthen its contract management systems and
processes, to bring the overall level of risk down from what we have assessed to be at a high level
overall.
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Our view on priorities for strengthening the District Council’s control over procurement
and contract management

We expect up to date policy, procedures and guidance to form a sound basis for controlling contract
management. Policy needs to be regularly updated to make sure it continues to comply with the
good practice promoted by the Government Procurement Rules.

In our view, the area we believe would make the most difference to strengthening the District
Council’s controls would be:

1 Considering whether there is a sufficiently strategic approach to supplier relationship
management, which might include:

Having a supplier categorisation model in place differentiating between the
relative importance of suppliers (e.g. strategic partners, routine suppliers,
commodities etc. - the Kraljik matrix is one example, there are various other
maodels that the District Council could adopt).

Identifying risks to contractor delivery and being proactive about how they are
managed.

2 Ensuring there good, up-to-date policy, guidance and procedures in place to support
contract management, This might include:

Putting in place an organisation-wide policy, supported by good quality detailed
guidance, procedures and templates, including standard/pro-forma contracts,

Reviewing existing policy(s) to make sure it aligns to good practice, up to date and
working well,

Applying the planned approach across all contracts (commercial, grants etc.),

Being clear on when to use contract management plans, and how to assess
delivery risks, perhaps with templates provided.

Comprehensive guidance on what to do when contract performance obligations
and expectations are not being met,

Policy on negotiating and approving contract variations with cross reference to
delegations.

3 Making sure the organisation has the right number of staff, the right structure & the right
capability to manage contracts effectively, which might include:

Contract Management led by a Centre of Excellence / dedicated team which
provides advice and guidance,

Good oversight and coordination of staff with devolved contract management
responsibility.
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Ensuring there is a fit-for-purpose contract management or supplier relationship
management system, which might involve:
° Putting in place a functional contract management system in place to capture key

information on all contracts.
e Making links to the FMIS / payment system to help staff manage contracts.

o Storing documentation electronically in easily accessible ways (original
agreement, record of contract progress claims and payments, monitoring and
inspection or meeting records, relevant correspondence, records of any variations
or claims, producer statements and/or guarantees, completion certificates).

2 Maintaining appropriate physical security and disaster recovery arrangements in
place for contracts and associated information.

° Allowing contract information to inform or be integrated with budget setting and
monitoring.

° Making links between performance information, payments and contract renewal
decisions.

Making sure that staff are aware of policy and guidance on contract management, and are
supported in its use. This may involve:

o Ensuring that policy and guidance is available on the intranet {or similar) for staff
to access as required.

o Having key staff groups identified to receive initial procurement training along
with any refresh as required.

c Making sure all relevant staff are updated with changes in contracts and legal
requirements.

Ensuring there is a robust approach to contract financial control operating, including:

° Delegated responsibility being clear for: Commitment; Signing of contract;
Variations; Approving payment; Sensitive Expenditure.

o Use of contingencies, variations, approach to penalty clauses and damages
aligned to good practice.

c Clear budget management.

° Well considered bases for reimbursement contained in standard contracts.
c Require financial reporting by contractors aligned to good practice.

o Clear invoicing and payment processes.
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10

Ensuring there is a robust approach to contract monitoring and performance management.
This might include:

e}

Having contract managers identified for all contracts.

Implanting a sound approach to specifying and setting out requirements in
contracts, with a good approach to defining quality.

Requiring regular reporting, monitoring and evaluation of delivery by contractors.
Having effective working relationships with supplier and key stakeholders.

Providing good feedback to contractors on performance.

Making sure that there a structured and suitably formal approach to contract completion
and transition. This might involve:

Having formal close out process in place.
Putting together an end of contract strategy, either in total, or for key contracts.
Using transition plans where service delivery needs to continue,

Having clear and well defined handover / commissioning processes for outsourced
projects.

Regularly reviewing the approach to contract management (whether through internal audit
or otherwise). This might involve:

Q

Putting a comprehensive programme of review in place.

Focussing internal audit reviews on contracting and outsourced delivery, informed
by risk assessment.

Making sure that reviews are recent and relevant, with the conclusions / outcome
good.

Good evidence of action in response to review findings/recommendations with
progress being made.

Reporting to and interest from senior management/governance on progress.

Reviewing fraud risk with confirmation that there are no known contract related
frauds.

Making sure that senior management and the governing body have the time and
information they need to take an interest in contracting through being well informed and
committed to good contract management. A successful approach might involve:

Regular reporting to senior management on spend.
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o Evidence of commitment to good contracting practice.

Involvement in contract management, particularly high value or high risk
contracts with demonstrable interest across the portfolio.

Q

° An appropriate range of reporting being produced for escalation depending on
size, contract types, profile and risk.

Continuing focus on risk for 2019/20

As part of our 2019/20 audit we will consider procurement-related risks during our audit planning,
based on our knowledge of your local authority, your pattern of spend and the range of contracts
you have in place.

Management comment

Noted. The Procurement and contract management policy and procedures are currently undergoing
o review ond the points will be picked up in this review.
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11 Useful publications

Based on our knowledge of the Local Government, we have included some
publications that the District Council and management may find useful.

Description Where to find it

Client updates

In March and April 2019, we hosted a series | On our website under publications and
of client updates. The theme was “Improving | resources.

trust and confidence in the public sector”. Link: Client updates

These included speakers from both Audit
New Zealand and external organisations,

In July 2019, we issued updated model On our website under publications and
financial statements for Crown entities, The resources.

update primarily focuses on the early
adoption of PBE IFRS 9 Financial Instruments
for a tier 1 or tier 2 entity. While these are

Link: Model Financial Statements

designed specifically for Crown entities, you
may find these useful as it covers changes to
accounting standards that are relevant to
the District Council’s financial statements,

Our model financial statements reflect best
practice we have seen. They are a resource
to assist in improving financial reporting.
This includes:

. significant accounting policies are
alongside the notes to which they
relate;

. simplifying accounting policy
language;
. enhancing estimates and judgement

disclosures; and

. including colour, contents pages and
subheadings to assist the reader in
navigating the financial statements.
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Description Where to find it

Tax matters

As the leading provider of audit services to
the public sector, we have an extensive
knowledge of sector tax issues, These
documents provide guidance and
information on selected tax matters,

On our website under publications and
resources.,

Link: Tax Matters

When you are fully prepared for an audit, it
helps to minimise the disruption for your
staff and make sure that we can complete
the audit efficiently and effectively.

We have put together a tool box called the
Client Substantiation File to help you
prepare the information you will need to
provide to us so we can complete the audit
work that needs to be done. This is
essentially a tool box to help you collate
documentation that the auditor will ask for.

On our website under publications and
resources.

Link: Client Substantiation File

§_m payments

Because severance payments are
discretionary and sometimes large, they are
likely to come under scrutiny, The
Auditor-General has released updated good
practice guidance on severance payments,
The guide is intended to help public sector
employers when considering making a
severance payments to a departing
employee, It encourages public organisations
to take a principled and practical approach
to these situations. The update to the 2012
good practice guidance reflects recent case
law and changes in accounting standards,

On the OAG's website under 2019
publications,

Link: Severance payments
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Description Where to find it

Matters arising from the 2017/18 audits

The OAG has published a report on the On the OAG’s website under publications.

results of the 2017/18 audits for the sector. Links: Local Government

Good practice

The OAG’s website has been updated to On the OAG's website under good practice.
make it easier to find good practice

. L Link: Good practice
guidance. This includes resources on:

. audit committees;

. conflicts of interest;

. discouraging fraud;

. good governance;

. service performance reporting;

. procurement;

. sensitive expenditure; and

. severance payments,
OGN g

The OAG have recently completed a review On the OAG's website under publications.
of Auckland Council's post-implementation
review process. While many aspects of the
report are specific to Auckland Council, it
documents the process that Auckland
Council uses, and includes a

Link: Post-implementation review process

post-implementation review checklist.

Reporting fraud

The OAG have released data from 2012-2018 | On the OAG's website under data.
on fraud in public entities. This includes how
the fraud was detected, the type of fraud
and the methods and reasons for the fraud.
The graphs show the high-level sector, and
this can be broken down further into
sub-sectors by opening the spreadsheets
available.

Link: Reporting Fraud
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Appendix 1: Status of previous recommendations

Open recommendations

Recommendation First

raised

General Annual Reporting Process 2018

Implement audit recommendations to
improve the audit process including
improving the quality assurance review over
the annual report.

The particular areas we would expect to see
improving are:

. implementing a quality assurance
review over the annual report before
providing to audit, performed by a
staff member not directly involved in
collating the information. This should
include a check that notes agree to the
face of the accounts, disclosures,
variance explanations and statement
of service performance information
are complete;

. ensuring that a complete annual
report is provided at the start of the
final audit. When draft annual reports
are not complete this has a flow on
impact to timeliness of reviews which
could result in late changes, and
results in additional audit time to
check and review the changes;

. improving the revaluation process and
timetable so information is available
by the agreed time to enable audit
work to be completed earlier in the
audit schedule;

. providing fair value assessments, for
revalued assets in a non-revaluation
year, before the final audit
commences; and

. ensuring that there is supporting

information for annual report balances

Status

Open

The draft provided for audit
review was not fully complete.
Issues that we found indicate
QA could be improved. Refer to
section 3 of this report.

We found issues with the
revaluation process and
timetable. Refer to section 6 of
this report.

The fair value assessment was
performed, however, it was
towards the end of the final
audit visit,
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Recommendation

and statement of service information
that agrees to the information
reported in the annual report.

Status

We found issues with the
quality of some supporting
information provided. Refer to
7.2 of this report.

Probity,
waste, and
performance

The Mobile/PDA policy be reviewed in line
with OAG guidelines,

Approval of the Chief Executive’s 2018 Open
penditure We found that the CE can and
Require expenditure, incurred by the Chief has approved expenditure
Executive (CE), to be approved on a one up incurred by himself. Refer to
basis, either by the Mayor (or his delegate) or 5.6.1
the Chair of the Audit and Risk Committee.
“Virtual” Credit card controls 2018 Open
Implement processes and procedures to We will re-review this in next
strengthen controls and access to the virtual year's audit.
credit card, including: Management C ant
. Ensuring the use of the virtual credit There is no longer a virtual
card is in line with the District credit cord
Council's policy on the use of credit ’
cards; The process for credit card
expenditure has been updated
. Allowing only the card administrator to‘:e flect one up appro:a lond
to use the card with all approved monthly reconciliation of the
t:a:fsacuo:s being processed by that credit cord statements.
staff member;
. Formal one-up approval for the
expenditure to be incurred being
provided to the card administrator
prior 1o processing the transaction.
This should be filed with supporting
transaction documentation; and
. Implementing a monthly
independent review and
reconciliation of the expenditure on
the credit card against the approvals
and supporting documentation.
Mobile/PDA policy 2016 Open

We will review the updated
Mobile/PDA paolicy in next
year's audit.
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Recommendation

Status

Retain all contract information and ensure it
is appropriately filed and archived to enable
monitoring of key KPls and contract
conditions. All contracts should be
appropriately approved and payments
approved in line with delegated authority,

Funding agreements with third parties 2018 Open - in progress

Formalise agreements, between external The District Council has signed

parties, prior to entering into any future an agreement with the Dutch

financial transactions where third parties will Connection Trust but the

be sharing costs with the District Council. agreement with the Te Taitoa

Formalise agreements with the partners in Te Maori o te Awahou remains

Awahou Niuwe Stroom project on the outstanding.

partner’s share of the fit-out costs for the Management Comment

Project.
The Chief Executive notes
Council now has a signed Deed
of Debt with Ngoti Raukawa/Te
Taitoa o Maori Te Awahou,

Risk Conflicts of interest policy 2016 Open
management | paview and update the Conflicts of Interest No progress has been made.

policy to reflect best practice in the sector

including:

Policy to be reviewed and endorsed by the

Executive Management Team; and

The palicy include a clearer mechanism on

how breaches are handled or on what the

consequences are for non-compliance.

Legislative compliance 2016 In Progress

The District Council to look at mechanisms to The in-house legal advisor has

actively monitor compliance with legislative since left and no other

requirements. changes/improvements were
made since 18,
The entity uses an informal
system for monitor compliance
with legislation. Reporting to
governance is performed on an
exception basis rather than
regular reporting. There is less
chance of the District Council
breaching legislation if there is
effective monitoring.

Contract management 2016 Open

Contract management issues
were noted with the Alliance
contract so we have retained
this as “open”. See Section 4 of
this report.

Our specialist team will review
the contract management
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Recommendation

Status

process and procedures against
good practice in next year’s
audit.

Review and enhance the purchase order
controls in the expenditure system to require

Project management improvements 2016 Open
Formalise the methodology for managing Qur specialist team will review
projects and ensure there is a planned the compliance with both good
approach to post implementation review in procurement practice and the
place. District Council's procurement
procedures.
Procurement Strategy and Policy 2016 Open
Align the current Procurement Strategy and We also refer to our finding in
Policy with best practice, with a view to having Section 10 of this report. Our
an integrated policy that can be used by the specialist team will review the
entire organisation. compliance with both good
procurement practice and the
District Council's procurement
procedures,
Procurement review 2016 Open
Implement the improvements identified from We understand that
the procurement reviews in 2016 and include Pm“"'e"_‘e"t Policy 2'9 has _
any policy improvements in the 2017 been reviewed. We will review
procurement policy update. the updated policy at our next
audit visit.
Revenue, Collectability of rates debtors 2016 Open
Iincluding . .
. Implement a robust process to identify and No progress has been made,
rates . .
S l
monitor rates which are no longer legally Ma ment Comment
collectable under the Local Government
(Rating) Act 2002, and write them off. Rates not legally collectable
have since been written off.
Evidence on NZTA claim review 2017 Open
The reviewer signs and dates the During our review, we noted
documentation as evidence of their review. that the review of the NZTA
claim is still not evidenced.
Management Comment
The NZTA claim is reviewed,
signed and dated monthly.
We will follow this up at cur
next audit visit.
Expenditure | Segregation of duties in expenditure process | 2016 & Open
2018

A report can be run to indicate
which PO's have been raised
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Recommendation

purchases orders to be approved on a one up
basis.

Develop a user friendly report that highlights
self-approved purchase orders/invoices to
allow for a specific review of these
transactions prior to payment.

Require the managers, in charge of the
relevant business unit, to review the report
developed that highlights self-approved
purchase orders/invoices, prior to the
payment of these transactions.

Status

and approved by the same
persen and this could be
investigated on a sample basis.

However, our testing found that
the control is not performed as
part of the standard operating
procedures for the creditors’
payment review process,

Management Comment

One up approval of purchase
orders was implemented from 1
July 2019,

2017

Monitor WIP balances on a regular basis to
ensure that any WIP that should be
capitalised, is done so in a timely manner. All
significant capital additions be depreciated
when the asset becomes available for use.

As depreciation is only calculated at year
end, the District Council should review larger
additions to check if depreciation should be
recognised earlier.

Creditor master file Open
Review current processes to ensure there is The person responsible for
adequate supporting information to verify reviewing the creditor
that new creditors, and changes are bona masterfile is still not
fide. independent as they have
: ability to edit the creditor’s
Implement a regular review process to o .
. details in the system, This issue
remove redundant creditors. . .
is still outstanding from the
prior year.
Management Comment
The current reviewer is the best
person to review the creditor
Masterfile.
A review of redundant creditors
has been undertaken,
We will follow this up at our
next audit visit,
Proparty, Maintenance of fixed assets WIP 2016 Opan
plant and schedule/depreciation Capitalisation still occurs at
equipment

year-end.
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Recommendation

Maintenance of fixed asset register (FAR)

Perform a full review of the FAR to ensure
valid data is contained in the module, Review
accounting policies to ensure depreciation
rates are appropriate and detailed enough
for assets which are commonly added to the
schedule,

Implement regular reconciliations between
the Asset Management Systems (AMSs),
maintained by the asset managers, and the
FAR, maintained by the finance team. The
reconciliations should be reviewed by an
independent person evidenced with a dated
signature.

Capitalise operational assets on monthly
basis.

2016 &
2018

Status

Open

Reconciliation between the FAR
and the AMS, and capitalisation
still occurs at year-end.

Review of Land and Buildings Fixed Asset
Register

Review the listing of land and buildings to be
valued before submitting the information to
the valuers to ensure that all assets owned
by the District Council are revalued and that
only District Council owned assets are
valued.

2017

Open

Land and buildings were not
revalued during the year. We
will follow this up as part of the
land and buildings revaluation
in 2020,

Updating of the Roading Asset Maintenance
Management systam (RAMM)

Update RAMM on a regular basis with any
changes to the asset data, including updated
unit rates.

Perform revaluations in RAMM for future
revaluations.

2018

Open

As far as we are aware, the
RAMM had been updated with
changes to the asset date, e.g.
renewals and capitalisations
from prior years.

We will follow up as part of the
2020 valuation whether
valuations ca now be performed
in RAMM.,
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Recommendation

Revaluation of property, plant and 2017 Open
equis We have noted similar issues
Ensure there is a clear reconciliation between with the 1 July 2018
the revalued assets back to the valuation infrastructure valuation.
information. Refer to findings in section 6 of
Develop a clear process to document this report.
adjustments to the valuation information and
reassess the useful lives of infrastructure
assets on a regular basis to ensure lives are in
line with asset condition.
2018

Revaluation of Infrastructure assets
Improve the revaluation asset data by:

. Updating asset condition information
and review the reasonableness of
asset useful lives;

. Benchmarking revaluation unit rates
against the latest infrastructure
contract prices in assessing the assets
revalued unit rates;

. Perform valuations based on first
principles where actual contracts,
materials and labour costs are used as
a basis for the valuation ona 2-3
valuation cycle;

. Reviewing the assumptions used in the
revaluation of the treatment plants;
and reviewing and simplifying
revaluation templates;

. Performing a fair value assessment for
the wastewater and water land and
buildings in the years between the full
land and building valuation to
determine whether an adjustment is
required; and

. Developing a formal timeline and
schedule for the annual infrastructure
valuation process.

Open

Asset condition information is
still not included in the
valuation worksheets. Asset
useful lives had not been
reviewed for reasonableness,
e.g. updated to include effect of
renewals, except for the ‘roads
sealed wearing course
(surface)’.

Benchmarking had been carried
out. However, the resulting
averaged unit rates were not
used in the revaluation.

Valuations remain to be based
on inflation adjustment of prior
year's carrying value,

There have been no changes
made to the assumptions or
revaluation templates used.

Only a broad fair value
assessment was performed at
year-end.
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Recommendation

Consider whether there is value in
performing revaluations on a yearly
basis, or whether a longer interval
between valuations would be
appropriate.

Status

We have not seen this during
the audit.

Also refer to section 6 for
further recommendations.

Service
performance

Performance measure rules 2016 Open

Continue to review the effectiveness of the We identified issues during our

collection and reporting of data. review, Refer to section 7.2 of
this report,

Performance measures process 2016 Open

Review the effectiveness of the
current reporting and systems to
accurately capture the underlying data
and to ensure the data is complete,
Systems and processes should be
formally documented and regular
training provided to all staff involved;

Perform a regular, weekly or even
daily, quality review of data entered
into the Customer Request
Management system (CRM) for
complaints, service requests and
response times to ensure it is
complete, accurate and supportable.
Reviews should also focus on following
up unclosed jobs, ensuring all data
fields are updated, and review of
unusual response times. We would
expect that these reviews are formally
evidenced by way of a date and
signature;

Ensure data fields include information
to clearly show why data has been
amended or re-categorised with a
clear audit trail of any changes made
and who authorised them;

Document any calls that are excluded
as Department of Internal Affairs (DIA)
service requests or complaints. This
may require additional fields to be
added to the existing CRM if this
information is not already captured;

We identified issues during our
review, Refer to section 7,2 of
this report,
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Recommendation

. Continue to review DIA guidance to
ensure that the data being captured
and reported, meets the mandatory
reporting requirements. We expect
that there will be further clarification
around these measures as they
become embedded into the annual
reporting;

. Establish a system to check contractor
times recorded, are accurate instead
of relying solely on the time that the
contractor/staff noted. This is
important to ensure accurate
monitoring of contractor performance
against the District Council’s key
performance targets; and

. Use the data from the CRM to monitor
the District Council’s performance, on
a regular basis, to ensure corrective
action can be taken as needed.

Status

We recommend that the district council
continue to support and execute the overall
BCP work programme underway to achieve
BCP and DR plans that meet council
requirements, including confirming the risk
tolerance and response to achieve mitigation
required for the district council's target risk
level.

Review of reported performance 2018 Open
measu il o We identified issues during our
Implement review procedures, over the non- review, Refer to section 7.2 of
financial performance measures, to ensure this report,
the information reported is accurate and
complete,

Information | Disaster Recovery 2016 Open

Systems The older BCP plan is still in

place but each business unit
must identify continuity
requirements for their area.
This is in process.

IT specific procedures are in
place for continuity, This
includes reliance on the
capabilities of the Trentham
Revera data centre and remote
working. IT have identified a
potential 24 gap in data
recoverability gap if a disaster
occurred (due to timing of the
back-ups and replication).
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Recommendation Status
General Policy on deposits and bonds 2016 Open
Adopt a policy on deposits and bonds and Still to be completed,
review deposits and bonds held to determine
whether those no longer required should be
refunded or recognised as revenue,
Implemented or closed recommendations
Recommendation First raised Status
Supporting documentation for a grant 2018 No issues noted during our testing.
payment We have assessed this matter as
Retain supporting documentation for all closed.
grant payments to provide evidence that
grant conditions have been met,
Quotable Value to Rating Information 2018 There is now a coversheet to
Database reconciliation evidence who prepared and
Implement an independent review of the reviewad the reconcilistion.
annual reconciliation between Quotable We have assessed this matter as
Value [QV] and the Rating Information closed.
Database (RID) and retain evidence of the
review.
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Appendix 2: Uncorrected misstatements

Uncorrected financial reporting misstatements

Current year uncorrected Referenca Assets Liabilities Equity Financial

misstatements performance

Dr (Cr) Dr {Cr) Dr {Cr) Dr (Cr)
Other operating expenses 513,763
Water Revaluation Reserve 1 (10,065)
Wastewater Revaluation Reserve {503,698)
Accounts Payable 271,199
2
Accounts receivables (271,199)
GST receivable 87,725
3
Accrued receivable {87,725)
Operating expenditure 321,789
4
Property, plant and equipment (321,789)
Property, plant and equipment 339,597
5
Expenditure (339,597)
Accounts payable 267,834
6
Operating expenditure (267,834)
Stormwater 1,967,885
7
Stormwater revaluation reserve (1,967,885)

Total parant/group 1,714,494 | 539,033 |(2,481,648) 228,121
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Explanation of uncorrected misstatements
1 Write down of management plans incorrectly charged against revaluation reserve

The costs of preparing infrastructure management plans were incorrectly capitalised as an
asset during the year. The write back of the asset was, however, incorrectly debited against
the revaluation reserves instead of against expenditure,

Not adjusted as not material.

2 Recognition of internal revenue receivable related to Alliance contract for the District Council
staff time

The District Council invoices Alliance for District Council staff time. Subsequently, Alliance
invoices the District Council for work done, which also includes District Council staff time. The
District Council staff time portion in both invoices is an internal expense/revenue and as such
should not have been recorded in the general ledger, The effect is an overstatement of
receivables and payables,

Not adjusted as not material,

3 GST was incorrectly recognised on accrued receivables; this should be GST exclusive in the
financial statements,

Not adjusted as not material.

4 Operating expense incorrectly capitalised as asset (the amount in the table is the
extrapolated amount, e.g. our estimation of the maximum operating expenses incorrectly
capitalised).

Not adjusted as an extrapolated error,

5 Capital expenditure incorrectly treated as operating expense (the amount in the table is the
extrapolated amount, e.g. our estimation of the maximum capital expense incorrectly
treated as an expense).

Not adjusted as an extrapolated error.

6 Liability recognised when there is no obligation (this is an extrapolated error based on our
estimate of purchase orders which the District Council is not liable to pay at year end - see
our comments in 7.6).

Not adjusted as an extrapolated error,
7 Understatement of stormwater assets

The revaluation movement in stormwater assets is not in line with the District Council’s
assumption of 1.77% CPl increase.

Not adjusted as not material in terms of revaluation materiality.
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Appendix 3: Corrected misstatements, disclosure
deficiencies and performance reporting
misstatements

Corrected financial reporting misstatements

Current year corrected Reference Assets Liabilities Equity Financial
misstatements performance
Dr (Cr) or {Cr) Dr {Cr) Dr {Cr)
|-site revenue 115,180
1
|-site expenditure (115,180)
Accounts Receivable 375,000
Buildings 2 {368,000)
GST (7,000)
Expenditure 1,199,000
Current landfill provision 3 1,083,000
Non-current landfill (2,282,000)
provision
Roading 8,459,057
Footpath 4 78,380
Roading revaluation reserve (8,537,437)
Roading asset 2,824,000
5
Roading revaluation reserve (2,824,000)
Roading revaluation reserve ] {2,406,000)
6
Roading asset 2,406,000
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Current year corrected Reference Assets Liabilities Equity Financial

misstatements performance
Dr {(Cr) Dr {Cr) Dr (Cr) Dr {Cr)

Depreciation 200,000

Roading asset ! {200,000)

Accounts Receivable 465,000

Accounts Payable ’ (465,000)

Total parent/group 9,220,437 |(1,664,000) | (8,537,437) 981,000

Explanation of corrected misstatements

1

Overstated expenditure/revenue from I-SITE bookings. As the District Council is an agent
only the commission should be recognised by the District Council.

The formal agreement has been signed with the Dutch Connection Trust in relation to fit-
out costs. This adjustment recognised the receivable owing by the Dutch Connection Trust
for their fit-out costs and removes the portion of the fit-out Te Awahou Niewe Stroom
which is owned by the Dutch Connection Trust from the District Council asset above.

To increase the landfill provision in line with valuation report.

To increase the roading and footpath carrying values in line with the revaluation worksheet.

This include correction of using the wrong base for the valuation (did not include additions
in FY 2017/18 and not depreciated for 1 year), and applying a minimum remaining useful
life of 1 year to assets that would have been fully depreciated without reference to
renewals previously carried out,

To account for the understatement of the roading revaluation.
To reverse the original entry in the revaluation reserve.
Impact on depreciation of additions that were originally excluded from the valuation.

A receivable was previously reducing ‘accounts payable’. The correction transferred the
receivable to be shown under ‘accounts receivable’ in the financial statements.
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Corrected financial disclosure deficiencies

Detail of disclosure deficiency

Commercial properties note

Disclosures were not updated from last year.

Accounting policy saction

Standards issued and not yet effective and not early adopted

Disclosures were not updated from last year. Revision was required to take into account changes in
accounting standards.

Impairment of prope lont, and equipment

Narrative updated as it did not cover revalued assets,

Statemant of cashflow

Other Revenue - incorrectly included the movements in provision for doubtful debt and current
derivatives.

Interest received - used the full LGFA interest income as opposed to just the accrual at year-end.
Interest paid - incorrectly included the movement in non-current derivatives here,

Payment to suppliers - Combined effect of errors in other revenue, interest received and paid.
Purchases of PPE - not taken into account in the capital payables at year-end.

Reconciliation note: payables movement - flow on effect from the errors noted in the main statement

Property, plant and equipment

Roading revaluation disclosures were not updated from last year. For example, revision was required
for the effective date of revaluations.

Remuneration disclosures
Remuneration bands

Update was required to ensure combined bands have no less than 5 District Council employees, except
for top band.

Elected representatives remuneration

Inclusion of other allowances received, e.g. vehicle and phone,

Chief Executive remuneration

Increased to include the Kiwisaver contribution and corrected understatement of value of vehicle
component,

Revaluation Reserve

An endowment property was disposed of, but the reserve associated with that asset was not
transferred to retained earnings.

Severance payment

Disclosed amount needed to be increased to include waived notice period and paid legal costs.
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Detail of disclosure deficiency

Financial instruments
Maturity analysis - Analysis was mostly incorrect and incomplete,

Fair value through profit and loss policy was inconsistent with derivative policy - should be at initial
recognition for both and should also include in policy as to how fair value is measured.

Cashflow states risk is managed by having borrowings at fixed rate but has a significant amount on
floating. Needed to be updated.

Derivative financial instruments: Interest rate swaps

The disclosure did not include the BNZ swaps i.e. Correct principal amounts and fixed interest rates.

Non-current assets held for sale
Incorrect prior period figures.

Needed to include a) description of the non-current asset {(or disposal group} and b) a description of the
facts and circumstances leading to the expected disposal and the expected manner and timing of that
disposal.

Related parties

Amounts disclosed for MWLASS transactions did not agree to the amounts per MWLASS financials,
Suggested removal of detail as need to be able to support the breakdown and not required.

Borrowings

Net debt to total operating revenue was corrected.

Balance budget benchmark

Incorrectly excluded the movement in the landfill provision.

Draft financial statements

Internal inconsistencies noted and several disclosures needed to be updated from prior year and/or
completed,

Corrected non-financial performance reporting misstatements

Detail of misstatement

Number of complaints about water

The total number of complaints per the District Council reporting excludes those which are multiple
calls about the same issue. Per DIA guidance each call about an issue should be recorded as a separate
complaint.

Number of complaints about wastewater

The ‘number of connections’ used was incorrect, resulting in an incotrect reported complaints per 1,000
connections,
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Detall of misstatement

Percentage of the network where fire-fighting flows in urban residential areas meet the NZ Fire
Service firefighting water supplies Code of Practice SZ 4509:2008,

Additional narrative was required.

Percentage of real water loss from the network as measured by the standard World Bank Institute
Band for Leakage

Narratives needed to be updated.

Percentage of customers satisfiad with the service, based on the Annual Cust Satisfacti
Survey.

Reported results were incorrectly showing as “achieved”, should be ‘not achieved’ as below target.

Quantity of waste going to the landfill per person per year

Wording change required for clarification.

Number of od omplaints and minimal reports of solid te in or ar d: Waste Transf
Stations; and Recycling Stations per month

Change required so heading is as at 30 June or for the year. Also reported results needed to be changed
to reflect ‘x per month’ in line with target.

Number of months in which all bullding consent applications are processed within 20 working days or
less

Need to update result to match target - result needs to be the number of months this was achieved in,
as target is 12 months,

Council will maintain its accredited status as a Building Consent Authority

Additional narrative required as more information became available during time of audit.

Food premises operating under the Food Hygiene Regulations 1974 are inspected

As at 30 November 2018 all food businesses operate under the new Food Regulations 2015 and
therefore there are no longer businesses requiring inspection under the Food Hygiene Regulations.

Need to add narrative on whether all met the Regulations until 30 November 2018.

Food businesses are provided with written material about the Food Act 2014 and have cpportunities
to attend training sessions/seminars

Narratives needed to mention training sessions or seminars which are also part of the measure.

The LTP is completed within the statutory timeframe, including a Financial and Infrastructure Strategy
which meets the new requirements of the Local Government Act

Change to “not applicable” for this year as reported result of “did not measure” sounded more like a
choice,

The Annual Plan will be adopted before 30 June annually

Result says annual report but should say plan.
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Detall of misstatement

The change from the previous financial years in the number of fatalities and serious injury crashes on
the local road network

Correction of reported results was required, Was initially reporting there was an increase of 3 which
was not correct., There were 12 serious injury crashes this year and the reported result for last year was
a total of 18 fatal and serious injury crashes which is a decrease of 6 so the measure was achieved,

DWS compliance with part 5 per the DWA report is compliant

Results were not updated in the first draft.
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Appendix 4: Disclosures

Our responsibilities in We carried out this audit on behalf of the Controller and

conducting the audit Auditor-General. We are responsible for expressing an independent
opinion on the financial statements and performance information
and reporting that opinion to you. This responsibility arises from
section 15 of the Public Audit Act 2001.

The audit of the financial statements does not relieve management
or the District Council of their responsibilities,

Our Audit Engagement Letter contains a detailed explanation of the
respective responsibilities of the auditor and the District Council.

Auditing standards We carried out our audit in accordance with the Auditor-General's
Auditing Standards. The audit cannot and should not be relied upon
to detect all instances of misstatement, fraud, irregularity or
inefficiency that are immaterial to your financial statements. The
District Council and management are responsible for implementing
and maintaining your systems of controls for detecting these
matters.

Auditor independence We are independent of the Local Government in accordance with
the independence requirements of the Auditor-General’s Auditing
Standards, which incorporate the independence requirements of
Professional and Ethical Standard 1 (Revised): Code of Ethics for
Assurance Practitioners, issued by New Zealand Auditing and
Assurance Standards Board.

Other than the audit, we have no relationship with, or interests in,
the District Council or its subsidiaries.

Fees The audit fee for the year is $152,425, as detailed in our Audit
Proposal Letter.

Other fees charged in the period are 54,500, for the assurance
engagement for the debenture trust deed.

Other relationships We are not aware of any situations where a spouse or close relative
of a staff member involved in the audit occupies a position with the
Local Government or its subsidiaries that is significant to the audit.

We are not aware of any situations where a staff member of Audit
New Zealand has accepted a position of employment with the
District Council or its subsidiaries during or since the end of the
financial year.

73

Audit New Zealand - Final Management Report for the year ended 30 June 2019 Page 165



Finance, Audit & Risk Committee Horowhenua’Z
27 May 2020 b be

AUDIT NEW ZEALAND

Mana Arotake Aotearoa

PO Box 149
Palmerston North 4440
Phone: 04-496 3099

N

Audit New Zealand - Final Management Report for the year ended 30 June 2019 Page 166



Finance, Audit & Risk Committee

Horowhenua

27 May 2020

Draft Rates Postponement Policy
File No.: 20/185

2.1
2.2

2.3

3.1
3.2

3.3

3.4

Purpose

To present to the Finance, Audit & Risk Committee a draft Rates Postponement Policy for
consideration prior to it going out for public consultation as required by the Local Government
Act 2002 (LGA), subsequent to its adoption by the Horowhenua District Council.

Recommendation
That Report 20/185 Draft Rates Postponement Policy be received.

That this matter or decision be recognised as not significant in terms of s76 of the Local
Government Act 2002.

That the Finance, Audit and Risk Committee recommends that the Horowhenua District
Council adopts the Draft Rates Postponement Policy for public consultation.

Background/Previous Council Decisions

Council does not currently have a Rates Postponement Policy.

Council has formally received the initial draft, but did not adopt this draft at its meeting of 6
May.

Council must first decide if a Rates Postponement Policy is needed. As has been discussed,
the existing Rates Remissions Policy is able to set up relief through the ability to set up
payment plans and remit penalties if these payment plans are adhered too.

To reiterate the statute authorising Rates Postponement Policies are as follows;

3.4.1 Such a policy is authorised under section 102(3)(b) of the Local Government Act 2002
(LGA).

3.4.2 The policy must conform with s 110 LGA, which provides:
“110 Rates postponement policy
(1) A policy adopted under section 102(3)(b) must state—

@) the objectives sought to be achieved by a postponement of the requirement to
pay rates; and

(b) the conditions and criteria to be met in order for the requirement to pay rates
to be postponed.

(2) In determining a policy under section 102(3)(b), the local authority may
consider the matters set out in Schedule 11.

(2A) If a policy is adopted under section 102(3)(b), the policy—

@) must be reviewed at least once every 6 years using a consultation process
that gives effect to the requirements of section 82; and

(b) may be revoked following the review under paragraph (a)’.

3.4.3 Once such a policy is adopted the Local Government Rating Act 2002 (LG(R)A) section
87 forces Councils to apply the policy:

“87 Postponement of requirement to pay rates

(1) Alocal authority must postpone the requirement to pay all or part of the rates on
a rating unit (including penalties for unpaid rates) if—
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(a) the local authority has adopted a rates postponement policy under section
110 of the Local Government Act 2002; and

(b) the ratepayer has applied in writing for a postponement; and

(c) the local authority is satisfied that the conditions and criteria in the policy
are met.

(2) he local authority must give notice to the ratepayer—
(a) identifying the postponed rates; and
(b) stating when, or in which circumstances, the rates will become payable.”

4. |ssues for Consideration

4.1 Council is looking to provide targeted relief to ratepayers and small businesses affected by
the Alert Levels 3 and 4 in place for the COVID-19 pandemic. Not all businesses and
ratepayers will be affected by the economic downturn from the pandemic response. Main
Street shops, cafes, restaurants, tourist attractions, accommodation providers and
ratepayers who have been made redundant will need some relief, while other businesses
and ratepayers may be affected to a lesser extent.

4.2 A rate postponement policy enables Councils to postpone rates rather than writing them off
as a remissions policy would do. Rates fund just over 70% of Council’s annual income. In
turn, this is then invested back into the community to provide services and support. Council
can ill afford to reduce income long-term as it strives to maintain service levels while
endeavouring to balance the budget and avoid loan funding operational costs. As rates that
are postponed are still recorded as income, this will not impact on the LGFA covenant
calculation.

4.3 Postponement Polices do come with increased administrative work and complexities,
however, and they will also create short-term cash flow deficits.

4.4 The debate at the FAR Committee meeting of 29 April was around the restrictions for
eligibility, but covered as well was whether the policy should be extended to include
ratepayers over 65 years of age who are suffering financial hardship, which was also a
request from GreyPower in its Annual Plan submissions.

4.5 Officers suggest that this extension to the policy distracts from the initial intent, that being to
give relief for those suffering financial hardship as a direct consequence of an event; in this
case the pandemic lockdown and trading restrictions, layoffs etc.

4.6 If a policy for seniors is required, Officers suggest that this be delayed to later in the year and
can be added to any existing policy.

4.7 Interms of the restrictions, Officers suggest that instead of having these embedded in the
policy, that they be stated in the resolution of Council that gives effect to the policy for an
event.

4.8 The maximum value restriction could be set low for the pandemic event, to ensure only
SME'’s qualify, but may be set higher for another event such as a drought or natural
catastrophe that may affect farmers.

4.9 The maximum ownership period restriction is to ensure only those property owners who
owned the property before and during the pandemic alert levels will be eligible for relief under
the policy.

4.10 Attached to this report is a suggested wording for a Postponement Policy that could be used
for any emergency and so be available long-term. The Policy has been substantially
reworded to incorporate best practice. At the foot of the policy is a suggested wording for the
Council resolution that would need to be passed after the adoption of the policy
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4.11 A Rates Postponement Policy must be consulted on under S102(4) LGA

4.12 Consultation on the policy will take 30 Days. This means that for the policy to be effective for
the 2020/21 financial year, the consultation, submission hearings and adoption must be done
by the Council’s July meeting at the latest, for Council to adopt the policy at that meeting.
This will to allow our rating systems to be set up to account for the new policy before the first
installment.

4.13 ltis hard to quantify how many businesses or individual ratepayers will apply for
postponement. However, there are;

181 retail rating units currently paying $$722k in rates
12 tourist attraction rating units paying $31Kk in rates
13 accommodation rating units paying $47k in rates
358 Industrial rating units paying $957k in rates.

Attachments
No. Title Page
A Draft Rates Postponement Policy May 2020 170

Confirmation of statutory compliance

In accordance with section 76 of the Local Government Act 2002, this report is approved as:
a. containing sufficient information about the options and their benefits and costs, bearing in
mind the significance of the decisions; and,
b. is based on adequate knowledge about, and adequate consideration of, the views and
preferences of affected and interested parties bearing in mind the significance of the
decision.

Signatories

Author(s) Doug Law
Chief Financial Officer

Approved by | David Clapperton

Chief Executive Officer WW
AT
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Horowhenua-District-Council-Draft-Rates-Postponement-Policy-April-May-20209

Purposef

To-enable-Council-to-postpone-the-requirement-to-pay-all-or-part-of-the rates-on-a-rating-unit-under-
Section-87-of-the-Local- Government-(Rating)- Act-2002-where-a-rates- postponement- policy-has-
been-adopted-and-the-conditions-and-criteria-in-the-policy-are-met.q]

Postponement-for-Extraordinary-or-Emergency-Eventsq

Objectivef

To-give-residential,-rural-and-small-business-ratepayers-with-the-option,-and-the-flexibility,-to-
postpone-their-rates-to-alleviate-their-financial-hardship-arising-from-a-declared-significant-
community-natural-or-economic-event.q

It-offers-ratepayers-a- choice- between- paying- rates-now-or-later- subject-to- the- full- cost- of - rates-
postponement-being-met-by-the-ratepayer-and-Council-being-satisfied-that-the-risk-of-loss-in-any-
case-is-minimal.y[

For-the-purpose-of-this-policy-the-following-definitions-will-apply:{

Event:-q|
Means-an-event-declared-by-Council-resolution-where-the-Council-will-define-the-type-and/or-the-
location-of-the-properties-affected.-An-event-could-be-a-natural-or-an-economic-event.q
1
The-relevant-Council-resolution-must-include:q]

e - |dentification-of-the-event-triggering-the-policy:-andf

® + How-the-event-is-expected-to-impact-the-community:-and9|

® » The-types-or-location-of-properties-affected-by-the-event.q

Council-may:f|
& —+ Set-a-timeframe-for-the-event;q

+ + Review-the-criteria-and/or-timeline-of-an-event-through-subseguent-resolutionsas-defined-

by atlla ) A A nan et e at= aY M =Tatalalalas a ala BT Adantifi.tha.

Financial-hardship:-as-a-result-of-an-event,-affected-ratepayer-income-reduces-to-a-level-where-
paying-Council-rates-would-result-in-financial-hardship.-9
Whilst-each-applicant-will-be-considered-on-a-case-by-case-basis,-the-following-criteria-will-be-used-to-
assess-hardship:-q
# » For-business-(non-residential)-ratepayers,-evidence-of:-q
0 —+ a-30%-reduction-or-more-in-monthly-revenue-compared-to-the-same-time-the-
previous-year-{or-if-the-business-is-less-than-12-months-old,-the-average-monthly-
revenue-calculated-over-any-continuous-3-month-period-of-operation); ]
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0~ a-50%-reduction-in-predicted-revenue;|
o =+ qualification-for-a-Government-emergency-financial-support-package-(for-example-
the-wage-subsidy-scheme);-q|
o =+ qualification-for-a-mortgage-“holiday” -from-the-relevant-lender;-9|
s + For-residential-ratepayers,-evidence-of:-q

o -+ loss-of-regular-employment;-9
o -+ a-significant-reduction-in-income;-9q

=o—qualification-for-a-mortgage-“holiday”-from-the-relevant-lender.{

= » Rating-unit:-a-property-affected-by-the-identified-event.j|

Small-business:-a-business-operated-by-a-small-business-person,-small-partnership-or-closely-held-
company-as-defined-in-section-YA-1-of -the-Income-Tax-Act-2007.-Usually-an-enterprise-or-firm-with-
fewer-than-20-employees.--1|
Small-business-also-includes-a-residential,-rural-or-commercial-property-owner-whose-primary-
income-source-is-rental-income.f|

= -+ 9
Once-an-event-has-been-declared-by-Council,-the-criteria-and-application-process-(including-an-
application-form,-if-applicable),-will-be-made-available.-Council-may-set-a-timeframe-for-the-event.-
Council-may-review-the-criteria-and/or-timeframe-of-an-event-through-subsequent-resolutions. |

Council-resolution-will-include:[
a.-the-event-triggering-the-policy;-and{]
b.- how-the-event-is-expected-to-impact-the-community;-andq
c.-the-types-or-location-of-properties-effected-by-the-event.q
No-application-for-postponement-can-be-made-under-this-policy-unless-declared-by-Council ]

» Eligibility4]
Where-an-event-is-declared,-only-rating-units-defined-as-residential,-rural-or-used-by-a-small-business-
will-be-eligible-for-consideration-of-rates-postponement-under-the following-conditions-and-criteria:-q|

® + The-financial-hardship-is-the-direct-result-of-an-event-which-affects-the-ratepayer’s-ability-to-
pay-rates;-and-q

® » The-rateable-value-of-the-property-will-be-set-by-the-resolution-declaring-the-event;-and-q

» + The-ratepayer-must-be-the-current-owner-of-the-property,-and-has-owned-the-property-for-
90-days-continuously-at-the-time-the-event-is-declared-by-Council,-andq]

» -+ The-ratepayer-demonstrates-to-Council' s-satisfaction-that-paying-the-rates-would-result-in-
financial-hardship;-and |

e =+ The-person-entered-as-the-ratepayer-(in-the-case-of-a-closed-company-every-director-must-
sign-the-application-form),-or-their-authorised-agent,-makes-the-application;-and-q
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® = The-applicant-must-demonstrate-to-Council’s-satisfaction-that-the-ratepayer-has-taken-all-
steps-necessary-to-claim-any-central-government-benefits-or-allowances-the-ratepayer-is-
properly-entitled-to-receive-to-assist-with-the-payment-of-rates;-andf|

® + In-the-case-of-a-small-business-or-rural-ratepayer,-the-applicant-declares-that-they-are-not-
receiving-business-interruption-payments-or-other-such-insurance-benefits.q

= Criteria-Applying-to-all-Applicants9

The-following-criteria-apply-to-all-applicants: 9

1

If-the-property-in-respect-of-which-postponement-is-sought-is-subject-to-a-mortgage,-then-the-
applicant-ratepayer(s)-will-be-required-to-obtain-the-mortgagee’s-consent-before-Council-will-agree-
to-postpone-rates.-|

1
When-a-property-is-owned-by-a-family-Trust,-Council-must-be-satisfied-that-all-trustees-have-agreed-
to-be-part-of-the-postponement-scheme.-Council-will-require-a-consent-form-from-the-trustees-
confirming-that-the-family-Trust-has-agreed-to-apply-for-postponement-of-rates.-

1

Council-must-be-satisfied,-based-on-reasonable-assumptions,-that-the-risk-of-any-shortfall-when-
postponed-rates,-{including-accumulated-administration-and-finance-costs),-are-ultimately-paid-is-
negligible.-q]

To-best-safeguard-Council,-the-total-amount-of-rates-postponed-(including-accumulated-
administration-and-finance-costs),-when-added-to-other-amounts-secured-by-a-mortgage,-may-not-
exceed-70%-of-the-applicant-ratepayer(s)-equity-in-the-property.-Equity-in-the-property-is-calculated-
as-the-difference-between-Council’s-rateable-value-of the-property-(the-capital-value-at-the-most-
recent-Triennial-valuation)-and-all-other-amounts-secured-by-a-property-mortgage-or-other-
encumbrances.-q|
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For-prudential-reasons,-Council-will-need-to-register-a-statutory-land-charge-against-the-property-to-
protect-its-right-to-recover-postponed-rates.-At-present,-the-law-does-not-allow-Councils-to-register-
such-a-statutory-land-charge-against-Maori-freehold-land.-Accordingly,-Maori-freehold-land-is-not-
eligible -for-rates-postponement-under-this-policy-(unless-and-until-the-law-is-changed-so-that-the-
Council-can-register-a-statutory-land-charge).f

|l

The-entity-entered-on-Council's-rating-information-database-as-the-ratepayer’-must-not-own-any-
other-rating-units,-other-than-a-residential- property,-in-the-case-of-business-or-in-the-case-of-a-
business,their-residential-property.

Where-the-Council-decides-to-postpone-rates-the-ratepayer-must-make-acceptable-arrangements-
for-payment-of-future-rates, -for-example-by-setting-up-a-system-for-regular-payments .|

Insurancef

The-property-must-be-insured-for-its-full-replacement-value-and-evidence-of-this-must-be-provided-to-
Council-annually.-]

1
If-insurance-cannot-be-arranged-because-the-property-is-uninsurable,-only-the-land-value-can-be-used-
when-calculating-maximum-postponement-allowable-under-this-policy.-9

1
Rates-that-can-be-Postponedf

All-Horowhenua-District-Council rates-are-eligible-for-postponement-except-for:-9
Lump-sum-options-which-are-rates-paid-in-advance.-q|
Central-government-rates-rebates-received-by-the-applicant-ratepavyer(s).

1

IConditionsq
| ." . T

Postponed-rates-(under-this-policy)-will-be-postponed-until-any-of the-following-events-occurs:

# —+ the-rating-unit-is-sold-or-transferred-(other-than-just-a-change-of-trustees);-orf|

# + the-maximum-date-specified-by-Council,-as-agreed-in-writing-and-in-advance-between-

Council-and-the-applicant-ratepaver(s)-is-reached;-orf|

# - the-expiry-of-one-year-after-the-Council-resolves-the-effects-of-the-event-are-no-longer-felt-in-
the-community.-At-that-date,-the-ratepayer-must-make-arrangements-to-repay-outstanding-
rates.q

Whilst- is- not- a- condition, - Council- strongly - recommends- that- applicant- ratepayer(s)- should- first-
obtain- independent- legal- and/or- financial- advice- from- a- suitably- qualified- person(s),- prior- to-
applying-for-a-rates-postponement.§
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Fees-and-Charges-y

All-postponements-will-be-subject-to-the-following-fees-and-charges:f|
e —+ A-once-off-establishment-fee-of-$250-plus-GSTY
e -+ An-annual-management-fee-of-$100-plus-GST-for-each-twelve-month-period-{or-part-thereof)-
between-the-rates-payment-due-date-and-the-date-they-are-actually-paid.q|

® -+ An-interest-charge-calculated-in-accordance-with-the-methodology-set-out-below.-q]

These-fees-are-designed-to-cover-Council’s-administrative-costs-to-establish-the-rates-postponement-
account,-register-the-statutory-land-charge-(one-off})-and-confirm-adequate-annual-insurance-cover-is-
in-place-and-provide-rates-postponement-account-statements-to-eligible-ratepayer(s)-every-twelve-
(12)-months.-9
The-interest-cost-applicable-will-be-the-interest-that-Council-will-incur,-being-Council’s-average-cost-
of-borrowings-as-at-30-June-of-the-preceding-financial-year,-calculated-daily,-plus-a-margin-of-1%-to-
cover-staff-costs-related-to-calculating-and-applying-such-interest-charges-to-respective-postponed-
rates-accounts.-A-further-0.25%-interest-will-be-applied-to-a-risk-reserve.q

Interest-will-be-applied-to-rates-postponement-accounts-every-six-(6)-months-and-will-be-included-in-
the-total-rates-postponement-balance,-as-shown-on-ratepayers’-statement-of-account-every-
instalment-one-(1)-and-four-(4)-respectively.-q

1
The-postponed-rates,-(including-accumulated-administration-and-finance-costs),-or-any-part-thereof,-
may-be-paid-to-Council-at-any-time.q

1
Review-or-Suspension-of-Policyy

The-policy-is-in-place-indefinitely-and-can-be-reviewed-subject-to-the-requirements-of the-Local-
Government-Act-2002-at-any-time.-9
1

Any-resulting-modifications-will-not-change-the-entitlement-of-people-already-in-the-postponement-
scheme,-to-continued-postponement-of-all-future-rates.-9

1

Council-reserves-the-right-not-to-postpone-any-further-rates-once-the-postponed-rates-{including-
accumulated-administration-and-finance-costs),-combined-with-secured-borrowings-against-the-
residential-property,-exceed-70%-of-Council’s-rateable-value-of the-property-as-recorded-in-Council’s-
rating-information-database.--This-will-require-the-ratepayer(s)-for-that-property-to-pay-all-future-
rates.-q

1

All-postponed-rates-before-such-time-will-only-fall-due-for-payment-when-any-condition(s),-as-
outlined-in-the-relevant-conditions-are-satisfied.-]

1

The-policy-consciously-acknowledges-that-future-changes-in-policy-could-include-withdrawal-of this-
rates-postponement-scheme.q
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Suggested-resolution-of-Council y|

1

That-Council-as-interim-measures-under-the-Council-Rates-postponement-policy, -pending-
further-Council-amendment:q]|
a)—- Approve-the-following-actions-be-taken-on-a-case-by-case-basis-inrelation-torates,
water-by-meter-and-rental-payments2-affected-by-the-COVID-19-level-4-shutdown:
a.—» Remit-penalties-on-rates-and-water-accounts-if the-customer-meets-current-
policy-criteria-under-the-Rates-Remission-Policy;q
b.+ Provide-delayed-payment-options-for-up-to-six-months-(or-two-rates-
instalments)-for-customers-using-the-following-criteria-set-out-in-the-policy:

b-c.In'the-case-of-commercial-(non-residential)-ratepayers-the-Capital-Value -of-
the-must-not-exceed-$1.5m.q|

.i"-‘.( :QmmEFG|a|'{ P‘IQH F-ESId. entiaH'Gl |5.:t9mEF5 1"'

or-Rating-officers-and-be-maintained-throughout-the-shutdewn-period-
following-the-postponed-2-instalments-and-beyond;q

e.—+Any-actions-approved-would-only-be-available-to-customers-who-are-not-in-
arrears-with-Council-as-at-1-July-2019-2020-(arrears-are-determined-as-more-
than-1-instalment-owing).j|

T
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