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CITY COUNCIL

PALMERSTON NORTH CITY COUNCIL

FINANCE & AUDIT COMMITTEE MEETING

19 August 2020

ORDER OF BUSINESS

Apologies

Notification of Additional Items

Pursuant to Sections 46A(7) and 46A(7A) of the Local Government
Official Information and Meetings Act 1987, to receive the Chairperson’s
explanation that specified item(s), which do not appear on the Agenda of
this meeting and/or the meeting to be held with the public excluded, will
be discussed.

Any additions in accordance with Section 46A(7) must be approved by
resolution with an explanation as to why they cannot be delayed until a
future meeting.

Any additions in accordance with Section 46A(7A) may be received or
referred to a subsequent meeting for further discussion. No resolution,
decision or recommendation can be made in respect of a minor item.

Declarations of Interest (if any)

Members are reminded of their duty to give a general notice of any
interest of items to be considered on this agenda and the need to declare
these interests.
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Public Comment

To receive comments from members of the public on matters specified
on this Agenda or, if time permits, on other Committee matters.

(NOTE: If the Committee wishes to consider or discuss any issue raised that is
not specified on the Agenda, other than to receive the comment made
or refer it to the Chief Executive, then a resolution will need to be
made in accordance with clause 2 above.)

Confirmation of Minutes
“That the minutes of the Finance & Audit Committee meeting of 17 June
2020 Part | Public be confirmed as a true and correct record.”

Human Resources and Health, Safety and Wellbeing Report

Memorandum, presented by Alan Downes, Health Safety & Wellbeing
Manager.

S17A Review of Economic Development

Memorandum, presented by Sheryl Bryant, General Manager - Strategy
& Planning.

Reserve land acquisition - unbudgeted proposals - Whakarongo Lagoon
and Greens Road

Report, presented by Kathy Dever-Tod, Manager - Parks and Reserves.

Whakarongo Housing - Cashflow Analysis

Memorandum, presented by Stuart McKinnon, Chief Financial Officer.

Quarterly Performance and Financial Report - Quarter Ending 30 June
2020

Memorandum, presented by Stuart McKinnon, Chief Financial Officer
and Andrew Boyle, Head of Community Planning.
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15.
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Update of Treasury Policy (including Liability Management &
Investment Policies) Page 135

Memorandum, presented by Steve Paterson, Strategy Manager -
Finance.

Treasury Report - 12 months ending 30 June 2020 Page 185

Memorandum, presented by Steve Paterson, Strategy Manager -
Finance.

Te Huringa (ERP Ozone Replacement) Project - Business Assurance
Progress Report Page 195

Memorandum, presented by Masooma Akhter, Business Assurance
Manager.

Committee Work Schedule Page 229

Exclusion of Public

To be moved:

“That the public be excluded from the following parts of the proceedings of
this meeting listed in the table below.

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

Reason for passing this | Ground(s) under Section
resolution in relation 48(1) for passing this
to each matter resolution

General subject of each matter to
be considered

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

Also that the persons listed below be permitted to remain after the public has
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been excluded for the reasons stated.

[Add Third Parties], because of their knowledge and ability to assist the
meeting in speaking to their report/s [or other matters as specified] and
answering questions, noting that such person/s will be present at the meeting
only for the items that relate to their respective report/s [or matters as
specified].
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PALMERSTON NORTH CITY COUNCIL

Minutes of the Finance & Audit Committee Meeting Part | Public, held in the
Elwood Room, Conference & Function Centre, 354 Main Street, Palmerston
North on 17 June 2020, commencing at 9.02am

Members
Present:

Non
Members:

Apologies:

Councillor Susan Baty (in the Chair), The Mayor (Grant Smith), Mr Stephen
Armstrong and Councillors Vaughan Dennison, Renee Dingwall, Lew Findlay
QSM, Patrick Handcock ONZM, Leonie Hapeta, Lorna Johnson, Karen Naylor
and Bruno Petrenas.

Councillors Brent Barrett, Rachel Bowen, Zulfigar Butt, Billy Meehan and
Aleisha Rutherford.

Councillor Tangi Utikere.

NOTE: Prior to the commencement of the meeting, Mr Stephen Armstrong was introduced as a new
independent member of the Committee.

19-20

20-20

Apologies
Moved Susan Baty, seconded Vaughan Dennison.

The COMMITTEE RESOLVED

1. That the Committee receive the apologies.
Clause 19-20 above was carried 16 votes to 0, the voting being as follows:

For:

The Mayor (Grant Smith) and Councillors Susan Baty, Brent Barrett, Rachel Bowen, Zulfigar
Butt, Vaughan Dennison, Renee Dingwall, Lew Findlay QSM, Patrick Handcock ONZM, Leonie
Hapeta, Lorna Johnson, Billy Meehan, Karen Naylor, Bruno Petrenas, Aleisha Rutherford and
Mr Stephen Armstrong.

Confirmation of Minutes
Moved Susan Baty, seconded Lorna Johnson.

The COMMITTEE RESOLVED

1. That the minutes of the Finance & Audit Committee meeting of 18 March
2020 Part | Public be confirmed as a true and correct record.

Clause 20-20 above was carried 16 votes to 0, the voting being as follows:

For:

The Mayor (Grant Smith) and Councillors Susan Baty, Brent Barrett, Rachel Bowen, Zulfigar
Butt, Vaughan Dennison, Renee Dingwall, Lew Findlay QSM, Patrick Handcock ONZM, Leonie
Hapeta, Lorna Johnson, Billy Meehan, Karen Naylor, Bruno Petrenas, Aleisha Rutherford and
Mr Stephen Armstrong.
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FINANCE & AUDIT COMMITTEE - PART | 17 JUNE 2020

21-20

22-20

Palmerston North Airport Limited - Updated draft Statement of Intent for
2020/21
Memorandum, presented by Steve Paterson, Strategy Manager - Finance.

After discussion Elected Members agreed an updated company position could
be provided in October, as by then Palmerston North Airport Limited would
have a better perspective of recovery after COVID-19, and would be able to
include financial information from one quarter of the financial year. Elected
Members also requested that capital development be progressed when
financially prudent.

Moved Aleisha Rutherford, seconded Karen Naylor.

The COMMITTEE RECOMMENDS

1. That the Palmerston North Airport Ltd updated draft Statement of Intent
for 2020/21, presented to the Finance & Audit Committee on 17 June
2020, be received and the Company be advised that:

e Council supports the draft SOI recognising the uncertainty of significant
assumptions that have had to be made in its preparation

e Council requests an updated company position be provided (in
October) and if changes have been significant that an amended SOI
(including projections for 2021/22 and 2022/23) be provided to the
Council for consideration

e Council encourages the Board to progress its capital development
programme when financially prudent.

Clause 21-20 above was carried 16 votes to 0, the voting being as follows:

For:

The Mayor (Grant Smith) and Councillors Susan Baty, Brent Barrett, Rachel Bowen, Zulfigar
Butt, Vaughan Dennison, Renee Dingwall, Lew Findlay QSM, Patrick Handcock ONZM, Leonie
Hapeta, Lorna Johnson, Billy Meehan, Karen Naylor, Bruno Petrenas, Aleisha Rutherford and
Mr Stephen Armstrong.

Fees and Charges - Confirmation Following Public Consultation
Memorandum, presented by Steve Paterson, Strategy Manager - Finance.

Moved Susan Baty, seconded Aleisha Rutherford.
The COMMITTEE RECOMMENDS

1. That the submission relating to planning fees, as attached in Appendix A of
the memorandum titled ‘Fees and Charges — Confirmation Following Public
Consultation’ presented to the Finance & Audit Committee on 17 June
2020, be received.

2. That the fees and charges for Trade Waste Services, as scheduled in
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FINANCE & AUDIT COMMITTEE - PART | 17 JUNE 2020

23-20

Appendix C of the memorandum titled "Fees and Charges — Confirmation
Following Public Consultation’, presented to the Finance & Audit
Committee on 17 June 2020, be approved, effective from 1 July 2020.

Clauses 22.1 and 22.2 above were carried 16 votes to 0, the voting being as follows:

For:

The Mayor (Grant Smith) and Councillors Susan Baty, Brent Barrett, Rachel Bowen, Zulfigar
Butt, Vaughan Dennison, Renee Dingwall, Lew Findlay QSM, Patrick Handcock ONZM, Leonie
Hapeta, Lorna Johnson, Billy Meehan, Karen Naylor, Bruno Petrenas, Aleisha Rutherford and
Mr Stephen Armstrong.

Moved Susan Baty, seconded Aleisha Rutherford.

3. That the fees and charges for Planning & Miscellaneous Services, as
scheduled in Appendix B of the memorandum titled ‘Fees and Charges —
Confirmation Following Public Consultation’ presented to the Finance &
Audit Committee on 17 June 2020, be approved, effective from 1 July
2020.

Clause 22.3 above was carried 15 votes to 1, the voting being as follows:

For:

The Mayor (Grant Smith) and Councillors Susan Baty, Brent Barrett, Rachel Bowen, Zulfigar
Butt, Renee Dingwall, Lew Findlay QSM, Patrick Handcock ONZM, Leonie Hapeta, Lorna
Johnson, Billy Meehan, Karen Naylor, Bruno Petrenas, Aleisha Rutherford and Mr Stephen
Armstrong.

Against:

Councillor Vaughan Dennison.

Public Rental Housing within Council's Whakarongo Subdivision
Memorandum, presented by Bryce Hosking, Manager - Property.

During discussion Elected Members requested further financial modelling be
undertaken to include cashflow analysis of the impact of retaining the
Whakarongo subdivision sections vs. selling the sections, and to include any
partnership options. Elected Members also requested a report regarding
energy and environmental efficiency options for any public housing
opportunities, and that the conversation around wider housing development
opportunities for Council be referred to the Long Term Plan process.

The meeting adjourned at 10.41am
The meeting resumed at 11.04am

Moved Susan Baty, seconded Brent Barrett.
The COMMITTEE RESOLVED

1. That the memorandum titled ‘Public Rental Housing within Council’s
Whakarongo Subdivision’, presented to the Finance and Audit Committee
on 17 June 2020, be received for information.

2. That further financial modelling be undertaken to include cashflow analysis
of the impact of retaining the sections vs. selling the Whakarongo
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FINANCE & AUDIT COMMITTEE - PART | 17 JUNE 2020

24-20

subdivision sections and to include any partnership options, and that this
be reported back to the August meeting of the Finance & Audit
Committee.

Clauses 23.1 and 23.2 above were carried 15 votes to O, the voting being as follows:

For:

The Mayor (Grant Smith) and Councillors Susan Baty, Brent Barrett, Rachel Bowen, Zulfigar
Butt, Renee Dingwall, Lew Findlay QSM, Patrick Handcock ONZM, Leonie Hapeta, Lorna
Johnson, Billy Meehan, Karen Naylor, Bruno Petrenas, Aleisha Rutherford and Mr Stephen
Armstrong.

Moved Brent Barrett, seconded Susan Baty.

3. That the Chief Executive be instructed to report back to the October
meeting of the Finance & Audit Committee regarding energy and
environmental efficiency options for any public housing opportunities.

Clause 23.3 above was carried 15 votes to 0, the voting being as follows:

For:

The Mayor (Grant Smith) and Councillors Susan Baty, Brent Barrett, Rachel Bowen, Zulfigar
Butt, Renee Dingwall, Lew Findlay QSM, Patrick Handcock ONZM, Leonie Hapeta, Lorna
Johnson, Billy Meehan, Karen Naylor, Bruno Petrenas, Aleisha Rutherford and Mr Stephen
Armstrong.

Moved Aleisha Rutherford, seconded Leonie Hapeta.

4. That the conversation around wider housing development opportunities
for Council be referred to the Long Term Plan process.

Clause 23.4 above was carried 15 votes to 0, the voting being as follows:

For:

The Mayor (Grant Smith) and Councillors Susan Baty, Brent Barrett, Rachel Bowen, Zulfigar
Butt, Renee Dingwall, Lew Findlay QSM, Patrick Handcock ONZM, Leonie Hapeta, Lorna
Johnson, Billy Meehan, Karen Naylor, Bruno Petrenas, Aleisha Rutherford and Mr Stephen
Armstrong.

Note:
Councillor Vaughan Dennison declared a conflict of interest and withdrew from the discussion.

CET Arena - Commercial Building Opportunity
Report, presented by Bryce Hosking, Manager - Property.

Moved Susan Baty, seconded Vaughan Dennison.
The COMMITTEE RECOMMENDS

1. That Council does not proceed with the balance of programme #1514 —
Central Energy Trust Arena Manawatu — Commercial Building in the
current financial year.

Clause 24-20 above was carried 16 votes to 0, the voting being as follows:

For:
The Mayor (Grant Smith) and Councillors Susan Baty, Brent Barrett, Rachel Bowen, Zulfigar
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FINANCE & AUDIT COMMITTEE - PART | 17 JUNE 2020

25-20

Butt, Vaughan Dennison, Renee Dingwall, Lew Findlay QSM, Patrick Handcock ONZM, Leonie
Hapeta, Lorna Johnson, Billy Meehan, Karen Naylor, Bruno Petrenas, Aleisha Rutherford and
Mr Stephen Armstrong.

Moved Susan Baty, seconded Vaughan Dennison.

Note:

On a motion that: “Council considers the construction of a commercial building at Arena,
along with the timing of such a development, as part of the 2021-31 Long-Term Plan” the
motion was lost 5 votes to 10, with 1 abstention, the voting being as follows:

For:
The Mayor (Grant Smith) and Councillors Vaughan Dennison, Patrick Handcock ONZM, Leonie
Hapeta and Billy Meehan.

Against:
Councillors Susan Baty, Brent Barrett, Rachel Bowen, Zulfigar Butt, Renee Dingwall, Lew
Findlay QSM, Lorna Johnson, Karen Naylor, Bruno Petrenas and Aleisha Rutherford.

Abstained:
Mr Stephen Armstrong.

Committee Work Schedule
Moved Susan Baty, seconded Karen Naylor.

The COMMITTEE RESOLVED

1. That the Finance & Audit Committee receive its Work Schedule dated June
2020.

Clause 25-20 above was carried 16 votes to 0, the voting being as follows:

For:

The Mayor (Grant Smith) and Councillors Susan Baty, Brent Barrett, Rachel Bowen, Zulfigar
Butt, Vaughan Dennison, Renee Dingwall, Lew Findlay QSM, Patrick Handcock ONZM, Leonie
Hapeta, Lorna Johnson, Billy Meehan, Karen Naylor, Bruno Petrenas, Aleisha Rutherford and
Mr Stephen Armstrong.

The meeting finished at 12.03pm

Confirmed 19 August 2020

Chairperson
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MEMORANDUM

TO: Finance & Audit Committee

MEETING DATE: 19 August 2020

TITLE: Human Resources and Health, Safety and Wellbeing Report
PRESENTED BY: Alan Downes, Health Safety & Wellbeing Manager
APPROVED BY: Patrick Watson, Chief People & Performance Officer

RECOMMENDATION TO FINANCE & AUDIT COMMITTEE

1. That the memorandum entitled ‘Human Resources and Health, Safety and Wellbeing
Report’ presented to the Finance & Audit Committee on 19 August 2020, be received.

1.

REPORT

This report covers the period 1 April to 30 June 2020. The information included in this
report is discussed at the appropriate H&S Committees.

2.

KEY POINT SUMMARY

The quarterly dashboard illustrates an increase in incidents across PNCC and
within the Infrastructure unit, however overall trend is unchanged. This increase
in reporting is an indication of improvements in the reporting culture and
effectiveness of reporting tools.

There were eleven injury incidents with three requiring professional medical
attention. Threatening behaviour by customers and driving incidents continue to
feature in near miss reports.

PNCC successfully transitioned personnel back to work following COVID-19
restrictions.

Alan Downes commenced the position of Health, Safety & Wellbeing Manager on
1 July.

Immediate Safety, Health & Wellbeing focus is in understanding effectiveness of
controls in critical risk areas with particular emphasis on the risk consequence.

Annual Leave liability has grown during COVID-19 by 4%. It is expected to be
managed back to normal levels within the next six months. Management is
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exploring leave liability from a wellbeing, financial

perspective.
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liability and process

e Annual staff turnover is slightly above the 12% target but no immediate

management action is required.

3. TRAINING

COVID-19 inhibited progression of training during the lockdown period. A remediation plan

is in place.

Mar 19 Jun 19 Sep 19 Dec 19 Mar 20 Jun 20
Total Number of Events 13 21 21 19 20 14
Total Number of Staff Attending 102 374 106 48 99 34
4, PNCC CRITICAL RISK TABLE

Whole of PNCC

Infrastructure & Whole of PNCC

Mental Health

Excavation

Violence / Robbery

Bodies of Water

Working Alone

Tree-Felling

Asset Failure

Working at Height

Mobile Plant

Confined Spaces

Stationary Plant & Powered Hand Tool

Hazardous Substances

5. CRITICAL INCIDENTS (JULY 2019 - JUNE 2020)

Type Description Mitigating / remedial controls
Excavation 9 underground strikes: 4 power cable | Work organisation includes securing
strikes and 5 gas service strikes. service line plans and site marking prior
7 near miss incidents were also | tO starting work (dial before you dig).
recorded. Note: Older gas lines do not have a
. ) ) detection capability.
Mitigating factors - Service line plan
information can be inaccurate, or line | Safe  systems of ~work item 3:
is unknown and/or the line has no underground and overhead services
detection capability. procedure in place.
An educational programme from service
providers started in July 2020.
Mobile plant During training the trainer was | Both the trainer and trainee have been
injured when the safety mode was | advised to ensure the safe mode is
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not engaged (digger).

engaged when the digger is not in use.

Powered hand
tools/stationary
plant

Incorrect use of a hand tool resulted
in injury to employee (router).

Employee advised to use safe work
practices.

Powered hand
tools/stationary
plant

While sawing tree and doing tree
work, grit got into right eye and eye
became infected.

Safety glasses were being used.
Saline solution available in first aid kit.
Process discussed with operator.

Explore use of goggles.

Working at
height

While stepping backwards down a
ladder the employee slipped and
sprained his ankle (3 step ladder).

Employees reminded of the rules around
ladder use and the importance of
staying engaged in the task.

Asset Failure

Employee received an electric shock
when she pushed the call button of
the staff lift on the second floor at
the Library.

The lift was isolated and service provider
called to assess it.

Their service provider advised the
sanitiser spray residue is causing the
problem. Direct spraying has been
stopped.

Members of the
public (violence)

Customer with knife threatened to
attack staff member.

Customer on premises with an axe.

Police called, contact with appropriate
agencies, security assessment occurred.

Members of the
public (violence)

Seven other threatening behaviour
incidents.

Provision of body camera, EAP/Vitae
support and de-escalation training
provided.

Reminder to staff on processes for
dealing with aggressive behaviour.

Members of the
public (violence)

Armourguard attended a noise

complaint.

Security officer received 3 stab
wounds (not life threatening).

Property placed on a dangerous
property list requiring police presence if
an END* is being issued. Refresher
training for all security officers on
assessing risk, adherence to operating
procedures and PPE use and wearing
requirements, e.g. stab resistant
protective vest, body camera and high-
viz.

* Excessive noise direction
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6. ANNUAL LEAVE
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The average annual leave balance per staff member is 25.2 days (entitled plus accrued
leave). This rose during the Covid19 lockdown when staff did not take leave.

Jun 18

Sep 18

Dec 18

Mar 19

Jun 19

Sep 19

Dec 19

Mar 20

Jun 20

1556

1660

3287

2051

1884

1749

3006

1775

585

Total days of annual leave taken over the quarter

7. TURNOVER

Turnover for the quarter of permanent staff was 11 or 1.83%. The annual turnover rate was
14.45%. Normally we measure employee initiated turnover only which is 12.1%. Employee
initiated turnover are resignations and retirements. Our benchmark is 12% which ensures
that we have enough turnover to refresh the organisation.

Date Jun 18 Sep 18 Dec 18 Mar19 | Jun19 Sep 19 Dec 19 Mar 20 | Jun 20
Employee | 11 12 20 15 11 19 19 26 9
Initiated

Other 0 0 11 3 5 8 2 2 2

The attachment is the H&S Dashboard for the quarter that is discussed at H&S committees.

8. COMPLIANCE AND ADMINISTRATION

Does the Committee have delegated authority to decide? Yes
Are the decisions significant? No
If they are significant do they affect land or a body of water? No
Can this decision only be made through a 10 Year Plan? No
Does this decision require consultation through the Special Consultative | No
procedure?

Is there funding in the current Annual Plan for these actions? No
Are the recommendations inconsistent with any of Council’s policies or | No
plans?

The recommendations contribute to Goal 5: A Driven and Enabling Council

The recommendations contribute to the outcomes of the Driven and Enabling Council

Strategy

The recommendations contribute to the achievement of action/actions in Not Applicable
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The action is: Providing a safe and healthy workplace

Contribution to | Providing a safe and healthy workplace
strategic direction
and to social,
economic,
environmental
and cultural well-
being

ATTACHMENTS

1. H&S Dashboard June 2020 [} &
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MEMORANDUM

TO: Finance & Audit Committee

MEETING DATE: 19 August 2020

TITLE: S17A Review of Economic Development

PRESENTED BY: Sheryl Bryant, General Manager - Strategy & Planning
APPROVED BY: Heather Shotter, Chief Executive

RECOMMENDATION TO COUNCIL

1. That Council undertake a Section 17A review under the Local Government Act 2002 of
Economic Development and that an unbudgeted expense of $15,000 be approved for
the review.

1. ISSUE

Primarily budget provision is being sought to undertake a review of economic development
activities.

2. BACKGROUND

Under the Local Government Act 2002, Section 17A, the Council is required to “review the
cost-effectiveness of current arrangements for meeting the needs of communities within its
district or region for good-quality local infrastructure, local public services, and performance
of regulatory functions.”

In this case, it is to be no later than every 6 years. CEDA was established to deliver
economic development activities for Palmerston North City Council and Manawatu District
Council and started operating 1 September 2016.

The Joint Strategic Planning Committee, in a workshop setting, has requested that a S17A
review be undertaken in the lead up to the Long Term Plan and before the expiry of the
current contract with CEDA, being 30 June 2021. This report will formalise that request as
well as seek funding to undertake the review.

Officers have developed terms of reference for the review based on the provisions of S17A
and sought proposals to undertake the review.
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No budget provision has been made to undertake this review. Any costs will be shared
between Manawatu District and Palmerston North City Councils equally.

3. NEXT STEPS

Once approved, the review can progress. The review will be reported back to the Joint
Strategic Planning Committee with any recommendations being referred to each Council.

4. COMPLIANCE AND ADMINISTRATION

Does the Committee have delegated authority to decide? No
Are the decisions significant? No
If they are significant do they affect land or a body of water? No
Can this decision only be made through a 10 Year Plan? No

Does this decision require consultation through the Special Consultative | No
procedure?

Is there funding in the current Annual Plan for these actions? No

Are the recommendations inconsistent with any of Council’s policies or | Yes
plans?

The recommendations contribute to Goal 5: A Driven and Enabling Council

The recommendations contribute to the outcomes of the Driven and Enabling Council
Strategy

The recommendations contribute to the achievement of action/actions in Not Applicable

Contribution to | Section 17 A reviews are a requirement under the Local Government
strategic direction | Act 2002.

and to social,
economic,
environmental
and cultural well-
being

ATTACHMENTS

1.  Extract Local Government Act 2002 Section 17A &
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Local Government Act 2002

17A Delivery of services

(1) A local authority must review the cost-effectiveness of current arrangements for meeting the needs
of communities within its district or region for good-quality local infrastructure, local public services,
and performance of regulatory functions.

(2) Subject to subsection (3), a review under subsection (1) must be undertaken—

(a) in conjunction with consideration of any significant change to relevant service levels; and

(b) within 2 years before the expiry of any contract or other binding agreement relating to the delivery of
that infrastructure, service, or regulatory function; and

(c) at such other times as the local authority considers desirable, but not later than 6 years following the
last review under subsection (1).

(3) Despite subsection (2)(c), a local authority is not required to undertake a review under subsection
(1) in relation to the governance, funding, and delivery of any infrastructure, service, or regulatory
function—

(a) to the extent that the delivery of that infrastructure, service, or regulatory function is governed by
legislation, contract, or other binding agreement such that it cannot reasonably be altered within the
following 2 years; or

(b) if the local authority is satisfied that the potential benefits of undertaking a review in relation to that
infrastructure, service, or regulatory function do not justify the costs of undertaking the review.

(4) A review under subsection (1) must consider options for the governance, funding, and delivery of
infrastructure, services, and regulatory functions, including, but not limited to, the following options:

(a) responsibility for governance, funding, and delivery is exercised by the local authority:

(b) responsibility for governance and funding is exercised by the local authority, and responsibility for
delivery is exercised by—

(i) a council-controlled organisation of the local authority; or

(i1) a council-controlled organisation in which the local authority is one of several shareholders; or

(ii1) another local authority; or

(iv) another person or agency:

(c) responsibility for governance and funding is delegated to a joint committee or other shared
governance arrangement, and responsibility for delivery is exercised by an entity or a person listed in
paragraph (b)(i) to (iv).

(5) If responsibility for delivery of infrastructure, services, or regulatory functions is to be undertaken by
a different entity from that responsible for governance, the entity that is responsible for governance
must ensure that there is a contract or other binding agreement that clearly specifies—

(a) the required service levels; and

(b) the performance measures and targets to be used to assess compliance with the required service
levels; and

(¢) how performance is to be assessed and reported; and

(d) how the costs of delivery are to be met; and

(¢) how any risks are to be managed; and

(f) what penalties for non-performance may be applied; and

(g) how accountability is to be enforced.

(6) Subsection (5) does not apply to an arrangement to the extent that any of the matters specified in
paragraphs (a) to (g) are—
(a) governed by any provision in an enactment; or
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(b) specified in the constitution or statement of intent of a council-controlled organisation.

(7) Subsection (5) does not apply to an arrangement if the entity that is responsible for governance is
satisfied that—

(a) the entity responsible for delivery is a community group or a not-for-profit organisation; and

(b) the arrangement does not involve significant cost or risk to any local authority.

(8) The entity that is responsible for governance must ensure that any agreement under subsection (5)
is made publicly available.

(9) Nothing in this section requires the entity that is responsible for governance to make publicly
accessible any information that may be properly withheld if a request for that information were made
under the Local Government Official Information and Meetings Act 1987.

Section 17A: inserted, on 8 August 2014, by section 12 of the Local Government Act 2002
Amendment Act 2014 (2014 No 55).
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REPORT

TO: Finance & Audit Committee

MEETING DATE: 19 August 2020

TITLE: Reserve land acquisition - unbudgeted proposals - Whakarongo
Lagoon and Greens Road

PRESENTED BY: Kathy Dever-Tod, Manager - Parks and Reserves

APPROVED BY: Tom Williams, Chief Infrastructure Officer

RECOMMENDATIONS TO COUNCIL

1. That the report entitled ‘Reserve land acquisition — unbudgeted proposals —
Whakarongo Lagoon and Greens Road’ presented to the Finance & Audit Committee
on 19 August 2020, be received.

2. That Council approve acquisition of approximately 3,300m? of part of Lot 1 DP 467810,
east of the Whakarongo Lagoon, from the Etheridge family, noting that new
operational funding of $10,000 per year for three years, and $8,000 per annum
thereafter, will be required to maintain this land.

3. That subject to acquisition of the Whakarongo land being approved, Council approve
utilisation of Programme 144 Urban Growth — Whakarongo — Reserve Land Purchase in
the 2020/21 financial year to fund costs associated with the land acquisition, which
are estimated to be $10,000.

4. That Council approve acquisition of approximately 1.19ha, being part of Lot 1 DP
541201, adjacent to Greens Road, noting that new operational funding of $1,600 per
annum will be required to maintain the land.

5. That subject to acquisition of the Greens Road land being approved, Council approve
unbudgeted expenditure of up to $27,000 in the 2020/21 financial year to purchase
the property.

6. That Council note that operational costs associated with land acquisitions approved by
Council, as part of report entitled ‘Reserve land acquisition — unbudgeted proposals —
Whakarongo Lagoon and Greens Road’, will be added to existing operating budgets as
part of the development of the draft 2021/31 Ten Year Plan.
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SUMMARY OF OPTIONS ANALYSIS FOR

Problem or
Opportunity

Two opportunities have arisen to acquire approximately 1.52ha of
additional reserve areas, which would complement the existing
reserve and walkways networks.

The owners of 3,300m? of escarpment associated with the
Whakarongo Lagoon are proposing to gift it to Council. Council needs
to decide if it accepts the costs associated with acquiring and
maintaining the land that is proposed to be gifted.

The owners of land adjacent to Greens Road are proposing to grant
Council an easement over or sell approximately 1.19ha of land
alongside the Greens Road boundary of their property. This would
make the current temporary off-road path, constructed to improve
pedestrian safety during the windfarm development, a permanent
feature. Council needs to decide if the costs associated with acquiring
and maintaining this easement are acceptable.

Whakarongo Lagoon

escarpment extension

OPTION 1:

Accept the gift of approximately 3,300m? of land, to be part of the
Whakarongo Lagoon.

Community Views

Rangitane o Manawati are supportive of the land being added to the
Whakarongo Lagoon area and restored.

The general community has not been consulted.

Benefits A larger ecological restoration area supporting biodiversity of flora
and fauna will be available. This assists with restoring the mauri of the
Whakarongo Lagoon. There would be a consistent terrace and lagoon
management approach.

Risks Pest management and restoration planting costs more than
estimated.

Financial $10,000 subdivision and acquisition costs using budget from
Programme 144 Urban Growth — Whakarongo — Reserve Land
Purchase.
$5,000 fencing capital costs covered within Programme 95.
$1,000 one-off unbudgeted operational cost to relocate a pohutukawa
tree.
$10,000 per year unbudgeted operational costs, for three years, for
plant pest control, planting and general maintenance and $8,000 per
annum thereafter.

OPTION 2: Decline the gift of approximately 3,300m? land to be part of the

Whakarongo Lagoon.
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Community Views

Rangitane o Manawati are supportive of the land acquisition.
The general community has not been consulted.

Benefits Declining the proposal avoids unbudgeted capital and operating costs.

Risks Any future owner of the escarpment may not undertake planting and
animal pest control. This would negatively impact on the aesthetics of
the area.

Financial There are no financial implications associated with declining the

proposal.

Greens Road pedestrian easement

OPTION 1:

Approve the creation of an easement approximately 1km long, over
property Lot 1 DP 541201, adjacent to Greens Road to enable off-
road walking and running to continue.

Community Views

The local Te Araroa Trail Committee support the proposed easement.
Te Araroa Manawatu Trust has an ongoing objective to move more of
the trail off the road.

The owners of Greens Estate support this proposal as contributing to
their future vision for their property.

The general community has not been consulted on the proposal.

Benefits

Improves safety by keeping walkers, runners and Te Araroa hikers off
the road for approximately 1km.

Adds approximately 1.5ha of biodiversity planting opportunities.

Risks

If the Te Araroa Trail was diverted to another route in the future, the
benefits would be reduced.

Walkers and runners may choose to use the road anyway.

Financial

$19,239 in unbudgeted legal and easement purchase costs.

$33,750 fencing and minor upgrade costs covered within Programme
95.

$1,600 per year unbudgeted operational maintenance costs.

OPTION 2:

Approve the purchase of a strip of land 1km long on the property,
Lot 1 DP 541201, adjacent to Greens Road to enable walking and
running access to remain off the road.

Community Views

The local Te Araroa Trail Committee support the proposed easement.
Te Araroa Manawatu Trust has an ongoing objective to move more of
the trail off the road.

The owners of Greens Estate support this proposal as contributing to
their future vision for their property.

The general community has not been consulted on the proposal.
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Benefits Improves safety by keeping walkers, runners and Te Araroa hikers off
the road for approximately 1km.

Adds approximately 1.5ha of biodiversity planting opportunities.

Purchasing the land provides greater control and less risk for future
public use.

Risks If the Te Araroa trail was diverted to another route in the future, the
benefits would be reduced.

Walkers and runners may choose to use the road anyway.

Financial $26,825 in unbudgeted legal and land purchase costs.

$33,750 fencing and minor upgrade costs covered within Programme
95.

Operational costs - $1,600 per year additional maintenance.

OPTION 3: Decline the creation of an easement or purchase of approximately
1km long on property, Lot 1 DP 541201, adjacent to Greens Road to
enable walking and running access to remain off the road.

Community Views | The local Te Araroa Trail Committee support the proposed easement.

The general community has not been consulted as part of the
proposal development.

Benefits No unbudgeted capital and operational expenditure.

Risks The opportunity for improving the safety and experience of Te Araroa
and community walkers for this section of road may not arise again.

Financial No effect on existing budgets.

RATIONALE FOR THE RECOMMENDATIONS

1. OVERVIEW OF THE PROBLEM OR OPPORTUNITY

1.1 Council has two opportunities to enhance the recreational and ecological
environments that have not been planned or budgeted for in the current financial
year.

1.2 The opportunity to accept a gift of approximately 3,300m? of escarpment associated
with the Whakarongo Lagoon and connected to James Line, which comes with
associated costs.

1.3 The opportunity to create an easement on, or purchase of, land adjacent to Greens
Road, at the Kahuterawa Road end, allowing walkers and runners to remain off the
road. This also comes with associated costs.

1.4 This report seeks Council direction on whether to accept or decline these proposals.
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BACKGROUND AND PREVIOUS COUNCIL DECISIONS

Whakarongo Lagoon escarpment extension

Whakarongo Lagoon and the associated escarpment sits within the Napier Road
Residential area as shown in Map 7.5, Section 7, of the District Plan — refer Figure
One.

Structure Plan:

& Napier Road Residential Area
Map 75 - Scale 1: 2500

Figure One: Whakarongo Lagoon and Etheridge property

Residential development in the area is underway.

The developer is required to undertake restoration works on the Whakarongo
Lagoon and escarpment before vesting these with Council.

Officers identified that there will be a potential disjoint with the restoration of the
Lagoon/escarpment and the management of the escarpment in private ownership to
the immediate east of the Whakarongo Lagoon. This property is owned by the
Etheridges, as shown in Figure One.

Greens Road pedestrian easement or purchase

Greens Road forms part of a popular recreational loop used by walkers, runners,
cyclists and horse riders. Greens Road connects the top end of Turitea Road to
Kahuterawa Road via a 1.5km section closed to vehicle traffic since the 1990s.
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Greens Road is also part of the Te Araroa Trail. The Te Araroa route south from
Palmerston North, is shown in Appendix One.

Over the years Council has supported enhancements to the Te Araroa Trail, which
also support local walking and running, through the city with projects such as:

- Up to 2006, working with the Te Araroa Manawatu Trust to establish the route;
- 2017 Turitea Green Corridor bridge over Turitea Stream $40,000;
- 2019 Moturimu Whare and toilet at Gordon Kear Forest $50,000;

- 2020 off-road path to take walkers off the Turitea Road escarpment bends
$70,000

The landowner adjacent to Greens Road was approached by Electrix and Mercury to
facilitate a safe off-road option for cyclists and walkers via his property during the
construction of the Turitea Wind Farm. Contours proved difficult for cyclists, but a
walking option was feasible.

An off-road walking route, marked with poles, was created as an alternative for Te
Araroa hikers as the Turitea Wind farm construction commenced during the summer
of 2019/20.

Mercury and the landowner funded construction of several stiles and small
boardwalks over streams and swamps. The Te Araroa Manawatu Trust funded and
installed a picnic table. The route was well used by Te Araroa hikers and runners
during the summer, reducing on-road conflict with vehicles and tree felling
contractors.

The property owner, Brad Nieunkoop, is developing the property as a boutique
downhill mountain bike venue with longer term aspirations to provide
accommodation for users of Arapuke Mountain Bike Park and Te Araroa hikers. He
views the hiker/runner use of the proposed easement or land sale as an
enhancement to the vision for his property and the district.

The upgrade of the road for windfarm construction access has likely resulted in
higher operating speeds for general traffic as the road has been widened and sealed.

DESCRIPTION OF OPTIONS

Whakarongo Lagoon escarpment extension

Council officers approached the owners to ascertain their intentions for the land
including whether they would consider sale to Council.
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The owners of the property, Leonie and Roderick Etheridge, were not only receptive
to the idea but were considering subdividing their property for sale. They are bird
enthusiasts and wished to see the retention of the escarpment in a reserve.

Since discussions with the Etheridges, the property has been placed on the market.
It is advertised for sale with the caveat that the owners are currently negotiating
possible vesting of a portion of the land with Council.

The Etheridges are aware that a decision of Council is required regarding the vesting
of the land, and have asked that this be given some urgency in order to give surety to
potential purchasers of their property.

Option One: Accept the gift of approximately 3,300m? land, to become part of the
Whakarongo Lagoon.

The donation would be executed though a sale and purchase agreement with a sale
price of $1.

The approximate area is shown in Figure Two. The actual area gifted would be
subject to survey and agreement.

N\
N

=
88

3,324.1sq'm
415.2m

Figure Two: Approximate area of escarpment proposed to be accepted
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The area forms part of the margins of the Whakarongo Lagoon to the east, being the
slope between the terrace and the road being formed as part of the residential
development. Accepting the gifted land would essentially extend the Whakarongo
Lagoon area.

The proposed area comprises a variously sloped bank/terrace area and is heavily
vegetated as shown in Figures Three and Four.

Work on planting and pest control would be required to progressively bring it up to
the same standard as the restored Whakarongo Lagoon.

Figure Four: Close view of escarpment
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3.4.7 The Etheridges are keen bird enthusiasts and follow the roosting habits of the birds
in large trees located on the land proposed to be gifted. They wish to ensure trees
are not removed unnecessarily.

3.4.8 Aten to twelve-year-old, 3.5m tall pohutukawa tree is considered particularly special
by the Etheridges. It is situated in an awkward location in relation to the land
proposed to be gifted, as shown in Figure Five.

3.4.9 A cul-de-sac of land would be created to retain it in its present location. The
maintenance costs and the potential for issues with the neighbours when the tree
matures means it would be better to relocate the tree than amend the land
boundary to include it. The cost to relocate the tree to the Whakarongo walkway
linking James Line and the Whakarongo School, is estimated at $1,000.

Figure Five: View of escarpment

3.4.10 Proposed conditions of the gifting of the land include:

° That the ten to twelve-year-old pohutukawa tree on the property which is being sold
into private ownership be relocated to a Council park.

° That the land be retained by Council as a reserve in perpetuity.
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That the large trees on the land being gifted, both exotic and native, be retained
until such time as they either naturally die, are assessed by a suitably qualified
person as being a danger to people or property, or be negotiated for removal (in
writing) with the Etheridges on a case-by-case basis.

3.4.11 Option Two: Decline the gift of approximately 3,300m? land to be part of the

3.5

Whakarongo Lagoon.

Greens Road pedestrian easement/purchase

3.5.1 The owners identified that this temporary safety arrangement could be made

3.6

permanent, benefiting recreation users and local community in the area. They
approached Council officers to consider an easement or sale proposal.

Option One: Approve the creation of an easement approximately 1km long on
property, Lot 1 DP 541201, adjacent to Greens Road to enable walking and running
access to remain off the road.

3.6.1 Under Option One Council would acquire a permanent easement permitting

pedestrian access for approximately 1 km along the private land adjacent to Greens
Road shown in Figure Six.

Figure Six: Extent of proposed Greens Road pedestrian access length

Page |34



PALMERSTON NORTH

CITY COUNCIL

PALMERSTON NORTH CITY COUNCIL

3.6.2 The easement would vary in width following the existing temporary off-road path
varying from 3 to 20m wide. A view of the easement corridor is shown in Figure
Seven.

Figure Seven Easement loébtion — view rom top of é hill easement path follows
the road boundary to the shed visible in the mid right of the photo

3.6.3 Council would fence the inside boundary of the easement. Future fence
maintenance costs for the inner easement boundary would be shared 50/50, ie. the
inside boundary fence of the easement would essentially form the new boundary
fence of the useable property.

3.6.4 The existing property boundary fence could be left to deteriorate as the easement
walkway matures and revegetate as a native roadside boarder.
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Option Two: Purchase the land and own it outright.

Option Two has the same general features as Option One. Instead of securing an
easement Council would purchase the land outright.

Under the purchase option there is one location at which the current owner would
require an easement across the purchased land for a potential access to his adjoining
land. This is not seen as an issue for the walking/hiking activities.

Option Three: Decline the creation of an easement/land purchase approximately
1km long on property, Lot 1 DP 541201, adjacent to Greens Road to enable walking
and running access off the road.

This option would forego the recreation and safety benefits and save Council the
unbudgeted acquisition, fencing and maintenance costs.

ANALYSIS OF OPTIONS

Whakarongo Lagoon escarpment extension

The costs and benefits of the Whakarongo Lagoon escarpment extension proposal
are contained in Table One.

Costs Benefits

Acquisition Costs — up to 510,000 - Larger ecological restoration
area supporting biodiversity of
flora and fauna — supporting the

Biodiversity Plan purpose

- Subdivision including survey
consent and title up to $8,000

costs,

- Legal fees up to $2,000

- Assists restoring the mauri of the

Capital Development Cost - 55,000
P! velop s Whakarongo Lagoon, which

- Fencing (deer fence style) $5,000

Operating costs - $10,000 per year

- $1,000 expenditure in 2020/2021 to
relocate the pohutukawa

- $10,000 a year for three years for
planting, plant and animal pest control,
tree, fence and general maintenance.
$8,000 a year thereafter

Rangitane o Manawatu support

- Allows a consistent terrace and
lagoon reserve management
approach avoiding any confusion
from the public about ownership
and management boundaries

Table One: Whakarongo Lagoon escarpment extension costs and benefits
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4.1.2 The risks are:

4.2

4.3

4.4

The cost of plant pest removal and restoration planting being higher than
estimated.

No detailed assessment of the escarpment bank stability has been undertaken.
The bank appeared stable and well vegetated during a recent site visit. There are
no adjacent hard surfaces draining to the bank, which may accelerate erosion.
The contour, at its midpoint, is six metres lower than the Whakarongo Lagoon
escarpment and is less steep as shown in Figure Eight. The bank stability risk is
considered to be very low and can be managed through maintaining vegetation
cover or specialised assessment for any proposed works.

Figure Eight: Contour comparison

Greens Road pedestrian easement or purchase

The costs and benefits of the Greens Road pedestrian easement or purchase
proposal are similar. The differences are:

The cost of buying the land is approximately $7,000 more than acquiring an
easement.

The benefits of purchase are the rights of outright ownership reducing the risk of
negotiations and conflicts between the easement rights and land owners
activities.

Table Two details the costs and benefits of the options.
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Costs

Benefits

Acquisition Costs — Option 1 520,000 for an
easement, or Option 2 527,000 to purchase

- Option 1: Easement purchase valuation is
$15,589. Easement creation costs $4,000.
Total $19,589

- Option 2: Purchase land freehold land
valuation $20,825, plus $6,000 in survey and
legal fees. Total $26,825

Capital Development Cost - 534,000

Both options would incur capital costs of:
- Minor improvements to track $10,000

- Fencing 950m at $25 = $23,750

Operating costs - $1,600

Both options would incur operational costs of:
- Track maintenance and clearance - one
person for four days per year

- 50% of boundary fence maintenance

- Improves Te Araroa Trail
guality and safety

- Provides additional
biodiversity enhancement
opportunities

- Improves walker/runner
safety

Table Two: Greens Road costs and benefits

The risks are:

- That the initial trail is proposed to be a grass track as is being used during the
windfarm construction. There is a risk over time that an increased level of

service might be desired, costing more.

- That hikers may choose to walk down the road as the contours and footing

would make walking easier.

- That if the route of the Te Araroa Trail were to change in the future, the

demand/use level would reduce.
FINANCIAL

Acquisition Costs

Programme 144 Urban Growth — Whakarongo — Reserve Land Purchase sets aside
$659,000 for reserve purchases in the Whakarongo area. Whether the budget is
fully subscribed will depend on subdivision progress and final reserve costs. It is
likely the $10,000 cost of the Whakarongo Lagoon escarpment extension can be

accommodated in this budget.
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Programme 94, Walkways and Shared Path — Purchase of Land to Extend Network
contains $102,000 in the 2020/21 Annual Budget. The following purchases are
expected to utilise all of available budget.

- Moonshine Valley Road to Polson Hill Drive walkway connection
- Mangaone Stream Esplanade Reserve
The cost including fees of creating and acquiring the easement, or alternatively

purchasing the land at Greens Road, cannot be accommodated within any
appropriate existing budget and would require new borrowing.

Development costs

Programme 95, Walkways and Shared Path — Construction, has a budget of $72,000
in 2020/21. The following works are planned:

- McCraes Bush Bridge $10,000
- Moonshine to Polson fencing $20,000

The fencing costs of the Whakarongo Lagoon Escarpment of $5,000 and the fencing
and development costs of the Greens Road easement of $33,750, can be
accommodated within this year’s budget provision.

The cost to move the pohutukawa tree can be accommodated within the existing
parks tree maintenance budget.

Operating Costs

There is no provision in the existing operating budgets for these new reserve and
walkway opportunities.

If the proposals were accepted, Council would be committing to additional
operational funding of $10,000 per year for three years, and $8,000 per annum
thereafter for the Whakarongo Lagoon escarpment and $1,600 per year for the
Greens Road easement or purchase. These additional operational costs would need
to be incorporated into operating budgets as part of the development of the Draft
2021/31 Ten Year Plan.

CONCLUSION

The opportunities presented will allow for improvements to the ecology and
recreation in the Whakarongo Lagoon and Greens Road areas.

Purchasing the 1.19ha of land at Greens Road provides greater control and reduces
risks than the option of an easement for a small increase in cost.
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While the development costs of fencing for both areas can be covered from
Programme 95 and the acquisition costs for the Whakarongo Lagoon extension from
Whakarongo Urban Growth Land Purchases Programme 144, the Greens Road
purchase costs of $26,825 cannot be accommodated from existing budgets.

Additional unbudgeted operational costs of $11,600 per year would be incurred
from 2021/22 should the proposals be accepted, $10,000 per year at the
Whakarongo Lagoon site and $1,600 per year at Greens Road.

It is recommended that both proposals be approved.
NEXT ACTIONS

Complete survey and sale and purchase processes.
OUTLINE OF COMMUNITY ENGAGEMENT PROCESS

No general community engagement has been undertaken or is proposed. Te Araroa
Manawatu Trust support the proposed Greens Road easement and Rangitane o
Manawatu support both proposals.

COMPLIANCE AND ADMINISTRATION

Does the Committee have delegated authority to decide? No
Are the decisions significant? No
Can this decision only be made through a 10 Year Plan? No
Does this decision require consultation through the Special Consultative | No
procedure?

Is there funding in the current Annual Plan for these actions? No

Are the recommendations inconsistent with any of Council’s policies or | No

plans?

The recommendations contribute to Goal 2: A Creative and Exciting City

The recommendations contribute to Goal 4: An Eco City

The recommendations contribute to the outcomes of the Creative and Liveable Strategy

The recommendations contribute to the outcomes of the Eco City Strategy

The recommendations contribute to the achievement of action/actions in the Active
Community Plan

The recommendations contribute to the achievement of action/actions in the Active
Community Plan

The action is: Extend the walking and cycling network, including completing and upgrading
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parts of the existing network.

Contribution to  strategic | The opportunities to extend the

reserve area and

direction and to social, | recreational access provide opportunities to enhance the
economic, environmental and | biodiversity and recreational opportunities in the city.

cultural well-being

ATTACHMENTS

1. Te Araroa route - southern Palmerston North 4 &
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MEMORANDUM

TO: Finance & Audit Committee

MEETING DATE: 19 August 2020

TITLE: Whakarongo Housing - Cashflow Analysis
PRESENTED BY: Stuart McKinnon, Chief Financial Officer
APPROVED BY: Heather Shotter, Chief Executive

RECOMMENDATION TO FINANCE & AUDIT COMMITTEE

1. That the memorandum entitled ‘Whakarongo Housing — Cashflow Analysis’ presented
to the Finance & Audit Committee on 19 August 2020, be received for information.

1. ISSUE

1.1 A report titled ‘Public Rental Housing within Council’s Whakarongo Subdivision” was
presented to the Finance and Audit Committee on 17 June 2020.

1.2 The Committee Resolved

That further financial modelling be undertaken to include cashflow analysis of
the impact of retaining the sections vs. selling the Whakarongo subdivision
sections and to include any partnership options, and that this be reported
back to the August meeting of the Finance & Audit Committee.

1.3 This report is in response to the resolution.
2. BACKGROUND

2.1 The above report made a number of broad assumptions regarding the financial
implications of building public rental housing at the future Whakarongo subdivision,
however the Committee requested a cashflow analysis to gain clarity on the financial
impacts of such an investment.

2.2 Through the Chair, clarification was sought as to the specifics of the above resolution
for which feedback was provided that this analysis should be based on 40 houses
being built, as opposed to the 26 discussed as part of the above report, and that
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values used should be updated to reflect the best estimates available at the time of
writing.

2.3 A number of assumptions have been made in preparing the analysis, and external
advice was sought. These include significant assumptions on variables such as
section sales price, rental incomes, cost of borrowing, the type of housing to be built
and cost of house construction. In the cashflow analysis these are presented as
average values for the purpose of the modelling. Exact values for the elements
above will be subject to market conditions and future decisions regarding the
subdivision.

2.4 The analysis presented as Appendix 1 makes the following assumptions:

- The subdivision will get appropriate consents within the timeframes and
that 114 sections will be available. Consent conditions will not result in
significant additional costs of development.

- A mix of two and three bedroom options with an average build price of
$375,000. (GST is not claimable on residential house building of this
nature, so this equates to $326,086 excl GST). This advice was received
from a reputable building company that Council uses, and is the halfway
point between $300k excl GST for two bedroom properties and $350k
excl GST for three bedroom properties.

- Development costs based on a July 2020 assessment from Veros
consultants, who are the development team for the subdivision.

- An average weekly rental of $450 per week, available for 48 weeks per
annum to allow for vacancies. This is based on advice from Property
Market professionals and averages at $400 per week for a two bedroom
property and $500 per week for a 3 bedroom property.

- Section sale price average of $240,000 (incl GST). This is advice received
from several Property Market professionals with whom we have engaged.

- The long-term average cost of borrowing set at 3.4%.

- Retain houses for 30 years, therefore a 30 year loan timeframe as per
financial strategy.

- Timing of section sales and year of building are estimates and may
change.

2.5 The cashflow impact of building houses as described above is shown in Appendix 2.
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The net impact on operating cashflows is a net cash deficit of $542k per annum
when all houses are built and tenanted. This is the combination of an annual $272k
cashflow deficit and the opportunity cost of a net $270k in interest savings if no
rental houses are built.

The current Long Term Plan assumes that the subdivision will go ahead with all
sections being sold, resulting in a cash surplus of approximately $10m which is
currently budgeted to repay debt. Under the scenario presented in Appendix 1
where no houses are built $10.1m is available for debt repayment or as capacity to
complete further developments.

If 40 houses are built that would result in approximately $7.9m less net revenue in
sales, and an additional cost of construction of $15.3m. The net impact on loans is an
increase in debt of $23.2m over that assumed in the current Long Term Plan.

Consideration should be given to the effect this could have on Council’s capacity to
borrow, as one of the key challenges we are likely to face through the Long Term
Plan will be Council’s ability to fund future infrastructure needs.

In summary, building 40 houses will add 23.2m to debt levels and require a rates
subsidy of $272k per annum to rent out. Officers suggest that if this is an option
Council would like to pursue, that further financial advice and analysis be sought
regarding the implications of this cost in light of other priorities through the Long
Term Plan and the overall financial position of Council.

As the cashflow analysis is based on a large number of assumptions, some scenario
analysis is presented in Appendix 3. This presents the results under different
assumed scenarios such as land sale price, construction price, rental return and
interest rate assumptions.

Partnership Opportunities

2.12

2.13

The original concept for development of the Whakarongo subdivision is based on
Council marketing and selling the sections to individual buyers, and current demand
for sections suggests that this could be successfully achieved. Alternatively, there
could be potential partnership opportunities, and organisations who could be
approached regarding the provision of houses at Whakarongo. This needs to be
explored further as Officers have not yet had the opportunity to engage with
potential partners.

Conceptual strategies for partnership opportunities could be split into 3 broad
categories:

1. Building Companies — retaining as rentals.
a. Council provides the land, the building company builds the house,
we have a 50/50 split on the rental income and expenses.
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2. Building Companies —house and land packages to ensure houses are built.
a. Council provides the land, the building company builds the house,
house and land packages sold to market, profit split 50/50.

3. Government Organisations.

a. Sections sold to government agencies who build the houses
themselves at their cost to rent and/or sell to their tenants.

b. Examples could be Defence, Roading alliance, etc.

2.11  Council Officers have engaged with a group builder to gauge the interest in options 1
and 2. Whilst this is only one opinion, it does provide some insight. There was not
much interest in option 1. This was deemed to be outside of their business model
and not something they were interested in engaging on. However, there was some

interest in option 2 and this has been done with other clients.

3. NEXT STEPS

3.1 Council to consider its options in respect to retaining 40 sections within the
Whakarongo subdivision and the building of public rental housing on these sections.

4. COMPLIANCE AND ADMINISTRATION

Does the Committee have delegated authority to decide? Yes
Are the decisions significant? No
If they are significant do they affect land or a body of water? No
Can this decision only be made through a 10 Year Plan? No
Does this decision require consultation through the Special Consultative | No
procedure?

Is there funding in the current Annual Plan for these actions? No
Are the recommendations inconsistent with any of Council’s policies or | No
plans?

The recommendations contribute to Goal 1: An Innovative and Growing City

The recommendations contribute to the outcomes of the City Development Strategy

The recommendations contribute to the achievement of action/actions in the Housing and

Future Development Plan

The action is: Progress a Council led housing development at Whakarongo.

Contribution to strategic direction and
to social, economic, environmental
and cultural well-being
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Whakarongo Housing Development Cashflows - No Houses

upto2019/20 2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 6 year total
CASH RECEIVED Variables 10 55 27 22 114
Sales 240,000 [¢] 2,400,000 13,200,000 6,480,000 5,280,000 27,360,000
less GST on sales [¢] 313,043 1,721,739 845,217 688,696 3,568,696
Cash received [} 2,086,957 11,478,261 5,634,783 4,591,304 [} 0 23,791,304
CASH EXPENSES o]
Development Costs 350,000 5,684,000 2,000,000 4,508,201 0 12,542,201
Sales Costs 10,050 o] 100,500 552,750 271,350 221,100 1,145,700
Development Contributions 10,954 4] 865,366 4] 383,390 4] 1,248,756
Cash Paid 350,000 6,649,866 2,552,750 5,162,941 221,100 14,936,657
o]
Net Cash (350,000) (4,562,909) 8,925,511 471,842 4,370,204 8,854,647
Development Contributions received 0 865,366 0 383,390 0 1,248,756
Net Cash Effect (350,000} (3,697,543) 8,925,511 855,232 4,370,204 0 0 10,103,403
Interest (costs)/savings (11,900) (137,616) 165,851 194,929 343516 343516 343,516 1,241,810
Build and Rent houses Cashflows (Average cost per house)
CAPITAL COST Build 40 houses = = = -
Capital New 375,000 - - - -
Project Management - - - -
CASH RECEIVED -
Rent Revenue 450 - - - - - -
CASH EXPENSES
Letting cost 6.0% - - - - - -
Interest Expense 3.4% - - - - - -
Loan repayments - - - - - -
Rates - PNCC 2,330 - - - - - -
-Horizons 500 - - - - - -
Insurance 1500 - - - - - -
Maintenance 2,000 - - - - - -
TOTAL - - - - - -
NET CASH - - - - - -
Cumulative Loan Effect
Loan (increase)/decrease (350,000) (3,697,543) 8,925,511 855,232 4,370,204 0 0 10,103,403
Cumulative Loan Value - 350,000 4,047,543 (4,877,967) (5,733,199)  (10,103,403)  (10,103,403)  (10,103,403)  (10,103,403)
Rental Revenue return on Capital = #DIV/O!
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Whakarongo Housing Development Cashflows - Build 40 Houses

CASH RECEIVED
Sales

less GST on sales
Cash received

CASH EXPENSES
Development Costs

Sales Costs

Development Contributions
Cash Paid

Net Cash

Development Contributions received

Net Cash Effect

Interest (costs)/savings

Variables

240,000

10,050
10,954

Build and Rent houses Cashflows (Average cost per house)

CAPITAL COST
Capital New
Project Management

CASH RECEIVED
Rent Revenue

CASH EXPENSES
Letting cost
Interest Expense
Loan repayments
Rates - PNCC

-Horizons
Insurance
Maintenance
TOTAL

NET CASH EFFECT
Curmulative Loan Effect

Loan (increase)/decrease
Cumulative Loan Value

Rental Revenue return on Capital =

Build 40 houses

375,000

450

6.0%

3.4%

2,330

1,500
2,500

upt02019/20 2020/21 2021/22 2022/23 2023/24 2024/25 2025/26 6 year total
10 51 14 9 74
0 2,400,000 9,840,000 3,360,000 2,160,000 17,760,000
0 313,043 1,283,478 438,261 281,739 2,316,522
0 2,086,957 8,556,522 2,921,739 1,878,261 ) 0 15443478
0
350,000 5,684,000 2,000,000 4,508,201 0 12,542,201
0 100,500 412,050 140,700 90,450 743,700
0 865,366 0 383,390 0 1,248,756
350,000 6,649,866 2,412,050 5,032,291 90,450 14,534,657
0
(350,000 (4,562,909) 6144472 (2,110,552) 1,787,811 908,821
0 865,366 0 383,390 0 1,248,756
(350,000)  (3,697,543) 6,144,472 (1,727,162) 1,787,811 0 0 2,157,577
(11,900) (137,616) 71,296 12,572 73,358 73,358 73,358 154,424
14 13 13 40
5,250,000 4,875,000 4,875,000 15,000,000
100,000 100,000 100,000 300,000
0 0 5,350,000 4,975,000 4,975,000 0 0 15,300,000
0
0 302,400 583,200 864,000 864,000 2,613,600
0 18,144 34,992 51,840 51,840 156,816
90,950 262,893 425,008 298,978 488,013 1,765,842
0 105,354 206,905 311,908 322513 946,680
32,620 62,910 93,200 93,200 93,200 375,130
7,000 13,500 20,000 20,000 20,000 80,500
21,000 40,500 60,000 60,000 60,000 241,500
0 35,000 67,500 100,000 100,000 302,500
151,570 538,301 907,605 1,135,927 1,135,566 3,868,968
(151,570) (235,901) (324,405) (271,927) (271,566) _(1,255,368)
(350,000)  (3,697,543) 794472 (6,596,808)  (2,980,285) 311,908 322513 (12,195,743)
350,000 4,047,543 3,253,072 9,849,880 12,830,165  12,518256  12,195743 12,195,743
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Scenario Analysis - Whakarongo Subdivision, build houses

All assumptions remain as per those expressed in paragraph 2.4 of the Report and Appendix 2, except for the condition
described as the scenario below. The cumulative operating cash effect is the combination of interest savings and operational
cashflow up to the end of 2025/26 (6 years). The additional borrowing is at 30/6/2026.

Scenario 1 - Section Sale Price 180,000 200,000 220,000 240,000 260,000

Cumulative Operating Cash Effect (1,696,968) (1,498,293) (1,299,619) (1,100,944) (902,269)
Additional Borrowing 15,923,413 14,680,856 13,438,300 12,195,743 10,953,187
Scenario 2 - Construction Price 325,000 350,000 375,000 400,000 425,000

Cumulative Operating Cash Effect (746,314) (923,629) (1,100,944) (1,278,259) (1,455,574)
Additional Borrowing 10,319,513 11,257,628 12,195,743 13,133,858 14,071,973
Scenario 3 - Rental Return (per week) 350 400 450 500 550*

Cumulative Operating Cash Effect (1,646,896) (1,373,920) (1,100,944) (827,968) (554,922)
Additional Borrowing 12,195,743 12,195,743 12,195,743 12,195,743 12,195,743
* At $550 per week net cash effect per year is a loss of $91k. Rent needs to be $600 per week to break even.

Scenario 4 - Long Term interest rate 2% 2.5% 3% 4% 5%

Cumulative Operating Cash Effect (644,678) (802,318) (965,920) (1,310,102) (1,675,303)
Additional Borrowing 11,975,851 12,058,399 12,136,464 12,279,490 12,405,781
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MEMORANDUM

TO: Finance & Audit Committee

MEETING DATE: 19 August 2020

TITLE: Quarterly Performance and Financial Report - Quarter Ending 30
June 2020

PRESENTED BY: Stuart McKinnon, Chief Financial Officer and Andrew Boyle, Head of

Community Planning
APPROVED BY: Stuart McKinnon, Chief Financial Officer
Sheryl Bryant, General Manager - Strategy & Planning

RECOMMENDATIONS TO COUNCIL

1. That the memorandum entitled ‘Quarterly Performance and Financial Report -
Quarter Ending 30 June 2020’ presented to the Finance & Audit Committee on 19
August 2020 be received, and that Council note the following:

a. The June 2020 financial performance and operating performance.

b. The June 2020 capital expenditure programme progress together with those
programmes identified as unable to be completed this financial year.

2. That Council note that the capital expenditure carry forward values in the 2020/21
Annual Budget will be increased by a net $3,822,000 and capital revenue will increase
by $384,000.

1. ISSUE

To provide an update on the performance and financial achievements of the Council for the
period ending 30 June 2020. This is the third update provided for the year, as the March
guarterly update was affected by COVID-19.

2. BACKGROUND

Details of operating and financial performance are included in the attachments. Reports are
against the goals as detailed in the 10 Year Plan 2018-28.

3. NEXT STEPS

The Annual Report will be provided after clearance has been granted by Audit NZ.
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4. COMPLIANCE AND ADMINISTRATION

Does the Committee have delegated authority to decide? No
Are the decisions significant? No
If they are significant do they affect land or a body of water? No
Can this decision only be made through a 10 Year Plan? No

Does this decision require consultation through the Special Consultative | No

procedure?

Is there funding in the current Annual Plan for these actions? No

Are the recommendations inconsistent with any of Council’s policies or | No

plans?

The recommendations contribute to Goal 5: A Driven and Enabling Council

The recommendations contribute to the outcomes of the Driven and Enabling Council

Strategy

The recommendations contribute to the achievement of action/actions in a plan under the
Driven and Enabling Council Strategy

The action is: to enable Council to exercise governance by reviewing financial performance
and operating performance and provide accountability for these to the public.

Contribution to
strategic direction
and to social,
economic,
environmental
and cultural well-
being

As above.

ATTACHMENTS

1. Quarterly Performance and Financial Report - Quarter Ending 30 June
2020 - CE and Catalyst Report 4 &

2. Quarterly Performance and Financial Report - Quarter Ending 30 June
2020 - Performance Measures J T

3.  Quarterly Performance and Financial Report - Quarter Ending 30 June
2020 - Supplementary Material 4 &

4. Quarterly Performance and Financial Report - Quarter Ending 30 June
2020 - Revision to carry forwards 2020-21 § &
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Report to Council — June 2020

Chief Executive’s Report to Council

For June 2020

Introduction

Overall, the year has finished on a relatively positive note, given the impact that Covid19 pandemic
has had across the nation, our city, our local communities and our business over the past quarter.
During this unprecedented time, | was incredibly proud of how we stepped up to look after the
primary needs of our residents through welfare (food, shelter, clothing and medical) needs and
essential (call centre, cleaning, rubbish collection, water supply and wastewater disposal) services.
Not only were the immediate needs of our city met, the majority of our staff were enabled to deliver
either their day to day work remotely at home, or through redeployment into other essential
functions. Our Covid19 experience brought our desired culture to life across the organisation with
individuals and teams showcasing our new behaviours and values in action.

At the end of June Council adopted our Annual Budget for the next financial year (2020/21). This
budget saw significant adjustments from our 10 year Plan in order to balance the need for
affordability from our ratepayers due to Covid19 and continuation of our programmes of work to
enable our economy to recover and flourish. It also included assumptions on revenue stream
reductions from airport dividends due to continued travel restrictions, and limitations of domestic
events and conferences. Early indications from data and metrics are that our local and regional
economy has recovered well and is not currently heavily impacted from the pandemic. We will
however keep a watching brief on these indicators, as government support reduces and the world
responds to elimination of the virus.

The Council’s 10 Year Plan outlines 94 key performance measures (KPI) that indicate achievement
towards the city’s vision, goals and guiding principles. For the year end, given how Covid19
impacted our ability to deliver, we performed well with a total of 70 measures (75%) having been
achieved. Of the remaining measures, 14 (15%) were not achieved due to reasons outside
Council’s control, with Covid19 being a key reason for this non-achievement that reduced Council’s
ability to hold events or enable use of Council facilities. The other 10 (11%) measures not
achieved, were related to a variety of reasons, from inability to fill vacancies, incidents of serious
traffic crashes, and unforeseen expenses affecting the ability to provide services within budget.

Financial

| am heartened to report that the year ended, with a small favourable surplus in our operational
budget of $72,000. While this is positive news, our overall financial performance has been
significantly impacted by the Covid19 pandemic. A favourable surplus of $2.7M at the end of
February proved unsustainable due to lockdown. Lost revenue and unforeseen expenses totalling
$3.5M were offset by interest expense savings, providing a net reduction in surplus of $2.6M over
the final 4 months of the year.

The major losses on net operating revenue included inability to run events at CET Arena ($540k)
and Conference and Function Centre ($215k), reduction in Parking revenue ($515k), expenses
relating to cancellation of the Military Tattoo ($310k) that were unable to be offset, an inability to fill
planning services vacancies increased the use of consultants ($270k) to meet statutory
timeframes, and reduced charges for commercial tenants ($70k) during the months of April (100%
reduction) and May (50% reduction).
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Impacts on operating expenses included security ($200k) and cleaning ($65k) of our facilities, and
increased expenditure within Emergency Management mostly associated with the welfare function,
with the bulk of this ($1.45M) reimbursed by central government, and the rest ($300k) associated
with staff related costs and pre-lockdown expenses. Working through lockdown has increased our
total staff leave liabilities ($650k), which will be actively managed over the coming months. Some
offsets to these increased expenses were made through a reduction in training and travel ($135k),
Council run events ($55k) and Libraries ($140Kk).

While the true impact of Covid19 is largely unknown, the amount of property and water rates owing
at year end is 29% higher than the previous year, with a $460k increase in the amount receivable.
We will continue to monitor this over the next financial year.

Qutside of Covid19 impacts, additional professional services were required to assist with the timely
completion of asset management planning for the long-term plan ($500k), and net interest for the
year was $2.1M favourable due to lower interest rates and lower debt than budgeted (an
expectation that was anticipated but further lowered due to inability to complete capital works
during lockdown).

The capital new programme resulted with $26.5M being completed overall for the financial year
against a revised budget of $57.7M. This outcome led to only 46% of the capital new budget being
spent compared to 64% ($35M) completed in the previous year. This result was heavily impacted
by work halting during Covid19 lockdown period, while previous year comparison is skewed by the
value of major projects such as He Ara Kotahi. Programmes that were scheduled to be advanced
and have contributed to this underspend, include Streets for People ($2.8M), Papaioea Place
Social Housing ($2.8M) and CET Arena upgrades ($5.6M).

Renewal expenditure of $26.7M was completed by the end of the financial year, against a budget
of $29.7M, with a total of 90% of work completed against budget for the year to date. This
compares to $23.3M (90%) completed in the previous financial year. It is fantastic to see this
programme of work substantially completed, given the downtime involved during the Covid19
lockdown period and the larger renewal programme.

An estimate of carry forward capital works totalling $17.6M, based on anticipated works unable to
be completed, was adopted as part of the 2020/21 Annual Budget. An adjustment to these carry
forwards totalling $3.8M is also now required. This is made up of $3.77M capital new and a small
amount of capital renewal, with the Covid19 pandemic being a major factor in the carry forward
requests. Of the new carry forward requests, $2.5M relates to existing commitments that were
expected to be completed by June, with Streets for People accounting for $1.4M of this cost. The
balance of $1.4M relates to programmes where no firn commitments were in place, or they weren't
identified as needed in 2020/21 and were required to be brought forward, eg, Mercury Energy
grant funding being applied to programme 1473 (refer External Fundraising below).

External Fundraising

Through lockdown (April 2020), funding applications were submitted to CIT (Crown Infrastructure
Partners) for 10 Shovel ready Projects totalling $125M. These projects have since been referred to
the Provincial Development Unit and at the close of the financial year we are still awaiting advice
on whether government assistance will be provided for this shovel ready work.

Funding applications were also submitted to NZTA (May 2020) for 9 “Innovating Streets for People”
projects totalling $742,000. Recently we have been informed that 6 of these projects totalling
$515,890, which is 90% funded by NZTA, have been successful. We are also currently awaiting
advice on the success or not of a further 2 applications, totalling $290,000, which were submitted
to the second round of this fund in July.

In June our application to Lottery Community Facilities fund (DIA) for the Splash Pad was
unsuccessful as it did not align with the committee’s priorities and funding criteria as much as other

2
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requests. This is despite earlier indications that it would be supported. We have requested
feedback on this decision.

Lion Foundation has generously allowed Council, subject to providing proof of expenditure, to
retain the $49,000 funding for the Military Tattoo to help offset costs incurred by Council.

In June/July the following applications totalling $1,172,000 were submitted to the Provincial
Development Unit's Provincial Growth Fund (PGF) new financial support package that included
community halls. This work was completed within very short timeframes;

The hall addition at Bunnythorpe Community Hall,

The Splash Pad at Memorial Park,

The Bonsai and Lath House at Victoria Esplanade Park,

The upgrade of the Pavilion Hall at Papaioea Park

Maintenance work on 4 x PNCC buildings (Totaranui House, Monrad Park Hall, buildings at
Memorial Park and at I-Site).

In addition, an Expression of Interest was submitted to PGF for the Turitea Pa Site Viewing
Platform ($200,000), a Council project supported by Rangitane. We also supported the Te
Rangimarie Marae Trustees in their application for maintenance work at Te Rangimarie Marae and
associated buildings at Rangiotu.

In July, led by Sacha Haskell, a $300,000 3-year sponsorship agreement around lighting projects
within the City and Arena has been signed with Mercury. $100,000 of this will be utilised in
conjunction with a newly requested carryforward of programme 1473-City Centre Lighting and
Projection Demonstration Project.

Catalyst projects

Key highlights over the quarter on the catalyst projects that are a key part of the 10 Year Plan are
outlined below. There is more information on all the projects later in this report:

e ‘Streets for People’ Square East: Progress on site has moved with pace upon Covid19
lockdown being lifted. The footpath was completed quickly and opened for use by the
public. Meetings with local businesses recommenced as an important forum to raise issues
outside of the project, such as, buses, skateboarding, beggars and smoking. Stage 2 is on
track for opening early August 2020. Procurement of design services for the remaining
stages of the programme is currently out to market.

e Central Energy Trust Arena Masterplan: As the first project to commence in the city
following Covid19 lockdown, construction of the entrance plaza, pits relocation and
embankment are now well underway and on schedule. Ground works have advanced, the
phoenix palms have been relocated, the embankment has been carved out and the
foundations for the ablution block have been poured. By October the speedway pits will be
operational for the 2020 speedway season. Final design elements of the works have been
developed in partnership with Rangitane, which will embed our cultural and heritage story
into the fabric of the infrastructure created. Potential funding sources are also being
pursued to support some items that are outside of the allocated budget, with Mercury
Energy recently confirming sponsorship for the Bridge LED lighting work.

Work on a new ceiling, LED lighting and enhanced sprinkler protection system in Fly Palmy
Arena also progressed over the last quarter. Following lockdown, works were able to be
accelerated while events were limited, with the majority of works now able to be completed
by the end of August 2020.

o Victoria Esplanade: Park Road entrance options were workshopped with Elected Members,
and a final option selected to proceed to detailed design. Detailed design, resource
consent approval, tender documentation and building consent preparations were completed
over this quarter for the Bonsai/Lath house. Progress is now waiting on the outcome of
third party funding. Progress on temporary improvements to the Exotic Aviary were slowed

3
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due to Covid19 lockdown. Food preparation benches were installed but repairs to the
shelter and netting will now progress over the next quarter. Concept design for
replacement of the aviary will also progress next quarter, following a review by staff and
Massey University Wildbase team.

Manawatu River Shared Pathway (Ashhurst to City): Designs are underway, and a
Resource Consent with Horizons will be submitted when designs are completed, to build
another 1.5km of pathway from the end of Te Matai Road along the Manawatu River
towards Ashhurst. Negotiations to reach agreement for access across the remaining
landholding to connect to the existing pathway at Raukawa Road are continuing, with
access agreements critical to completing the link.

Te Apiti Biodiversity and Recreation: A Governance meeting was held in early May, with
the inaugural working group meeting in June to speed up and align the project work with
NZTA Te Ahua a Turanga processes.

Manawatu River Framework: The urban eels project was significantly progressed over the
quarter following lifting of lockdown, with final works completed during July culminating in
an official opening ceremony on 31st July. Turitea Pa site testing and design works
continued over the quarter, with detailed construction plans progressing over the next
quarter to enable fabrication of steel and construction from February 2021. The sale and
purchase agreement for the Manawatu Golf Club land was completed, and the accretion
application now underway. Lighting of the He Ara Kotahi and Fitzherbert Bridge lighting
loop will now be considered through the 10 Year Plan process.

Wastewater Treatment Plant Upgrade: Work on technical assessment of short-listed
options continued, and public consultation/stakeholder meetings occured throughout June
and early July. Feedback from consultation and outcomes of treatment solutions require a
further review options and associated assumptions in respect to growth, network
management and treatment technology. A revised project programme will be submitted to
the Project Steering Group in the next quarter, with multi-criteria analysis workshops
scheduled for late September/early October.

Strategic Transport: Collaboration is continuing with NZTA and KiwiRail on the regional
freight ringroad and Freight Hub projects. NZTA has shared with council a draft network
options report (programme business case) for our feedback. If approved by NZTA Board, it
will progress to a package of detailed business case work. Advocacy with government to
fast track funding outside the business case process is being worked on concurrently.
KiwiRail has announced its preferred site for the regional freight hub with general
consultation underway. A Notice of Requirement is expected to be lodged in the next
quarter. A resource consent application from was approved for a large distribution
warehouse within NEIZ.

Residential Growth Areas: Over the last quarter, Council’'s Whakarongo Subdivision
stormwater resource consent was submitted to Horizons, with staff continuing to work to
obtain a global consent for the entire Whakarongo growth area. Detailed design work is
progressing to enable tender preparation for contracted works and pre-sales. Two appeals
were lodged to the Enviornment Court on Plan Change C (Kikiwhenua) with a number of
submitters joining the appeals. The structure plan for Aokautere is being finalised and
preparations continued for a hearing to designate Abbey Road connection to Johnstone
Drive. A High Court injunction lodgeed to stop the Abbey Road designation was declined.

Stormwater: Aokautere Structure Plan layout changes required a revisit of the concept
design, and discussions are proposed over the next quarter with Horizons on proposed
stormwater management and erosion control plan. A draft programme and report for Hai
Manga Oranga | Toward Healthy Waterways progressed for submission by the end of July,
with the monitoring programme and implementaion plans being decided over the next
quarter. Whakarongo global consent pre-lodgement meeting with Horizons and lwi
consultation is in progress, with detailed design of the pond and supporting investigations
planned over the next quarter. A flood hazard model for Kakatangiata was completed, with
detailed modelling now awaiting progress on the development layout.
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e Water Supply: The Turitea Duplicate Water Main was delayed due to Covid19 lockdown,
with two bridge crossings now complete and 10% of the pipework installed. Pipework
installation will continue over the next quarter. Papaioea Park bore physical works,
including UV treatment, were completed with the commissioning and connection to the
network now underway. Progress on the Keith Street bore reservior is now dependent on
the purchase of land and addressing the issue of excessive sand production by the new
bore. Stage 2 of the Ashhurst rising main renewal (Hackett’s Road bore to Custom Street)
is 75% complete, with work programmed for completion over the next quarter. Construction
of the chemical treatment works for the final stage of the Railway Road bore is out to
tender. Discussions with KiwiRail are required to navigate the impact of the location of
Railway Road bore in relation to the proposed KiwiRail freight hub.

e Three Waters Service Delivery: Work commenced during May on the joint DIA funded
programme to develop a business case for a collaborative service delivery model across
councils in the Manawatu region. Concurrently to this work, in June, | joined a joint
central/local government steering committee that was established to work collaboratively on
a Three Waters Reform Programme, where governments starting intention is for publically
owned multi-regional models for water service delivery. A series of workshops across the
country are being held over July/August to discuss the first tranche of the reform
programme, to sign up to an MOU to investigate multi-regional models alongside a funding
agreement to enable councils to construct 3 water infrastructure improvements during the
next financial year. Over the next quarter, we will be reviewing and realigning our regional
business case work to this new national reform programme.

Organisational Transformation

While the Covid19 pandemic over the last quarter of the financial year provided uncertainty for our
city and residents and impacted on our financial and programme performance, we saw the
outcomes of the culture transformation we are striving for come to life across the organisation. Our
staff stepped up in extraordinary circumstances, and we are now identifying the lessons learnt from
this experience to ensure we embed the positive actions, remove barriers to success, and increase
our resilience moving forward.

| am looking forward to consolidating our work into next year, to ensure our organisation becomes
enablers for our city to grow economically, socially, culturally and environmentally.

Heather Shotter
Chief Executive Officer
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Financial Summary to Budget

The following table of operating financial performance and graphs are compared to revised budget.

Summary of Financial Performance 2019/20 $000's

Year to Date Variance Full Year Full Year
For the period to 30 June 2020 Actual Budget $000's %| Revised Annual

Budget Budget|

Operating revenue 33,338 29,119 4,219 14.5% 29,119 28,978
Rates 98,853 98,893 (40) (0.0%) 98,893 98,855
Total Revenue 132,192 128,012 41807 3.3%| 128,012 127,832
Operating Expenses 103,565 97,374 6,1 91)r (6.4%) 97,374 96,475
Interest 5,527 7,609 2,083"  27.4% 7,609 7,599
Total Expenses 109,092 104,984 (4108)" (3.9%)] 104,984 104,074
Operating Controllable Surplus /
(Deficit) 23,100 23,028 72 0.3% 23,028 23,759
Depreciation (37,292) (35,619) (1,673) (35,619) (35,619)
Non-operating revenue 12,735 15,293 (2,558) 15,293 15,293
Non-operating expenses (2,456) (1,998) (458) (1,998) (1,998)
Net Result (3,913) 704 (4,617) 704 1,435
Highlights:

Overall operating surplus was $72k favourable against revised budget.
At the end of February, was $2.7M favourable, but mostly due to Covid19 and the associated lockdown,
the surplus was unable to be sustained, reducing by $2.6M in the final 4 months of the year. $3.5M of
this reduction was due to operating revenue and expenses, offset by interest expense savings.
Some of the major impacts on operating revenue lost due to Covid19 included:
o Net loss of revenue for CET Arena ($540k) due to inability to run events as well as
issues with the liquidity of their ticket vendor.
o Military Tattoo revenue loss meaning existing expenses were unable to be offset as
anticipated (310k).
o Net loss of revenue for Conference and Function Centre due to inability run events
($215k).
o Aninability to fill vacancies in planning services led to increased use of consultants in
order to meet our statutory timeframes, reducing ($270k).
o Parking revenue due to not charging for parking through to the end of Queen’s
Birthday weekend ($515k).
o Commercial tenants weren’t charged in April and were charged only 50% in May
($70k).
Rates owing at year-end was 29% higher than at the same point last year, a $460k increase in the
amount receivable, affecting both rates and water debtors equally.
Some of the major impacts on operating expenses due to Covid19 included:
o Covid19 led to an increased level of service within Emergency Management, with
increased expenditure mostly associated with the welfare function. The bulk of this
($1.45M) was able to be reimbursed by central government, leaving $300k unable to
be claimed for reimbursement due to not being within the criteria (eg. staff related
costs, pre-lockdown expenses).
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o Cleaning products ($65k) and security (5200k) both were higher due to increased need
to secure and clean our facilities.
o Working through lockdown increased our staff leave liabilities, leading to the leave
liability of Council increasing by $850k from March — June, and $650k over the year.
This will be actively managed over the coming months.
o Some offsets to the increased expenses were made during those months in training
and travel ($135k), Council run events ($55k), Libraries ($140k).
Outside of Covid19 impacts, additional professional service expenses were required to assist with
timely completion of asset management planning for the long-term plan ($500k).
Net interest for the year was $2.1M favourable due lower interest rates and lower debt than budgeted.
Lower year-end debt was anticipated in the draft annual budget, but this expectation was further
lowered due to the impact of Covid19 due to the inability to complete capital works during lockdown.

M
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==g==\TD budget

Operating revenue o YTD actusl

(excluding rates
| /3

2

=
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MAR APR MAY JUN

Higher revenue comes from Dividends (Civic Financial Services and Airport paid based on previous
year performance), NZTA subsidies, Building Services, EOC Covid19 welfare government
reimbursement, mostly with higher associated expenses.
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Operating expenses

(excluding depreciation and interest)
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Higher expenses mainly associated with additional revenues noted above. Some additional costs
were also associated with the Covid19 response and asset management planning work.
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26.5M completed in 2019/20 compared to a revised budget of 57.7M and 35.0M in previous year.
46% of the capital new budget was completed, compared to 64% completed in previous year.
Previous year comparisons are skewed by major projects including He Ara Kotahi in previous year,
and the effect of Covid19 lockdown on 2019/20 completion. This is reflected in the level of carry

forward programmes requested.

The largest contributors that were scheduled to be further advanced by June 2020 that contribute to
the underspend include the Streets for People (2.8M), Papaioea Place Social Housing (2.8M) and CET

Arena upgrade (5.6M) programmes.
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26.7M completed compared to year to date budget of 29.7M and 23.3M in previous year.

90% of the capital renewal budget completed, compared to 90% completed at same point in
previous year.

Even with a larger renewal programme and 2 months of lockdown, 3.4M more renewal expenditure
was completed compared to the previous year and the same percentage of budget was achieved.
Numerous programmes contributed to the underspend with the most significant (over 250k) being
CAB Refurbishments, Water Pipe Replacements, Totara Road WWTP Replacement of Grit Removal
Systems, Totara Road WWTP Replacement of Inlet Pumps, and Changing Room Refurbishments.
There are further carry forwards requested to assist with the completion of the renewal programme
in 2020/21.
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e Actual 142.0M compared to revised budget of 172.2M. The adopted Annual Budget 2020/21

assumed an opening debt balance of 142.6M.

Borrowing 2019/20 $000's

Year to Date Variance Full Year Full Year
For the period to 30 | Actual Budget| $000's %| Revised Annual
June 2020 Budget Budget
Gross debt 1420 1722 30.2 17.5% 172.2 166.8
Cash investments - - - - - -
Net Debt 142.0 1722 30.2 17.5% 172.2 166.8

¢ Weighted average cost of borrowing estimated at 4.2% (budget cost of borrowing 5.2%).
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10 Year Plan Catalyst Projects Quarterly Update (as at 30 June 2020)

City Centre Transformation Catalyst Projects

What happened in the past
quarter

Alerts (if any)

What's Next

‘Streets for
People’ (City
Centre Streetscape
Plan and Redesign)

The project team has been
working through the Covid19
extension of time claim from the
Contractor. Progress on site has
moved at pace, with the main
feature being the footpath
“opened” for use by the public.
The ‘town hall’ meetings with the
local businesses have restarted
and have provided a forum for
issues to be raised that sit outside
of the Project. These issues
include re-routing of the buses,
skateboarding, beggars and
smoking. The Request for Interest
for the Design Services for all the
remaining stages of the Streets
for People Programme is currently
out to market.

The Streets for People
Programme has put
forward as one of the
‘Shovel Ready’ Projects
for Central Government
consideration.

The project will be completed in
the first week of August. The
final details that are to be
completed include the
installation of the furniture,
bins, tree and shrub planting.
Planning is currently underway
to organise a street party. A
workshop with the retailers is
planned to look at
opportunities for the retailers
to make the most of the
development that has occurred.
This will also set the scene for
the programme moving
forward.

Te Manawa 2025
Redevelopment/
Central Library

Draft brief completed for Te
Manawa and Library development
as part of the Civic/ Cultural
Precinct.

Finalise brief and update
Elected Members.

Central Energy
Trust Arena
Masterplan and
projects

Entrance Plaza, Pits Relocation,
and Southern & Western
Embankment: Humphries
Construction are well underway
with these projects and currently
running to programme schedule.
Ground works are well advanced
with in ground services being
installed. The phoenix palms have
been relocated to their new
positions in the Entrance Plaza.
The embankment has been carved
away and the foundations for the
new ablution and service area
have been poured.

The speedway pits area will be
operational for the start of the
2020 season on 24 October, the
new ablution block operational in
late November and the Entrance
Plaza to be fully completed in
March 2021.

Grandstand: The concept design
of the grandstand is still at design
freeze stage.

Resource Consent for
Embankment: (Minor
Risk) Change to resource
consent required but
changes are very minor.

Grandstand Funding:
Potential future
grandstand trust funding
sources continue to be
explored. The
grandstand was put
forward for
consideration as part of
the Provincial Growth
Fund in relation to
“shovel ready projects”.
This project is reliant on
external funding.

Entrance Plaza, Pits Relocation,
and Southern & Western
Embankment: Continuation of
construction works in line with
programme identified.
Monitoring and working
through variations to ensure
alignment with approved
budget.

Culture and Heritage input:
Further work will continue to
finalise Story telling aspects of
the design.

Embankment Resource
Consent: Continue to work
through Resource Consent
items.

Fly Palmy Arena (Arena

2): Works will continue in line
with construction programme
timelines.

13
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Administration/ Commercial
Building: This project is no longer
for consideration in the LTP.

Culture and Heritage

input: Further defining of items
and design have continued in
partnership with Rangitane. This
is essentially finalised and was
presented to Council in June.
Story telling detail is now being
done for key messaging and detail
of the design. Potential additional
funding sources are being
investigated and followed up to
support items outside of allocated
budget. Mercury and PNCC have
entered into an agreement where
Mercury are sponsoring the install
of the Bridge LED project.

Resource Consent for
Embankment: Consent alterations
are still being worked through in
relation to the embankment
project and urban planning design
considerations. There are

no concerns in this area.

Fly Palmy Arena (Arena 2): Work
on the two projects associated
with Fly Palmy Arena, the
installation of new ceiling, LED
lighting and enhanced sprinkler
protection system as well as the
replacement of cladding on the
front and back of the venue, has
continued over the past quarter.
Most works will be completed by
29 August when the venue is
required for a heavy season of
major events. Some finishing of
the projects will be undertaken
during windows available
between events.

Heritage
Protection
Package

Continue to assess applications
for grants. There has been an
increase in the number of
inquiries regarding the fund.

Many grant applicants
could not complete their
works due to Covid19.
This unused funding was
not rolled over and will
need to be reallocated in
2020/21.

Continue to promote the fund.

14
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Manawatu River Network Catalyst Projects

What happened in the past
quarter

Alerts (if any)

What's Next

Victoria Esplanade
Masterplan and
projects

Park Road entrance: Workshop
with Elected Members completed,
options developed, costs revised,
stakeholders consulted (including
User Group), Council approved
option to proceed into detailed
design.

Bonsai/lath House: Detailed
design completed. Resource
consent approved. Tender
documentation prepared. Funding
application made. Building
consent prepared.

Rose Garden/Camellia signage:
Design and costing completed.
Fabrication started.

Wayfinding strategy: First draft
report received from consultants.

Exotic aviary replacement design:
Concept options received and
reviewed with operational staff
and Massey University Wildbase
team.

Exotic aviary temporary
improvements: Food prep
benches installed and plumbed.
No progress on aviary steelwork
and mesh remediation due to
Covid19 and contractor workload.

Park Road entrance: As
per Council report some
risk of cost overrun vs
budget. Tender stage will
confirm cost.

Bonsai/lath: Progress will
depend on achieving 3"
party funding.

Park Road entrance: detailed
design and tendering. Report to
Council for tender approval.

Bonsai/lath House: Await
funding application decision.
Complete tender documents
and tender with proviso of 3"
party funding achieved.

Rose Garden/Camellia signage:
Complete install.

Wayfinding strategy: Review
draft strategy.

Exotic aviary replacement design:
Complete concept design and
rough order costing.

Exotic aviary temporary
improvements: Complete
scoped work on shelter and
netting repairs.

User Forum: Next quarterly
meeting.

Manawati River
Shared Pathway

Engineering designs are in
development to determine section

Negotiations with the
landowner adjacent to

Designs will be developed into
‘For construction’ drawings.

(Ashhurst to City) by section costs and requirements. | Raukawa Road have not
The resource consent
progressed as hoped. o ) .
The two landowners between Te application will be submitted to
. L A Proposals have been )
Matai Road and the Higgins Family Horizons.
made to place an
land have easement agreements )
that they are reviewin easement along the The tender documents will be
Y & boundary of their land, produced and PNCC will go to
PNCC officers have met with but they have not been market to select a contractor for
Horizons to discuss the accepted. the project.
requirements for a resource
consent. When the necessary
designs are produced this
application will be submitted.
Te Apiti Te Apiti Gorge Governance Next full governance meeting to
Biodiversity and Meeting held in early May. be held in August 2020. This will
Recreation In order to move planning work propose that the Masterplan is

along faster to keep up with NZTA
Te Ahu a Turanga processes an
officer level working group was
established and first meeting held
in June.

finalised by March 2021 and
that a working group be
established on using the old
Gorge Rd.

15
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Manawatu River
Framework (incl
Ahimate Park)

Cultural: The pou were installed
and opened. This project has been
completed.

Riverside Cycle activities:
Planning for this year underway.

Exercise Equipment: Exercise
equipment is still being adjusted
after the trial period to improve it.
Staff are currently doing design for
the coming year’s equipment.

New exercise equipment is being
developed.

Lighting Loop (He Ara Kotahi —
Fitzherbert Bridge): new design is
complete and currently being
priced.

Urban Eels: The work is complete
and the site will be officially
opened on 31 July.

Albert Street pattern and events
hard stand: Albert Street pattern
is now complete.

Manawatu Golf Club land
purchase: Sale and purchase
agreement is complete. Will begin
accretion application. (Currently
much of the land is not technically
“owned” by anyone because the
river has moved over time and the
boundaries shifted. This is called
“accretion”. Council will now apply
for the accretion which will result
in the boundaries shifting to the
current location of the river.)

Victoria Esplanade River
Entranceway: Detailed plans are
developed and the resource
consent application has been
accepted.

Turitea Pa site: results of testing is
back, and adjustments are being
made to the design.

Lighting Loop (He Ara
Kotahi — Fitzherbert
Bridge): Cost of lighting
Fitzherbert Bridge has
increased due to new
design.

Riverside Cycle activities: Will
work with track builders to
ensure a good surface is laid.

Exercise Equipment: Install the
equipment at the river.

Lighting Loop (He Ara Kotahi —
Fitzherbert Bridge): put costs to
AMP and 10YP for consideration
of additional amount.

Manawatu Golf Club land
purchase: Apply for accretion.

Victoria Esplanade River
Entranceway: Build
entranceway in September

Turitea Pa site: Adjust design
and develop detailed
construction plans. Begin
fabrication of steel in October
and construct site February —
April.

Te Motu o Poutoa

Meeting date set for the new Co-
management Committee.

Report written and to go to
Committee in July.

16
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Sustainable Growth Projects Catalyst Projects

What happened in the past quarter

Alerts (if any)

What's Next

Wastewater
Treatment Plant
Upgrade

Project Steering Group (PSG)
meetings occurred.

Work has continued on technical
assessment for the short-list options.
Deliverables includes:

- Finance options

- Treatment options

- Tradewaste modelling
- River modelling

Public consultation and stakeholder
meetings occurred throughout 2
June to 10 July.

Plan Change 2 Submission process
re-commenced post-Covid
lockdown.

Peer Review comments received on
all deliverables.

Due to the feedback
received from the
consultation process,
post-Covid as well as
outcomes of treatment
solutions, the options
require further review
and assumptions
challenged. Programme
requires review and
extension of decision to
early 2021.

Complete land ownership and
acquisition options report.

Peer Review comments to be
responded to and incorporated
into options review.

Treatment solutions requires
review and key assumptions in
aspects of growth, network
management and treatment
technology to be challenged.

PC2 Expert conferencing in
August with hearings in
October.

Project Team technical meeting.

Submit revised Project
Programme to PSG.

Multi-Criteria Analysis
Workshops to occurin late
September and early October.

Regional Ringroad,
Rail, Airport and
multi-modal
infrastructure to
enable Longburn
and NEIZ industrial
growth

NZTA has shared with Council a draft
network options report detailing the
preferred package of works for the
ring road. If the NZTA Board approve
this the next stage is a detailed
business case. We are also working
on coordinated advocacy to the
Government to fast track the
funding outside of the business case
process.

KiwiRail has announced the
preferred site for the Freight Hub
and is undertaking general
consultation. The Notice of
Requirement is expected to be
lodged in the third quarter of 2020.

Resource consent application
approved for large distribution
warehouse at the NEIZ
(Progressives).

Some landowners
concerned about the
impact of the Freight
Hub.

Continue to work with NZTA
and KiwiRail. Prepare to
advocate for the ring road
outside of the business case
process.

Infrastructure for
Residential
Growth:
Whakarongo,
Aokautere, City
West

Urban
Intensification,
Ashhurst

Whakarongo:

Resource consent was submitted,
and Officers continued to work
through this process with Horizons.

In conjunction with this, the creation
of detailed designs started ahead of
being able to go out to tender for
the contractor works as well as being
able to undertake pre-sales.

Whakarongo:
Council’s Stormwater
team is working with
Horizons to obtain a
global consent for
stormwater for the
entire Whakarongo
growth area.

Aokautere: High Court
injunction lodged to try
and stop Abbey Road

Whakarongo:
Continue with finalising detailed
design.

Kikiwhenua: Plan Change
mediation.

Aokautere: Finalise Plan
Change and report to Council.

17
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Kikiwhenua: Two appeals lodged on
Plan Change C decision and a
number of submitters have joined
the appeal. Process is now with the
Environment Court.

Aokautere: Finalising structure plan
and preparing for hearing on
designation to secure Abbey Road
connection to Johnstone Drive.

Kakatangiata: Technical analysis to
inform District Plan Change.

Ashhurst: Technical analysis to
inform District Plan Change.

Roxburgh Crescent: Technical
analysis to inform District Plan

Change.

Napier Road: Preparing for hearing.

designation was
declined.

Kakatangiata: Technical
analysis to inform District Plan
Change.

Ashhurst: Technical analysis to
inform District Plan Change.

Roxburgh Crescent: Finalise
Plan Change and report to
Council.

Napier Road: Schedule hearing
and appoint commissioners.

City-wide
Stormwater
Management

Aokautere: A revisit to the concept
design was undertaken in June to
suit the changes in layout (Structure
Plan)

Hai Manga Oranga | Towards
Healthy Waterways (HMO): A draft
programme and report to be
submitted before end of July 2020.

Whakarongo: Lodgement report is
being prepared, an application to be
lodged by end of July. Pre-
lodgement with meeting with
Horizons and lwi consultation is in
progress.

Stormwater Management
Framework: GHD (engineering
consultants) completed the Final
Draft of the Framework early May,
pending internal review and final
Consultation Workshop.

Kakatangiata: Flood Hazard model is
completed; next phase of detailed
modelling will await progress on the
development layout.

Stormwater Capital and Renewal:
The 2019/2020 budget is
programmed, with Hospital Line and
Churchill Ave being critical projects
for the year.

Whakarongo: Delay of 2
months in the overall
programme and date for
submission and
lodgement of consent as
the concept desigh was
delayed.

Aokautere stormwater: Meet
with Horizons to discuss the
proposed stormwater
management and erosion
control plan.

HMO: Decide on suitable
monitoring programme based
on the study and plan forward
implementation.

Whakarongo: Progress with
detailed design of the pond,
commissioning supporting
investigations i.e. geotechnical,
formal survey and treatment
design.

Stormwater Management
Framework: Conclude on final
draft and progress with
Stakeholder Consultation.

Stormwater Capital and
Renewal: Continue with this
year’s programmed works and
initiate design works for next
year’s physical works.

18
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City-wide Water
Supply, Source and
Storage
Development

Turitea Duplicate Water Main
project: Continuation of the laying of
pipe from Water Treatment Plant
(WTP) towards Ngahere Park
reservoirs. 2 bridge crossing
completed and 10% of the pipe
installed.

Papaioea Park bore: Final physical
works are being completed ahead of
commissioning and bringing the bore
into service. Installation of UV
treatment will future proof this site
for expected changes to the Drinking
Water Standards.

Keith Street bore reservoir:
Construction of a reservoir at this
site is dependent on the adjacent
landowner being willing to sell at a
reasonable price. Work is on hold
until options for addressing the issue
of excessive sand production by the
new bore.

Ashhurst mains: Stage 2 of the
Ashhurst rising main renewal which
comprises the pipe section of the
Hackett’s Road bore to Custom
Street is approximately 75%
complete. Work will continue into
2020/21.

Railway Road bore: The final stage
comprising construction of the
chemical treatment works including
the building has been tendered.
KiwiRail have been advised about
the work undertaken to construct a
bore on the corner of Railway Rd
and Roberts Line as well as a
reservoir, and the associated work
that is out to tender. Further
discussions will be had about the
future of this site.

The Railway Rd bore site
is strategic, and key to
providing water supply
to the North East
Industrial Zone and the
proposed KiwiRail
Freight Hub. The
proposed footprint of
the KiwiRail Hub has the
potential to impact on
the Railway bore site
and may require
relocation of the bore in
the longer term.

Turitea Duplicate Water Main
project: Continue with the
laying of pipe towards Ngahere
Park reservoirs with 50-60% of
the scope complete.

Papaioea Park bore:
Commission and connect to the
network.

Keith Street bore reservoir:
Identify alternative bore site for
advancing reservoir upgrade
ahead of Keith Street.

Ashhurst mains: Complete the
remainder of the Ashhurst
rising main Stage 2 renewal
early 2020/21.

Railway Road bore: Award
tender. Continue discussions
with KiwiRail about this site,
including what offsets may be
made if they require some or all
of this land.

Major Internal Projects

What happened in the past
quarter

Alerts (if any)

What's Next

Digital
Transformation

The Customer Experience (CX)
Improvement for Digital Channels
project continued to make
improvements to Council’s digital
services. Eg introducing surveys to
get quick customer feedback.

The Raising the Bar on Data
project carried out a stocktake of

The CX Team will run
stakeholder and customer
workshops in August 2020 in
order to describe the ideal
customer experience of ‘My
Council’ — a single online place
where customers can view their
payments and interactions with
Council.

1
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how the organisation collects,
manages and uses data to provide Implement improvements
its services. prioritised through the Raising

the Bar on Data project.

The Transformation Team Continue to build a common
presented a briefing on Smart understanding of what Council
Cities to Elected Members on 6 needs to do to better use and
June. Smart cities focus on using look after data in order to be a
technology and data to improve smarter city.
traffic flows, conserve energy,
gather community views, etc.

Three Waters Model | Co-funding with government on A series of workshops are being
the Manawatu region three waters co-ordinated during July/August
service delivery review work was 2020 by the central/local
confirmed by DIA on 4" May. government joint steering
Manawatu was one of only a few committee across the country to
regions to receive co-funding with discuss the first tranche in the
government. reform programme. This
Whanganui stepped back from this includes gn off.er tosign Hp toan

MOU to investigate multi-
next phase of work to take a ) )
R K ) regional models, alongside a
watching brief. Taranaki who are R -
) L X funding agreement and delivery
undertaking a similar study, will .
. ) plan to enable councils to
join the Manawatu region on the R
) construct 3 water infrastructure
next phase of work (phase 3), with . .
X . improvements during 2020/21.
a potential to continue to
implement a combined regional
P g Subject to signing of MOUs
approach. .
across the region, the scope of
The work commenced in May our Manawatu regional business
2020, with a briefing session (15% case work will need to be
May) held with 3Waters Managers reviewed and adjusted
from across the Manawatu region accordingly to align to the
to advise on the work completed intention for investigation of
to date and the next phase of publicly owned multi-regional
work, followed by a series of models for water service
workshops (commencing on 4™ delivery.
June) to develop a business case
for a collaborative service delivery Business Case development
model. work (Phase 3) that has
) - ) commenced could be re-scoped
During June 2020, a joint steering ) . R o P
. with delivery in a similar
committee between central and . ”
) timeframe (previously
local government was established o .
. anticipated for completion by
to work collaboratively on a Three October 2020)
Waters Reform Programme. The ctober ’
government has indicated a
starting intention for publicly
owned multi-regional models for
water service delivery.
20
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Supplementary Material for June 2020 Quarterly Report

v b WN

Groups of activities net result statement
Capital expenditure by funding source and Group of Activities
Capital expenditure by Programme (Programmes over $200,000)
Capital expenditure by Programme (Programmes under $200,000)
Financial Statements

a. Summary of financial performance

b. Statement of financial position

c. Statement of cash flows
Approved variations to Annual Budget
Personnel
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Attachment 1 — Groups of Activities Net Result Statement

Group of Activities Net Result Statement 2019/20 $000's
Year to Date Bud. Var. Full Year| Full Year
For the period to 30 June 2020 Actual Budget| $000's % Revised| Annual
Budget| Budget
Operating Result by Group of Activities
Innovative & Growing City (6,221) (6,087) (135) -2% (6,087)| (6,086)
Revenue 6,353 5,378 975 18% 5,378 5,237
Expenses 12,574 11,465 (1,109) -10% 11,465 11,324
Creative & Exciting City (21,262) (19,872) | (1,390) 7% (19,872) | (19,737)
Revenue 3,100 2,202 898 1% 2,202 2,202
Expenses 24,361 22,074 (2,287) -10% 22,074 21,939
Connected & Safe Community (12,889) (12,280) (609) -5% (12,280) | (12,303)
Revenue 6,472 5,169 1,303 25% 5,169 5,169
Expenses 19,361 17,449 (1,912) -11% 17,449 17,473
Eco-City (4,363) (4,820) 456 9% (4,820)| (4,820)
Revenue 3,254 2,748 506 18% 2,748 2,748
Expenses 7,617 7,567 (50) -1% 7,567 7,567
Transport (6,046) (7,630) 1,584 21% (7,630)| (7,630)
Revenue 7,533 7,583 (50) -1% 7,583 7,583
Expenses 13,579 15,213 1,635 1% 15,213 15,213
Water (4,270) (4,367) 97 2% (4,367) | (4,367)
Revenue 256 36 220 604% 36 36
Expenses 4,526 4,403 (123) -3% 4,403 4,403
Wastewater (6,230) (5,508) (722) -13% (5,508) | (5,038)
Revenue 1,208 1,298 (90) 7% 1,298 1,298
Expenses 7,438 6,806 (632) -9% 6,806 6,336
Stormwater (2751) (2,119) (632) -30% (2,119) | (2,119)
Revenue 9 2 6 292% 2 2
Expenses 2,760 2,121 (639) -30% 2,121 2,121
Driven & Enabling Council (6,195) (5,573) (621) -11% (5,573) | (5,398)
Revenue 5,154 4,702 452 10% 4,702 4,702
Expenses 11,349 10,275 (1,074) -10% 10,275 10,100
Group of Activities Controllable Surplus/ (Deficit) (70,227) (68,255)| (1,971) -3% (68,255)| (67,497)
Rates 98,853 98,893 (40) 0% 98,893 98,855
Net Interest (5,527) (7,609) 2,083 27% (7,609) (7,599)
Operating Controllable Surplus / (Deficit) 23,100 23,028 72 0% 23,028| 23,759
Depreciation (37,292) (35619) (1,673) -5% (35,619)] (35.619)
Non-operating revenue 12,735 15,293| (2,558) -17% 15,293 15,293
Non-operating expenses (2,456) (1,998) (458)  -100% (1,998) (1,998)
Net Result (3,913) 704| (4,617) " -656% 704 1,435
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Group of Activities Budget variance explanations (net $500k or more)

Creative and Exciting City is unfavourable due to net unfavourable revenues associated with CET
arena and the cancellation of the military tattoo.

Connected and Safe Community is unfavourable mainly due to additional Emergency Management
costs associated with Covid19. Most of these costs were recoverable from central government, but
pre-lockdown expenses and Council staff related costs were not.

Transport is favourable due to targeting work on maintenance that was able to claim for revenue
from NZTA operating subsidies, prioritisation of spending on capital renewals instead of minor
maintenance, and unbudgeted revenues from Horizons Regional Council.

Wastewater and Stormwater are unfavourable due to asset planning work completed in these
areas in preparation for the Asset Management Plan and Long-Term Plan.

Driven and Enabling Council is mainly unfavourable due to investment properties and the Civic
Administration Building. This was driven from reduced rent revenue due to offering relief to
tenants during lockdown, and increased expenses due to negotiation of building access at different
alert levels of Covid19 and higher cleaning requirements.
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Attachment 2 — Capital expenditure by funding source and Group of Activities

Capital Expenditure 2019/20 $000's
YTD Variance Full Year Full Year
For the period to 30 Actual Budget $000's % Revised Annual
June 2020 Budget Budget
Capital New 26,455 57,675 (31,220) (54.1%) 57,675 53,516
Funded by:
Borrowing 19,313 50,991 (31,678) " (62.1%) 50,991 46,833
External revenue 7,141 6,684 458 6.8% 6,684 6,684
Capital Renewal 26,688 29,654 (2,967) (10.0%) 29,654 28,297
Funded by:
Rates 18,964 22,104 (3,140) (14.2%) 22,104 22,104
External revenue 2,659 2614 45 1.7% 2,614 2,614
Three year averaging 3,579 3,579 - - 3,579 3,579
Borrowing 1,487 1,357 129 9.5% 1,357 -
TOTAL CAPITAL 53,143 87,329 (34,187) 87,329 81,813
Group of Activities - Capital Expenditure 2019/20 $000's
Year to Date Variance Full Year Full Year|
For the period to 30 June 2020 Actual Budget| $000's %| Revised Annual
Budget Budget
Capital New 26,455 57,675 (31,220) (54.1%) 57,675 53,516
Innovative & Growing City 91 54 37 68.9% 54 54
Creative & Exciting City 7,030 14,803 (7,773) (52.5%) 14,803 13,869
Connected & Safe Community 4,451 8,305 (3,855) (46.4%) 8,305 8,329
Eco-City 464 593 (129) (21.8%) 593 599
Transport 8,923 19,457 (10,535) (54.1%) 19,457 17,163
Water 2,927 8,123 (5,196) (64.0%) 8,123 7,277,
Wastewater 914 4,281 (3,367) (78.7%) 4,281 4,159
Stormwater 596 1,320 (724) (54.8%) 1,320 1,371
Driven & Enabling Council 1,058 737 321 43.5% 737 696
Capital Renewal 26,688 29,654 (2,967) (10.0%) 29,654 28,297
Innovative & Growing City 386 267 119 44.6% 267 262
Creative & Exciting City 6,991 7,420 (428) (5.8%) 7,420 7,430
Connected & Safe Community 1,942 2,577 (635) (24.6%) 2,577 2,206
Eco-City 513 509 4 0.7% 509 498
Transport 5,786 5,926 (140) (2.4%) 5,926 5,751
Water 3,794 4,541 (747)  (16.4%) 4,541 4,406
Wastewater 2,631 3,639 (1,008) (27.7%) 3,639 3,079
Stormwater 673 677 3) (0.5%) 677 677
Driven & Enabling Council 3,971 4,100 (129) (3.1%) 4,100 3,990

e Capital new spending on Driven and Enabling Council was over budget due to spending on new
equipment to support remote working during Covid19. Savings on this are reflected in the 2020/21
Annual Budget.
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Attachment 4 —Capital expenditure by Programme (programmes under $200,000)

The following table highlights spend against budget of the programmes with budgets less than

$200,000.

Activity-Programme Name YTD YTD Variance | Total
Actuals | Budget | ($000) Budget
$000 $000 $000

CAPITAL NEW
Active and Public Transport

114-City-wide - New Cycle Stands and Shelters
148-City-wide - Bus Stop Improvements

977-Manawatu River (Fitzherbert Bridge to Linton) -
Cycle/Pedestrian Pathway (subject to part external funding)
1039-Shared Path Connection - Riverside Drive to Railway Road

1155-City-wide - Street Seats

1216-City-wide - Additional Cycle Lanes( 1652-C/fwd - City-wide -
Additional Cycl )

1257-City-wide - Cycle Phases at Intersections( 1653-C/fwd - City-
wide - Cycle Phases at )

1352-Napier Road - Roberts Line to BUPA - Footpath link

1354-Walkways and Shared Paths - City Loop Wayfinding

1361-Turitea Road - Pedestrian Path/Steps( 1647-C/fwd - Turitea
Road - Pedestrian P )

1492-Wayfinding signage CBD area for key public institutions( 1654-
C/fwd - Wayfinding signage CBD area )

Active Community

95-Walkways and Shared Path - Construction

111-Neighbourhood Reserves - Roslyn - Edwards Pit Park
Development
158-Citywide - Safety Improvements to Reserves

160-Citywide - Improved Access to Reserves for Persons with
Disabilities

165-Outdoor Adventure Reserves - Arapuke Forest
Park/Kahuterawa Development

196-Caccia Birch - Lagoon Embankment Upgrade( 1649-C/fwd -
Caccia Birch - Lagoon Emban )

368-Central Energy Trust Wildbase Recovery Centre (subject to part
external funding)

558-Neighbourhood Reserves - Takaro - Oriana Reserve
Development

697-Clearview Reserve Development( 761-C/fwd - Clearview
Reserve Developmen )( 761-C/fwd - Clearview Reserve
Developmen )

967-Citywide - Edibles Planting

1081-City Reserves -Victoria Esplanade - Park Road Entrance and
Parking Reconfiguration
1097-Sportsfields - Drainage to Increased Capacity

1127-City Reserves - Victoria Esplanade - Bonsai House

1133-Sportsfields - Artificial Football Field (subject to part external
funding)
1175-Citywide - Shade Trees

1182-Citywide - Recreation spaces - Improved Lighting

1282-Panieri Park - Purchase of Adjacent Land( 1326-C/fwd -
Panieri Park - Purchase of )

1342-Fitzherbert Park - Cricket Ground Enhancements (subject to
part external funding)( 1609-C/fwd - Fitzherbert Park - Cricket )
1391-Urban Growth - City West South of Pioneer Highway -
Walkways Development( 1598-C/fwd - Urban Growth - City West So
)

$21
$73
($36)

$6
$16

$74
$53

$42
$39

$43
$2

$53

$3
$34

$3
$30

$8
$20

$141

$22
$76

$39
1
$104

$42

$31
$33
$81

$36

$72
$31

$35
$38

$39

$90

$15

$31

85
$41

$16
$110
$82

$10
$21
$40

$136

$74

$2
$3
$36

$33
(34)
$104

$42

$31
$33
$49

$36

(1)
($22)

($7)
($1)

($4)
$88
($53)
$15

$31

$2
$6

$12
$80
$82

$3
$1
$40

($5)

$74

$22
$76
$0

$39
$11
$104

$42

$31
$33
$81

$36

$72
$31

$35
$38

$39
$90

$0
$15

$31

$5
$41

$16
$110
$82

$10
$21
$40

$136

$74
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Activity-Programme Name Variance | Total
Actuals Budget ($000) Budget
$000 $000 $000

1408-City Reserves - CBD Reserves - Play Development
1411-Sportsfields - Skogland park Irrigation
1439-Culture/Heritage - Urban Eels Project Contribution
1454-City Reserves - Victoria Esplanade Development Plan
1523-Ashhurst Pool Enhancements

Active Public Space

1330-Placemaking Co-created Project
1476-City Centre Laneways Programme
Biodiversity and Sustainable Practices

1077-Citywide - Biodiversity Enhancement Through Native Planting

1451-Council Facilities LED Lighting Upgrades( 1582-C/fwd -
Council Facilities LED Ligh )
Commercial or Strategic Investments

245-Gordon Kear Forest - Development of Internal Roading

Connected Communities

107-Cemeteries - Kelvin Grove - Ash Plot developments and
Childrens area extension

133-Cemeteries - Kelvin Grove - New Burial Sections Footpaths and
Roading Extension

147-Cemeteries - Kelvin Grove, Ashhurst and Bunnythorpe - New
Burial Berms

Corporate Support

60-Information Management Strategic Plan Project - New Software
Applications
1187-PNCC Website Customisation

Economic Development

1535-City-Wide - Campervan Dump Stations
Leadership

1188-Land Use Monitoring( 1594-C/fwd - Land Use
Monitoring(DRAFT P )( 1594-C/fwd - Land Use Monitoring )
Roading

163-City-wide - New Street Tree Planting

167-Urban Growth - Whakarongo - James Line Upgrade - Stage 4(
1651-C/fwd - Urban Growth - Whakarongo - )
201-City-wide - Roading Subdivision Contributions

324-Park Road / Cook Street - Intersection Upgrade

684-Longburn Rongotea Road/No. 1 Line Intersection - Safety
Upgrade
719-College Street - Implementation Plan for Transport Upgrade

829-City-wide - Undergrounding of Power and Telecom Cables(
713-Cffwd - City-wide - Undergrounding o )
1007-Urban Growth - Whakarongo - Internal Roads

1086-City-wide - Street Lighting Upgrade to Current LEDs( 1274-
C/fwd - City Wide - Street Lighting )

1615-City Wide - Parking and Traffic Signs and Marking( 1674-
C/fwd - City Wide - Parking and Tra )

Rubbish and Recycling

506-City Wide Public Space Rubbish & Recycling Bins

657-Recycling - City Wide Wheelie Bins and Crates to Additional
Properties
721-Awapuni Landfill - Landscaping

$93
$201
$11
$84

$24
$41

$7
$155

$14

$16
$2
$40

$712

$16

$91

$88
$156

$0
$3
$27

$15
$28

$112

$7

$41
$60

$9

$61
$151
$71
$85

$22
$184

$21
$121

$14

$46
$46

$23

$106

$42

$54

$75

$90
$175

$170
$41
$102

$92
$26

$153
$160

$75

$40
$57

$17

($32)
($50)
$61
$1

($2)
$142

$14
($34)

$0

$30
$44

($17)

($606)

$25

($37)

$75

$2
$19

$169
$38
$75

$77
($2)

$153
$48

$68

($1)
($2)

$8

$61
$151
$71
$85

$22
$184

$21
$121

$14

$46
$46

$23

$106

$42

$54

$75

$90
$175

$170
$41
$102

$92
$26

$153
$160

$75

$40
$57

$17
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Activity-Programme Name YTD YTD Variance | Total
Actuals | Budget | ($000) Budget
$000 $000 $000

1371-Closed Landfills and Transfer Stations - Site Infrastructure( $84 $179 $95 $179

1600-C/fwd - Closed Landfills and Transf )

1373-City Wide Public Recycling Facilities( 1601-C/fwd - City Wide $88 $123 $35 $123

Public Recycling )

1410-Recycling - Recycling Bins and Crates to Non Residential $21 $34 $13 $34

Properties

Stormwater

51-City-wide - Stormwater Subdivision Contributions $40 $51 $12 $51

Wastewater

73-City-wide - Wastewater Subdivision Contributions $11 $103 $91 $103

1055-Urban Growth - City West - Installation of Wastewater - $50 $50 $50

Systems( 1597-C/fwd - Urban Growth - City West - )

Water

592-Turitea Water Treatment Plant - Sludge Handling and Disposal $12 $17 $6 $17

Improvements

593-Water Safety and Security Mitigation $46 $61 $15 $61

1054-Ashhurst Water Treatment to Address the Discoloured Water - $103 $103 $103

Issues

1057-Turitea Dams - Installation of Dewatering Systems on the - $46 $46 $46

Turitea Upper and Lower Dams

1170-Urban Growth - City West - Installation of Water Supply - $100 $100 $100

Systems

1388-Citywide Water Conservation Management - New pressure $28 $163 $134 $163

zone and District Meter Area Implementation( 1663-C/fwd - Citywide
Water Conservation )
1607-Water Safety and Security Mitigation $80 $140 $60 $140

CAPITAL RENEWAL

Active and Public Transport

181-City-wide - Bus Shelter Upgrades and Replacements $32 $35 $3 $35
648-City-wide - Replacement of Deteriorating Cycle Stands $12 $11 $1) $11
Active Community

174-Citywide - Replacement of Furniture on Reserves $120 $126 $6 $126
177-Citywide - Replacement of Gardens on Reserves $25 $32 $7 $32
184-Walkways and Shared Paths - Refurbishments and $59 $47 ($12) $47
Replacements

190-Citywide - Replacement of Trees on Reserves $6 $13 $7 $13
194-Citywide - Renewal of Bridges on Reserves $52 $48 ($5) $48
195-Citywide - Renewal of Hardsurface Areas on Reserves $145 $142 ($3) $142
254-City-wide - Sportsfield Carpark and Hardsurface Area $43 $39 ($3) $39
Resurfacing

257-Sportsfields and Outdoor courts - $16 $48 $32 $48
Fitzherbert/Manawaroa/Ongley Parks - Cricket Block Replacements

258-Citywide - Refurbishment and Replacement of Boundary $45 $47 $1 $47
Fences on Reserves

264-Sportsfields and Outdoor Courts - Memorial Park - Sand Carpet $180 $141 ($39) $141
Replacement

269-Sportsfields and Outdoor Courts - Vautier Park - Synthetic $45 $46 $1 $46
Court Refurbishments (Plexipave)

565-City Reserves -The Square - Events Quadrant Resurface and $14 $16 $2 $16
Drainage

598-Aquatics - Freyberg Community Pool - Asset Renewals $24 $20 ($3) $20
819-Central Energy Trust Arena - Replacement of Equipment $45 $45 $0 $45
1406-City Reserves - The Square - Te Marae O Hine - Pouwhenua $201 $190 ($11) $190

Replacement
Active Public Space
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Activity-Programme Name Variance | Total
Actuals Budget ($000) Budget
$000 $000 $000

1496-Replacement of Street Flags
Arts, Culture and Heritage

1144-Manawatu Heritage (Archives Digital Repository) Renewal
Commercial or Strategic Investments

80-Council's Plant and Equipment - Replacement
85-Council's Depot Buildings and Structures
Connected Communities

37-Cemeteries - Terrace End - Site Enhancements

180-Social Housing - Citywide - Community Housing
Refurbishments

186-Public Toilets - Refurbishments and Replacements

203-Interior Design of Community Libraries, Youth Space, and
Mobile Library( 1670-C/fwd - Interior Design of Communit )
265-Citywide - Community Centre Refurbishments

278-Cemeteries - Kelvin Grove - Roading and Footpath
Refurbishment

1120-Ashhurst and Te Patikitiki Community Library Renewals(
1668-C/fwd - Ashhurst and Te Patikitiki )

1138-Digital Technology to Support 21st Century Citizens and
Service (Renewal)

1139-Radio Frequency Identification (RFID) Materials Management(
1669-C/fwd - Radio Frequency ldentificat )

1151-City Libraries - Building Security System Renewal( 1592-C/fwd
- City Libraries - Building S )

1291-Library Roof and HVAC Replacement( 594-C/fwd - Seismically
brace the HVAC p )

Corporate Support

58-Network Additions and Upgrades

68-Aerial Photography

86-Council Wide - Furniture Replacements

221-Print Synergy - Replacement of Print Synergy Machinery
272-Staff Cafeteria - Replacement of Equipment
318-Telecommunications Replacement - Council Buildings

755-Replacement of Parking Enforcement Hand Helds and
iPhones( 1590-C/fwd - Replacement of Parking Enfo )
784-Replacement of Council's Photocopiers/Printers( 1672-C/fwd -
Replacement of Council's Ph )

Economic Development

251-Conference & Function Centre - Replacement of Equipment
270-Investment Properties - Holiday Park - Renewals
664-Conference & Function Centre - Renewals

1166-Conference & Function Centre - Equipment Purchases

Roading

74-City-wide - Street Light Replacements

82-City-wide - Off Street Parking Resurfacing, Remarking and
Signage Replacement
155-City-wide - Street Tree Replacements

1443-City-wide - Road Drainage Replacements (Unsubsidised)
Rubbish and Recycling
185-Closed Landfills and Transfer Stations - Site Infrastructure

Renewals
612-Recycling - City Wide Wheelie Bin and Crate Renewals

$23

$10

$169
$108

$153

$69

$136
$102

$45
$58
$101
$113

$168

$56

$340

$6
$121
$28

$157

$36
$220
$53
$77

$115
$9

$138
$13

$85

$60

$23

$10

$170
$67

$9
$163

$80
$33

$155
$87

$73
$51
$102
$50

$168

$42
$85
$160
$11
$6
$102
$55

$147

$36
$144
$10
$77

$138
$10

$123
$51

$89

$50

$0
($40)

$9
$9

$10
$33

$20
($16)

$28
(87)
$1
($63)
($0)

($14)
$85
($179)
$11
$0
($19)
$27

($10)

($0)
($76)
($43)

(30)

$23
$2

($15)
$38

$5
($10)

$23

$10

$170
$67

$9
$163

$80
$33

$155
$87

$73
$51
$102
$50

$168

$42
$85
$160
$11
$6
$102
$55

$147

$36
$144
$10
$77

$138
$10

$123
$51

$89

$50
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Activity-Programme Name YTD YTD Variance | Total
Actuals | Budget | ($000) Budget
$000 $000 $000

1368-City Wide Public Space Rubbish & Recycling Bins Renewals $15 $15 ($0) $15
1374-City Wide Public Recycling Facilitites Renewals $8 $8 - $8
Safe Communities

40-Noise Measuring Equipment for Noise Complaints - Rolling $29 $44 $15 $44
Replacement

1269-Bylaw Signage - Replacement $2 $6 $4 $6
1512-CCTV replacements $40 $31 ($9) $31
Stormwater

20-City-wide - Stormwater Pump Station Renewals $63 $72 $9 $72
Wastewater

1056-Totara Road Wastewater Treatment Plant - Replacement of $61 $60 ($1) $60
Inlet Screens (Renewal)( 1555-C/fwd - Totara Road Wastewater

Trea )

1067-Totara Road Wastewater Treatment Plant - Replacement of $51 $46 ($5) $46
Security Fence and Gate( 1587-C/fwd - Totara Road Wastewater

Trea)

1351-Eastern Trunk Main - Hokowhitu Campus Renewal - $142 $142 $142
1379-Maxwell's Line 825 Wastewater Trunk Main Renewal - - - $0
1380-Totara Rd WWTP - Biogas Generator Major Overhauls( 1586- $33 $86 $53 $86

C/fwd - Totara Rd WWTP - Biogas Gen )( 1586-C/fwd - Totara Rd
WWTP - Biogas Gen )
Water

1063-Turitea Water Treatment Plant - Replacement of SCADA $30 $101 $71 $101
System Hardware and Software

The following programmes with budgets of under $200k had expenditure in excess of $200k. Below is the
commentary relating to them:

e 1439-Culture/Heritage - Urban Eels Project Contribution:

e 60-Information Management Strategic Plan Project - New Software Applications:
e 1406-City Reserves - The Square - Te Marae O Hine - Pouwhenua Replacement

e 86-Council Wide - Furniture Replacements

e 270-Investment Properties - Holiday Park - Renewals
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Attachment 5 — Financial Statements

Palmerston North City Council
Summary of Financial Performance
For the period to 30 June 2020

Year to Date Full Year
Actual Budget Actuall]] Revised Annual
Prior Year| Budget Budget
" $000” $000”  soool[ s000”  $000
OPERATING REVENUE
Rates revenue 98,853 98,893 95,309 98,893 98,855
Interest and dividends 1,042 567 930 567 567
Other revenue 28,948 29,292 28,591 29,292 29,101
Operating subsidies and grants 3,580 3,272 3,740 3,272 3,322
TOTAL OPERATING REVENUE 132,433 132,024 128,570|( 132,024 131,844
CAPITAL REVENUE
Capital subsidies and grants 6,808 7,822 11,007 7,822 7,822
Development contributions 2,992 1,476 1,776 1,476 1,476
Vested assets 2,841 2,000 1,714 2,000 2,000
TOTAL CAPITAL REVENUE 12,641 11,298 14,497 11,298 11,298
TOTAL REVENUE 145,073 143,322 143,068 143,322 143,142
EXPENSES
Employee remuneration 47,462 45,785 43,725 45,785 45,505
Elected member remuneration 975 1,013 949 1,013 1,013
Depreciation and amortisation i 37,292 35,619 33,183 35,619 35,619
Interest 5,635 7,626 6,019 7,626 7,616
Professional service costs 13,125 10,964 13,500 10,964 10,381
Other expenses 44,597 41,610 43,361 41,610 41,573
TOTAL EXPENSES 148,986 142,618 140,736| 142,618 141,708
NET SURPLUS/(DEFICIT) BEFORE TAX (3,913) 704 2,331 704 1,435
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Palmerston North City Council

Statement of Financial Position

as at 30 June 2020

Current Assets

Cash & Short Term Deposits
Trade and other receivables
Inventory

Total Current Assets

Non-Current Assets
Property, plant and equipment
Inventory-Non-current
Intangible Assets

Biological Assets

Investment Properties
Investments & Advance

Total Non-Current Assets

Total Assets

Current Liabilities

Trade and other payables
Provisions

Cumrent Employee Entitlements
Current Portion - Term Liab
Derivative financial instruments
Total Current Liabilities

Non-Current Liabilities
Provisions

Term Employee Entitlements
Term Liabilities

Derivative financial instruments
Total Non-Current Liabilities

Total Liabilities
Assets less Liabilities
Public Equity
Retained earnings

Other reseres
Total Public Equity

2019/20

as at 30 June 2020 Full Year]| As at 30 June 2019
Actual| YTD Rev Budget Rev Budget Actual
$000s| $000s| $000: $000s|
2,039 2,671 2,671 2,671
12,845 9,817 9,817 9,845
386 348 348 348
15,270 12,835 12,835 12,863
1,802,981 1,746,200 1,746,200 1,658,782
5,104 3,420 3,420 é 4,984
1,246 1,337 1,337 1,337
1,419 897 897 1,300
5,335 5,335 5,335 5,335
13,141 12,876 12,876 12,876
1,829,227 1,770,066 1,770,066 1,684,614
1,844,496 1,782,901 1,782,901 1,697,477,
22,968' 21,341 21,341 21,341
755 1,258| 1,258 1,258

6,521 5,528 5,528 5,528
20,000 10,000 10,000 10,000
2,925 2,551 2,551 2,551
53,169 40,678 40,678 40,678|
631 665 665 665
1,298 1,131 1,131 1,131
122,000 162,212 162,212 111,200
11,636 9,416 9,416 9,416
135,565 173,424 173,424 122,412
188,734 214,102 214,102 163,090
1,655,762 1,568,800 1,568,800 1,534,387
1,018,471 1,050,119 1,050,119 1,049,414
637,291 518,681 518,681 484,973
1,655,762 1,568,800 1,568,800 1,534,387

Page |120



Palmerston North City Council
Statement of Cash Flows
For the period to 30 June 2020

Year to Date Full Year
Actual Revised Revised  Annual
Budget Budget Budget
Cash Flows From Operating Activites
Receipts from rates revenues 97,994 98,893' 98,893 98,855
Interest received 8 17 17 17
Dividends received i 1,035 550( 550 550
Operating subsidies and grants 3,419 3,272' 3,272 3,322
Receipts from other revenue i 27,143 25,297' 25,297 25,106
Capital subsidies and grants 6,808 7,822' 7,822 7,822
Dewelopment contributions 2,992 1,476' 1,476 1,476
Receipts from tax losses - I - -
Interest paid (5,535) (7,626) i (7,626) (7,616)
Payments to suppliers and employees (103,281) " (95,782) " (95,782) " (94,911)
Goods and Senices Tax (net) 374 -l - -
Net Cash From Operating Activities 30,957 33,919 33,919 34,621
Cash Flows From Investing Activities
Proceeds from sale of property 74 1,997 1,997 1,997
Proceeds from sale of biological assets - 402' 402 402
Purchase of property, plant and equipment - new (25,665) (60,333) f (60,333)  (55,221)
Purchase of property, plant and equipment - renewal (26,798) (26,996) f (26,996)  (26,592)
Net other advances repayment received/(made) = u - -
Net increase in investments - I - -
Net Cash From Investing Activities (52,389) (84,930) (84,930) (79,414)
Cash Flows From Financing Activities
Investment fund reductions - I - -
Net borrowing proceeds/(repaid) 20,800 51,012' 51,012 44,792
Repayment of borrowings - I - -
Repayment of leases - I - -
Net Cash From Financing Activities 20,800 51,012 51,012 44,792
Net Increase/(decrease) (632) 1 1 (1)
Cash at beginning of year 2,671 2,671 2,671 1,279
Cash at Month End 2,039 2,672 2,672 1,278
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Attachment 7 — Approved variations to Annual Budget

After the 2019/20 Annual Budget was approved, the following changes were authorised by Council.

These also impacted the debt levels.

Operating $000
Annual Budget Net Surplus/(Deficit) Before Tax 1,435
Changes authorised by Council:
Additional consultancy budget to deliver a District Plan Change to (125)
rezone the balance of the Kakatangiata area from Rural to
Residential to assist with meeting increased housing demand
within the City. This work will be undertaken in collaboration with
key landowners, in particular Pioneer City West Limited.
Capital grant to Regent Theatre for sound system replacement (135)
Proposed City Centre Business Improvement District (348,000 0
unbudgeted expenditure - note that the Chief Executive will seek to
absorb within existing budgets)
Technical work and marketing and communications input scoping (471)
for the BPO Project
Revised Budget Net Surplus/(Deficit) Before Tax 704
Capital Expenditure Programme $000
Annual Budget total capital expenditure 81,814
Changes authorised by Council:
Adjust budget carry forwards to actual 4,064
719-College Street - Implementation plan 92
for Transport Upgrade
1183-Stoney Creek Road (School) Safety 400
Upgrade
1068-Totara Road Wastewater Treatment 404
Plant - Replacement of Inlet Pumps
1615-City Wide - Parking and Traffic 75
Signs and Marking
1623-College Street Upgrade Parking 480
Mitigation
Movement of $619,601 from 1514-CET 0
Arena Manawatu Commercial Building to
Arena Development Programme budgets
Annual Budget total capital expenditure 87,329
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Variations to Annual Budgets approved by Chief Executive

The Delegations Manual provides that the Chief Executive may approve transfers of budgets
where this will best achieve the outcome intended and savings can be made to offset the
authorised increase. Where the amounts authorised cross activities, these are required to be

reported quarterly to the Finance and Performance Committee.

Operating

Budget change

Activity

$000

Staff budget transfer from Corporate
Support to Leadership for speech
writer

Corporate Support: 32
Leadership: (32)

Budget transfer from Connected
Communities to Leadership for Maori
Advisory

Connected Communities: 24
Leadership: (24)

Staff budget transfer from Commercial
or Strategic Investments to Roading
due to internal restructure

Commercial or Strategic Investments: 51
Roading (51)

Corporate Support offsetting increase
in both revenue and expenses due to
Warm up Palmy

Corporate Support: 38 Revenue
Corporate Support: (28) Expense
Net Interest (10) Expense

Economic Development offseting
increase in both revenue and

Economic Development: 141 Revenue
Economic Development: (141) Expense

expenses due to i-site being brought
inhouse.

Budget Transfer from Roading to
Leadership for strategy and policy
functions of Transport and
Infrastructure.

Roading: 50

Leadership: (50)

Capital Expenditure Budget | Variation
$000 $000

Capital New

57-Manawatu River - Downstream Pedestrian/Cycle Bridge

Construction (subject to part external funding) 220 (181)

167-Urban Growth - Whakarongo - James Line Upgrade - Stage 4 175 (140)

235-Manawatu River (Ashhurst to Riverside Drive) -

Cycle/Pedestrian Pathway 456 32

593-Water Safety and Security Mitigation 61 240

829-City-wide - Undergrounding of Power and Telecom Cables 26 40

1043-Totara Road Wastewater Treatment Plant - Inlet Main

Duplication 1,119 200

1048-Totara Road Wastewater Treatment Plant - Construction of

New Food Waste Facilities 436 30

1086-City-wide - Street Lighting Upgrade to Current LEDs 160 89

1358-Footpath extensions city wide 745 35

1361-Turitea Road - Pedestrian Path/Steps 8l (242)

1371-Closed Landfills and Transfer Stations - Site Infrastructure 179 (193)

1373-City Wide Public Recycling Facilities 123 (151)

1381-Totara Rd WWTP - Biogas Generator Exhaust Heat Recovery 0 170

1382-Totara Rd WWTP - Emergency Bypass Upgrades 0 60

1385-Water Telemetry Disaster Resilience Additional Microwave

Link 334 (124)

1388-Citywide Water Conservation Management - New pressure

zone and District Meter Area Implementation 163 50
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1410-Recycling - Recycling Bins and Crates to Non Residential

Properties 34 (68)
1444-Shared path resilience improvements - Limestone to

concrete 203 286
1488-Seal extension Rural Unsealed Road 443 75
1578-Monrad Pencarrow Roundabout installation 936 130
57-Manawatu River - Downstream Pedestrian/Cycle Bridge

Construction (subject to part external funding) 220 (200)
167-Urban Growth - Whakarongo - James Line Upgrade - Stage 4 175 20
235-Manawatu River (Ashhurst to Riverside Drive) -

Cycle/Pedestrian Pathway 456 10
593-Water Safety and Security Mitigation 61 40
829-City-wide - Undergrounding of Power and Telecom Cables 26 (218)
1043-Totara Road Wastewater Treatment Plant - Inlet Main

Duplication 1,119 (181)
1048-Totara Road Wastewater Treatment Plant - Construction of

New Food Waste Facilities 436 (240)
1086-City-wide - Street Lighting Upgrade to Current LEDs 160 110
1358-Footpath extensions city wide 745 32
1361-Turitea Road - Pedestrian Path/Steps 81 240
1371-Closed Landfills and Transfer Stations - Site Infrastructure 179 40
1373-City Wide Public Recycling Facilities 123 200
1381-Totara Rd WWTP - Biogas Generator Exhaust Heat Recovery 0 30
1382-Totara Rd WWTP - Emergency Bypass Upgrades 0 89
1385-Water Telemetry Disaster Resilience Additional Microwave

Link 334 35
1388-Citywide Water Conservation Management - New pressure

zone and District Meter Area Implementation 163 (242)
1410-Recycling - Recycling Bins and Crates to Non Residential

Properties 34 (193)
1444-Shared path resilience improvements - Limestone to

concrete 203 (151)
1488-Seal extension Rural Unsealed Road 443 170
1578-Monrad Pencarrow Roundabout installation 936 60
Capital Renewal

54-City-wide - Wastewater Pipe Renewal 1,744 (101)
64-City-wide - Footpath Renewals and Replacements 1,150 150
65-City-wide - Wastewater Pump Station Renewal 310 10
155-City-wide - Street Tree Replacements 123 62
162-City-wide - Vehicle Crossing Replacements 341 (150)
179-Totara Road Wastewater Treatment Plant - Minor

Equipment Renewals 462 200
214-City-wide - Water Toby and Meter Replacements 310 135
743-Railway Road - Culvert Renewal 0 (55)
1067-Totara Road Wastewater Treatment Plant - Replacement of

Security Fence and Gate 46 46
1068-Totara Road Wastewater Treatment Plant - Replacement of

Inlet Pumps 473 32
1351-Eastern Trunk Main - Hokowhitu Campus Renewal 142 (130)
1379-Maxwell's Line 825 Wastewater Trunk Main Renewal 0 (272)
1380-Totara Rd WWTP - Biogas Generator Major Overhauls 86 73
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Attachment 8 — Personnel

FTE Count Across Council — As at June 2020
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Over the last 2 years, we have embarked on a major transformation programme, positioning the

organisation to realise Council’s vision of “Small City Benefits, Big City Ambition”.

We have introduced new talent and capability across all areas of our organisation to meet the
Council's goal as a driven and enabling Council. Consequently, we are delivering more

infrastructure projects to achieve our vision, important and significant events and new

communication initiatives to enhance our reputation as a City, and meeting the increased demand
in our regulatory and building services.

In addition to some new positions in line with this process, we have filled a number of vacancies
over the period.
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Revision to capital programme carry forward budgets requested

As part of the adoption of the Annual Budget 2020/21, estimates for budgets to be carried forward from 2019/20
were included, totalling $17.6M. These were based on the anticipated works that were considered to be unable to
be completed by year end that were considered still needing to progress in 2020/21, with Covid19 being a major

factor in many of these.

With the 2019/20 financial year now complete, a more complete picture of carry forward requirements has now

been analysed, and a revised carry forward budget of $21.5M is requested, with an increase of $384k of capital

revenue also requested to be added to the budget.

The changes to carry forward requested have been broken down into 4 categories:

e Increases to existing carry forward (Table 1)
e Decreases to existing carry forward (Table 2)

e New carry forwards with existing commitments (Table 3) (eg. existing contracts). These were mostly

expected to be completed before 30 June, and there is an expectation that the works on the carry forward
portion will be completed inside the first quarter of the financial year.
e New carry forwards with no current commitment (Table 4), with work still required to be completed. The

reasons for these being required are varied, and are outlined by programme

The breakdown of how this impacts the carry forward is outlined below, and the detail regarding these numbers is

shown by programme in the tables following:

Annual Budget

New Renewal | Total
$000 $000 $000
Carry forward capital included in 2020/21 14,719 2,909 17,628

2020/21 Annual Budget:

Adjustments to existing carry forwards for those programmes included in the

- Increases to budget

2,314

265

2,579

- Reductions to budget

-1,864

-736

-2,600

Additional carry forward required for programmes unable to be completed by 30

June 2020:

- Works with existing commitments 2,084 387 2,471
- Works without existing commitments 1,231 142 1,373
Total change to carry forward budgets 3,765 57 3,822
Total to be carried forward to 2020/21 18,484 2,966 21,450

Contained within these are programmes that are applicable for NZTA subsidies, as well as other capital grants to
totalling $384k in capital revenue, made up of $284k NZTA subsidies and $100k capital grant from Mercury Energy.
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Table 1. Increase to existing carry forwards

Programme Annual Requested | Change in
Budget Carry Carry
2020/21 | Forward Forward
Carry Amount Requested
Forward
Capital New
Central Energy Trust Arena Manawatu Programmes (1082, 1083, 1534) 4,375 4,689 314
1219-Social Housing - Papaioea Stage 2 1,474 1,702 227
1358-Footpath extensions city wide 85 383 298
1361-Turitea Road - Pedestrian Path/Steps 26 49 23
1388-Citywide Water Conservation Management - New pressure zone and 60 134 74
District Meter Area Implementation
1440-Cuba Street urban streetscape improvements - Rangitikei to George Street | 605 620 14
1444-Shared path resilience improvements - Limestone to concrete 50 160 110
1578-Monrad Pencarrow Roundabout installation 600 834 234
1623-College Street Upgrade Parking Mitigation 180 353 173
279-City-wide - Minor Road Safety Improvements 100 250 150
636-Aokautere Drive Pedestrian Cycle Improvements 209 257 48
651-City-wide - Seismic Strengthening of Water Structures 447 471 24
902-Property - Seismic Strengthening of Council Owned Buildings 361 439 78
91-Turitea Water Treatment Plant - Construction of Duplicate Water Pipeline 1,000 1,546 546
from Lower Dam to Harts Road Reservoirs
Capital New Total 9,572 11,886 2,314
Capital Renewal
1059-Totara Road Wastewater Treatment Plant - Replacement of Grit Removal 268 315 47
Systems
1108-Cultural/Heritage Reserve - Hokowhitu Lagoon - Bank Renewal 131 158 27
207-Turitea Water Treatment Plant - Equipment and Facility Renewals 40 78 38
213-Cultural Facilities - Replacement of Structures, Internal Fit Out and Services 105 200 95
234-Sportsfields and Outdoor Courts - Changing Room Refurbishments 200 258 58
Capital Renewal Total 744 1,009 265
Total increase in existing carry forwards 10,316 12,895 2,579
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Table 2. Reduction or no change in existing carry forwards

Programmes Annual Requested | Change in
Budget Carry Carry
2020/21 | Forward Forward
Carry Amount Requested
Forward
Capital New
1043-Totara Road Wastewater Treatment Plant - Inlet Main Duplication 500 500 0
1048-Totara Road Wastewater Treatment Plant - Construction of New 110 73 (37)
Food Waste Facilities
1074-Totara Road Wastewater Treatment Plant - Earthquake 600 600 0
Strengthening of Civil Structures
1188-Land Use Monitoring 75 0 (75)
1216-City-wide - Additional Cycle Lanes 104 0 (104)
1257-City-wide - Cycle Phases at Intersections 42 0 (42)
1357-Urban Growth - Ashhurst - Reserve Land Purchase 396 0 (396)
1362-Roberts/Railway Road North Intersection Safety Realignment 300 293 (7)
1385-Water Telemetry Disaster Resilience Additional Microwave Link 131 129 (1)
1413-Bunnythorpe Community Facility 921 894 (28)
1492-Wayfinding signage CBD area for key public institutions 36 0 (36)
1559-Urban Cycle Network Development 500 285 (215)
1615-City Wide - Parking and Traffic Signs and Marking 35 0 (35)
167-Urban Growth - Whakarongo - James Line Upgrade - Stage 4 43 19 (25)
196-Caccia Birch - Lagoon Embankment Upgrade 90 88 (2)
697-Clearview Reserve Development 31 31 0
732-Summerhill Drive - Pedestrian and Cycle Improvements 250 248 (2)
93-City Reserves - Memorial Park Reserve Development Plan 700 124 (576)
Implementation
985-Kelvin Grove Water Supply Zone - New Bore 283 0 (283)
Capital New Total 5,147 3,283 (1,864)
Capital Renewal
1068-Totara Road Wastewater Treatment Plant - Replacement of Inlet 432 268 (164)
Pumps
1120-Ashhurst and Te Patikitiki Community Library Renewals 53 0 (53)
1139-Radio Frequency Identification (RFID) Materials Management 95 0 (95)
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Programmes Annual Requested | Change in
Budget Carry Carry
2020/21 | Forward Forward
Carry Amount Requested
Forward

1380-Totara Rd WWTP - Biogas Generator Major Overhauls 26 0 (26)

1575-Seismically brace the HVAC piping 164 161 (3)

178-Central Library Replacement of Shelving, Furniture and equipment 246 200 (45)

202-Central Library Interior Design Renewals 232 232 0

203-Interior Design of Community Libraries, Youth Space, and Mobile 33 33 0

Library

281-Operational Property -Civic Administration Building - 524 411 (113)

Refurbishments

663-Ashhurst - Bore to Reservoir Pipe Replacement 300 124 (176)

784-Replacement of Council's Photocopiers/Printers 61 0 (61)

Capital Renewal Total 2,165 1,429 (736)

Total reductions in existing carry forwards 7,312 4,712 (2,600)
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Table 3. Carry forwards not identified in the Annual Budget with existing commitments

These carry forwards were not identified in the annual budget, but were unable to be completed before year-end

due to a number of reasons, with the main cause being delays associated with Covid19. These all have existing

commitments, with most of these commitments expected to be fulfilled in the first quarter.

Programme Annual Requested | Change in
Budget Carry Carry
2020/21 | Forward Forward
Carry Amount Requested
Forward
Capital New
107-Cemeteries - Kelvin Grove - Ash Plot developments and Childrens 0 30 30
area extension
1127-City Reserves - Victoria Esplanade - Bonsai House 0 80 80
1187-PNCC Website Customisation 0 25 25
1371-Closed Landfills and Transfer Stations - Site Infrastructure 0 95 95
1373-City Wide Public Recycling Facilities 0 35 35
1513-New emergency operations centre (EOC) Fit Out 0 30 30
244-City Centre Streetscape Plan - Square East (Plaza to ANZ) 0 1,429 1,429
719-College Street - Implementation Plan for Transport Upgrade 0 77 77
1386-Ashhurst water supply upgrade to address fire fighting shortfalls 0 8 8
and cater for growth
133-Cemeteries - Kelvin Grove - New Burial Sections Footpaths and 0 44 44
Roading Extension
1183-Stoney Creek Road (School) Safety Upgrade 0 24 24
1367-Street Light Infill Improvements 0 53 53
708-Urban Growth - Ackautere - Reserves Land Purchase 0 34 34
1607-Water Safety and Security Mitigation 0 60 60
1454-City Reserves - Victoria Esplanade Development Plan 0 61 61
Capital New Total 0 2,084 2,084
Capital Renewal
37-Cemeteries - Terrace End - Site Enhancements 0 9 9
63-Council's Plant and Vehicles - Replacements 0 12 12
65-City-wide - Wastewater Pump Station Renewal 0 113 113
186-Public Toilets - Refurbishments and Replacements 0 10 10
1063-Turitea Water Treatment Plant - Replacement of SCADA System 0 86 86
Hardware and Software
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Programme Annual Requested | Change in
Budget Carry Carry
2020/21 | Forward Forward
Carry Amount Requested
Forward

199-City-wide - Water Bore Headworks and stations Renewal 0 48 48

98-Citywide Reserves - Renewals (Victoria Esplanade, Memorial Park, 0 76 76

Ashhurst Domain and The Square)

257-Sportsfields and Outdoor courts - Fitzherbert/Manawaroa/Ongley 0 32 32

Parks - Cricket Block Replacements

Capital Renewal Total 0 387 387

Total New Carry Forwards with commitments in place 0 2,471 2,471
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PALMERSTON NORTH

CITY COUNCIL

PALMERSTON NORTH CITY COUNCIL

MEMORANDUM

TO: Finance & Audit Committee

MEETING DATE: 19 August 2020

TITLE: Update of Treasury Policy (including Liability Management &

Investment Policies)

PRESENTED BY: Steve Paterson, Strategy Manager - Finance
APPROVED BY: Stuart McKinnon, Chief Financial Officer

RECOMMENDATIONS TO COUNCIL

1. That the memorandum entitled ‘Update of Treasury Policy (including Liability
Management & Investment Policies)’ presented to the Finance & Audit Committee on
19 August 2020, be received.

2. That the updated Treasury Policy (incorporating the Liability Management and
Investment Policy pursuant to section 102 of the Local Government Act 2002) as
attached to this report be adopted.

3. That it be noted Council will be reviewing the specific borrowing limits contained in
clause 3.6.1 of the Policy as part of the process of developing its Financial Strategy for
the 2021-31 10 Year Plan, and that if the outcome of this is that there are changes to
these limits, the Policy will be updated to include them.

1. ISSUE

Council adopted its current Treasury Policy on 21 December 2017 and adopted amendments
to specific borrowing limits on 25 June 2018. One of the terms of the Policy is that it will be
reviewed every three years. This report recommends the adoption of an updated policy
(marked up version attached) containing a number of changes to reflect changed
circumstances, although in practical terms they will not impact materially on the way the
treasury activity is managed.

2. BACKGROUND

The Council is required under section 102 of the Local Government Act 2002 to adopt a
Liability Management Policy and an Investment Policy. As they are operational in nature
these policies can be adopted by ordinary resolution of the Council.
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Our Council chooses to combine the two policies into one document called a Treasury Policy
and the latest version of this Policy was adopted by Council on 25 June 2018.

The Policy itself states it will be reviewed three-yearly.
The present policy has been operating effectively. However changes are being proposed to:

e Align the policy with changes made by the Local Government Funding Agency (LGFA)
as well as changes to the credit rating methodology by S&P Global. These impacts
are flowing through the local government sector particularly in the area of liquidity
management.

e Change the interest rate risk management framework in a manner consistent with
other similar sized Councils, to provide greater flexibility in the medium term
management of interest rates whilst continuing to meet a prudent risk management
approach.

e Update the policy by removing reference to matters that are out of date such as the
long term investment fund.

Key changes proposed include:

e A policy framework around on-lending activity to CCOs (including CCTQOs). This is to
allow for any potential on-lending activity that may be required along with allowing
for the possibility of direct lending from the LGFA to these entities.

e A new policy framework for interest rate risk control limits (section 3.2).

e Updated funding control limits to provide greater flexibility in Council’s funding
arrangements (clause 3.3.5).

e Adjustments to counterparty credit limits along with a tiered approach to
counterparty risk management. This will allow a greater exposure to ‘very strong’
credit rated entities and a reduced exposure to ‘strong’ credit rated counterparties.
The minimum credit rating policy of long-term A has not been altered (clause 3.4.2).

Borrowing mechanisms to CCOs & CCTOs (section 3.14)

Shareholders have approved changes to foundation documents for the LGFA that enable
LGFA to lend to CCO/CCTOs either directly or through shareholder Councils. These changes
are expected to be operative shortly. Such lending is expected to be provided on a case by
case basis, approved by the LGFA Board and will depend on the individual circumstances of
the Council and the related entity.

At this stage the only possible Council related entity that may be considered is Palmerston
North Airport Limited. Although the likelihood of this happening is relatively low it seems

Page |136



PALMERSTON NORTH

CITY COUNCIL

PALMERSTON NORTH CITY COUNCIL

sensible to have a framework in place that would guide the Council when considering
providing financial support in the form of debt funding either directly or indirectly.

The framework considers various factors such as:
e Credit risk profile of the borrowing entity and the ability to meet timely repayments

e Impact on Council’s credit rating, debt cap amount (if any), lending covenants with
the LGFA and other lenders and the Council’s future borrowing capacity

e The form and quality of security arrangements provided
e The lending rate and terms

e Lending arrangements to CCOs and CCTOs must be documented (through a terms
sheet) on a commercial arm’s length basis.

Interest rate risk management framework (section 3.2)

The present policy uses the 12 month rolling forecast of the Council’s debt as the basis for
calculating the percentage of the debt that has a fixed interest rate versus floating.

Our advisors have recommended this be changed to what they term a ‘corridor policy’
approach meaning the calculation would be based on the forecast debt for each of the years
of the 10 Year Plan. This approach continues to achieve interest cost certainty and a
spreading of interest rate re-pricing maturities whilst allowing for flexibility to manage the
uncertainty that comes with long term debt forecasting.

From a management perspective maintaining realistic forecasts of debt (as circumstances
change with revisions to capital expenditure timing) is one of the more challenging aspects
of interest rate risk management.

Funding risk control limits (clause 3.3.5)

The present policy is based on debt maturity bands 0-3, 3-5 and over 5 years. It is proposed
this be changed to 0-3, 3-7 and 7 year + timeframes. This wider band allows more flexibility
to manage within the policy and continues to enforce a spreading and smoothing approach,
avoiding concentrated repricing and refinancing risks.

Counterparty credit risk (clause 3.4.2)

It is proposed to take a tiered approach to counterparty credit risk management involving
allowing a higher level of exposure where the credit rating of the counterparty is very strong
at AA- or above and lowering this exposure amount where the credit rating is strong at A or
above (this captures a wider range of registered banks including Kiwibank).
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The changes will provide the Council with the flexibility to vary the mix of transactions in
order to get the best outcomes from each bank counterparty, cognisant of their weighting
based on their credit risk profile, while continuing to maintain a spreading of risk amongst
bank counterparties.

It is becoming increasingly necessary to refinance maturing debt well in advance of maturity
and then invest for the period until maturity of the original loan. The changes mentioned
above allows additional investment capacity where required for this pre-funding.

Other changes

There are a number of other relatively minor changes proposed in the draft to ensure
consistency and/or reflect the latest position (such as for forestry, real estate investments)
and to reduce the glossary of terms to only those that are directly relevant to the Council.

No change has been made to the specific borrowing limits (3.6.1) but a footnote indicates
they are being reviewed as part of the development of the financial strategy for the 2021-31
10 Year Plan and that if changes are approved through that process the Policy will be
consequentially updated.

3. NEXT STEPS

Once the updated Policy is approved it will be made available to financial institutions,
advisors and published on Council’s website.

4. COMPLIANCE AND ADMINISTRATION

Does the Committee have delegated authority to decide? No
Are the decisions significant? No
If they are significant do they affect land or a body of water? No
Can this decision only be made through a 10 Year Plan? No

Does this decision require consultation through the Special Consultative | No
procedure?

Is there funding in the current Annual Plan for these actions? Yes

Are the recommendations inconsistent with any of Council’s policies or | No
plans?

The recommendations contribute to Goal 5: A Driven and Enabling Council

The recommendations contribute to the outcomes of the Driven and Enabling Council
Strategy

The recommendations contribute to the achievement of action/actions in Not Applicable

Contribution to | As part of the legislative framework for Council financial management
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strategic direction
and to social,
economic,
environmental
and cultural well-
being

there is a legislative requirement to adopt borrowing management &
investment policies. The borrowing limits contained in these policies
flow from the Council’s financial strategy. These will be reviewed as
part of the development of the 2021-31 10 Year Plan and if there are
any changes the Treasury policy will be further updated at the time of
adoption of the 10 Year Plan.

ATTACHMENTS

1.  Treasury Policy - draft for adoption - August 2020 §
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1. Preface and Objectives

1.1 Preface

1.1.1 The Local Government Act 2002 (LGA) requires councils to have a Financial
Strategy (s.101A) and a Revenue and Financing Policy (s.103), both of which form
part of its Long Term Plan (LTP). These policies are publicly consulted on as part
of LTP consultation process.

1.1.2 The LGA also requires councils to adopt a Liability Management Policy (s.104) and
an Investment Policy (s.105). The LGA provides lists of matters which must be
included in those policies. As these policies are more operational in nature they
can be adopted by ordinary council resolution rather than by using the public
consultative process. The Council has decided to incorporate these policies
together in a Treasury Policy document which also contains more comprehensive
detail than required by the legislation.

1.1.3 Treasury policy is concerned with the management of the organisation’s financial
assets and liabilities to optimise liquidity and to minimise the cost of borrowed
funds and to do so within defined risk parameters.

1.1.4 The Council has risks arising from debt raising, investments and associated
interest rate management activity. Other liabilities may arise as a result of
Council’s normal activities. To mitigate the risks associated with the incorrect use
or misuse of financial instruments this policy sets restrictions and parameters
around their use.

1.1.5 The LGA (s.113) prohibits local authorities from borrowing or entering incidental
arrangements in foreign currencies. This policy confirms that requirement in
paragraph 5.1. but note the exception in paragraphs 5.2 —5.5. The Council does
not trade in commodities.

1.1.6 Interest rate risk is one of the key financial risks which Council seeks to manage.
Because the Council is a net borrower at the time of adopting this policy, any
increase in interest rates causes the cost of projects to rise.

1.1.7 1t is generally considered that having certainty about the cost structure is
preferable to having uncertainty. This includes the possibility of paying slightly
more interest expense at some times than otherwise would be required when
interest rates are low in order to not have to pay considerably more when interest
rates are high. Accordingly, like many other large organisations, Council makes
arrangements through its banks to use hedging instruments to manage risk levels
to achieve an acceptable interest expense.

——
__—/4—/—
CITY COUNCIL ID: 13929850 Treasury Policy
Adopted 21 December 2017 (Amended 25 June 2018) draft for 2020 Page 4
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1.1.8 Interest rate changes also affect the value of some assets, for example bondsand

forests. The market value of these assets is affected by interest rate changes for
potential buyers of the bonds or cut timber.

1.1.9 There are three basic hedging instruments for managing interest rate risk. These
are forward , swaps and options. Swaps and options, and other
hedging instruments (which combine some characteristics from more than one of
these, e.g. swaptions) are more sensibly used for ongoing activities, and repetitive
transactions.

significant

1.1.11 Forwards and swaps are agreements to do something in the future. Options are
agreements which give the right to one party to choose to do something in the
future, while the other party to the contract has an obligation to perform.

1.2 Objectives

1.2.1 The Council’s broad objectives in relation to this activity are as follows:

. manage all of its investments within its strategic objectives and invest
surplus cash in liquid and creditworthy investments

. arrange and structure long term funding for Council at the lowest achievable
interest margin from debt lenders. Optimise flexibility and spread of debt
maturity within the funding risk limits

. borrow funds and transact interest rate hedging financial instruments within
an environment of control and compliance

. develop and maintain relationships with the Trustee, financial institutions,
LGFA, credit rating agencies, and investors

. maintain liquidity levels and manage cash flows within Council to meet
known and reasonable unforeseen funding requirements

. monitor, evaluate and report on treasury performance

. to ensure adequate internal controls exist to protect the Council’s financial
assets and to prevent unauthorised transactions

. ensure the council, management and relevant staff are kept abreast of latest
treasury products, methodologies, and accounting treatments through
training and in-house presentations

. comply with the Local Government Act 2002 and other relevant local
authority legislation
—
S ——
PALMERSTON NORTH
ID: 13929850 Treasury Policy
Adopted 21 December 2017 (Amended 25 June 2018) draft for 2020 Page 5
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. to be consistent with Council's Long Term Plan, Financial Strategy and

Revenue and Financing Policy.

. maintain a long-term credit rating of at least AA.

1.2.2 In meeting these objectives Council is a risk averse entity and subject to particular
policies, and generally does not wish to seek risk from its borrowing and
investment activities. Interest rate risk, liquidity risk, funding risk and credit risk
are risks Council seeks to manage, not capitalise on. Speculative activity is

forbidden.

1.2.3 The key elements in the management of risk are:

Risk Type Aim

Liquidity and | Funds available when
fundingrisks = required at cost effective
rate.

Successfully refinance and
raise new debt at a future
time at the same or more
favourable terms

Interest Rate = Minimise exposure to adverse
interest rate movements.

Credit Eliminate risk through failure
of counterparty.
—
_——/—/_

PALMERSTON NORTH
CITY COUNCIL

Risk Managed By

Maintain accurate cash forecasting systems. Limit and
spread concentration of debt maturities within policy
risk control limits.

Maintain relationships with the Trustee, financial
institutions, LGFA, credit rating agencies, investors.

Maintain ¢ _committed available

bank/loan facilities ;

Commented [PWC1]: Need to have liquid assets in the definition

Adhere to self-imposed prudent debt limits.
Demonstrate prudent financial management practice.

Maintain the interest rate risk profile within
prescribed policy risk control limits.

Use hedging instruments in a controlled manner.

Invest cash only in entities with strong credit ratings
(by S&P Global or equivalent ).

Maintain liquid and negotiable investments.

Spread investments and risk management instruments

across issuers and counterparties.
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2. Delegated Authorities
2.1 Treasury transactions entered into by Council without the proper authority are
difficult to cancel given the legal doctrine of “apparent authority”. Also,
insufficient authorities for a given bank account or facility may prevent the
execution of certain transactions (or at least cause unnecessary delays).
2.2 To prevent these types of situations, clear schedules of delegated authorities and
signatories will be maintained and regularly reviewed.
2.3 The following procedures must be complied with:
. All delegated authorities and signatories must be reviewed at least every six
months to ensure that they are still appropriate and current
. A comprehensive letter must be sent to all bank counterparties at least
every year which details all relevant current delegated authorities of Council
and contracted personnel empowered to bind Council
2.4 Whenever a person with delegated authority on any account or facility leaves
Council, all relevant banks and other counterparties must be advised in writing
immediately to ensure that no unauthorised instructions are to be accepted from
such persons
2.5 Council has the following responsibilities, either directly itself, or via the following
stated delegated authorities:
Activity Delegated Authority Limit
Approving and  changing | Council Unlimited
policy
Borrowing new debt Council Unlimited (subject to
legislative and other
regulatory limitations)
Re-financing existing debt Chief Executive Officer Unlimited
Approving transactions | Council Unlimited
outside policy
Approving credit counterparty | Council Unlimited
limits

| Deleted: 0065075

—_—

—_—

PALMERSTON NORTH
CITY COUNCIL o1

9850 Treasury Policy

Adopted 21 December 17 (Amended 25 June 2018) draft for 2020 Page 7

| Deleted: —

Page |147

ITEM 11 - ATTACHMENT 1



T INJINHOVLLV - TT IN3LI

Adjust interest rate risk profile

Chief Executive Officer

Fixed rate maturity profile
limit as per risk control limits

Managing funding maturities
in accordance with Council
approved facilities

Chief Executive Officer

Per risk control limits

Maximum daily transaction | Council Unlimited

amount (borrowing, investing, | Chief Executive Officer $50 million

interest rate risk | Chief Financial Officer $30 million

management) Strategy Manager - Finance $15 million

Authorising lists of signatories | Chief Financial Officer Unlimited

Opening/closing bank | Chief Financial Officer Unlimited

accounts

Annual review of policy Chief Financial Officer N/A

Ensuring compliance with | Chief Financial Officer N/A

policy

Approving new and | Council Unlimited

refinanced lending activity

with CCO/CCTOs

Approving of Council | Council Unlimited (subject to
guarantees or uncalled capital legislative and other
relating to CCO/CCTO regulatory limitations
indebtedness

Negotiation and  ongoing
management _ of lending
arrangements to CCO /CCTOs

Chief Financial Officer

Per approval / per risk control
limits

All management delegated limits are authorised by Council.
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3. Liability Management Policy

3.1 Borrowing Activity
3.1.1 The Council may borrow to:

. fund its balance sheet activities, including

borrowing to fund its investments in cco Council Deleted:
Controlled Trading Organisations (CCTO) or other trading enterprises Deleted: ,
Deleted: and

. fund “special one-off” projects and capital expenditure
. fund assets with intergenerational qualities.
. ebt finance CCO/CCTOs
3.1.2 The level of borrowing will be determined by the Long Term Plan as confirmed or

modified each year by the Annual Plan. All external debt of the Council must be
authorised by resolution of the Council.

3.1.3 A resolution of the Council is not required for hire purchase, credit or deferred
purchase of goods if:

+  the period of indebtedness is less than 91 days (including rollovers); or

«  the goods or services are obtained in the ordinary course of operations on
normal terms for amounts not exceeding in aggregate, an amount
determined by resolution of the Council.

3.1.4 The debt portfolio will be managed, within the framework of this policy, by the
Chief Executive and Council staff under delegated authority.
3.1.5 Council is able to borrow through a variety of market mechanisms including:

. wholesale and retail registered commercial paper, stock and bond issues
. Local Government Funding Agency

. debentures

. Housing New Zealand Corporation loans
. direct bank borrowing
. hire purchase and leasing arrangements

3.1.6 All borrowing in currencies other than NZ dollars is forbidden.

——
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3.2 Interest Rate Risk

3.2.1 Due to the long term nature of Council’s assets, projects and intergenerational
factors, and Council’s preference to avoid an adverse impact on rates, there is a
preference for a minimum percentage of long term fixed rate or hedged debt. In
addition, interest rate repricing risk is spread over a range of maturities.

3.2.2 Exposure to interest rate risk is managed and mitigated through the risk control
limits below. Council’s forecast gross external debt should be within the following
fixed/floating interest rate risk control limits.

3.2.3 Forecast gross external debt is the amount of total external debt for a given period.
This allows for pre-hedging in advance of projected physical drawdown of new
debt. When approved forecasts are changed (signed off by the Chief Financial
Officer or equivalent), the amount of interest rate fixing in place may have to be
adjusted to ensure compliance with the policy minimum and maximum limits.

{ Deleted: i

Debt |nterest Rate Policy Parameters (calculated on a Hff[ Formatted Table
rolling monthly basis)

Debt Period Debt Minimum Maximum
Ending Amount Fixed Fixed
Current 40% 90%
Year 1 40% 90%
Year 2 35% 85%
Year 3 30% 80%
Year 4 25% 75%
Year 5 20% 70%
Year 6 0% 65%
Year 7 0% 60%
Year 8 0% 50%
Year 9 0% 50%
Year 10 0% 50%
Year 11 plus 0% 25%

A fixed rate maturity profile that is outside the above limits, but self corrects

within 90 days is not in breach of this policy. However, maintaining a maturity
profile beyond 90 days requires specific approval by Council.

A

d: Council's debt/borrowings are maintained within the
following fixed/floating interest rate risk control limit:

/A

Deleted: §

J

/- Deleted: Master Fixed/Floating Risk Control Limit T

v
3.2.4 Fixed interest rate percentages are calculated based on the average amount of

Deleted: 3

fixed interest rate obligations relative to the average forecast gross external debt

amounts for the given period (as defined in the table above).

Hedging outside of the above risk parameters must be approved by Council.

-
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3.2.

3.2.6 “Floating Rate” is defined

3.2.7 Pre-hedging in advance of projected physical drawdowns of new debt is allowed.

3.2.2 Management implements the interest rate risk management strategy through the
use of the following approved instruments in the manner outlined below:

. Forward rate agreements (“FRAs”) on bank bills or government bonds

L] Interest rate swaps

. Interest rate options on bank bills and swaps

3.2.9 The Chief Financial Officer approves the interest rate risk management strategy,
as recommended by the Strategy Manager-Finance who develops the strategy
after monitoring the interest rate market, evaluating the outlook for rates/credit
spreads, the current and forecast yield curve, policy parameters and existing and
planned borrowing amounts. External treasury strategy advice may also be

sought.

3.2.10 Officers implement the risk management strategies through the use of the
following approved instruments (refer Appendix for glossary of terms):

Category

Instrument

Cash management and
borrowing

Bank overdraft

Committed cash advance and bank accepted bill
facilities (short term and long term loan facilities)

Uncommitted money market facilities

Retail and Wholesale Bond and Floating Rate Note
(FRN) issuance

Commercial paper (CP)

Investments (term <365 days)

Short term bank deposits
Bank certificates of deposit (RCDs)

Investments

LGFA borrower notes / CP / bills / bonds

g
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Forward rate agreements (“FRAs”) on:

e Bankbills

® Government bonds

Interest rate swaps including:

e Forward start swaps/collars. Start date < Deleted: 24
months, unless linked to existing maturing
swaps/collars

® Amortising swaps (whereby notional principal
amount reduces)

e Swap extensions and shortenings

Interest rate options on:

e Bank bills (purchased caps and one for one
collars)

® Government bonds

® |Interest rate swaptions (purchased swaptions
and one for one collars only)

Interest rate risk management

3.2.11 Deleted: Any

. Deleted: fixed rate hedge with a maturity beyond 15 years must
: : p n b d by Council. Th his will be if Council

3.2.12 Interest rate options must not be sold outright because of its speculative nature. @ approved by Council. The exception to this will be if Counci

raises LGFA funding as fixed interest rate or swapped floating

However, 1:1 collar option structures are allowable whereby the sold option is interest rate and this maturity is beyond 15 years.

matched precisely by amount and maturity to the simultaneously purchased Deleted: 1

option. During the term of the option, the sold option can be purchased back.

The sold option leg of the collar structure must not have a strike rate “in-the-

money”.

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

3.2.14 Purchased borrower swaptions will mature within 12 months.

3.2.15 Interest rate options with a maturity date beyond 12 months that have a strike
rate (exercise rate) higher than 2.00% above the appropriate swap rate, cannot

be counted as part of the fixed rate cover percentage calculation. [ Deleted: 0085075
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3.2.16 Buying and selling of financial futures is not permitted, primarily due to the
administrative burden.

3.2.17 Any other financial instrument must be specifically approved by Council on a
case-by-case basis and only be applied to the one singular transaction being
approved. Credit exposure on these financial instruments is restricted by
specified counterparty credit limits as set out in section 3.4.

| Deleted: 0065075
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3.3

3.3.1

3.3.2

3.33

3.34

Liquidity/Funding Risk

Council is exposed to liquidity risk in that due to unforeseen circumstances or
events, it may not be able to meet its commitments, including debt maturities.
Liquidity risk management focuses on the ability to borrow at that future time to
fund the liquidity gaps. Funding risk management centres on the ability to re-
finance or raise new debt at a future time at the same or more favourable pricing
(fees and funding margins) and maturity terms of existing facilities.

Council’s objective is to always be in a position to meet its day-to-day
commitments, to maintain its reputation and prevent any financial loss occurring,
whilst ensuring the level of cash balances and/or committed unutilised bank
facilities are kept to a minimum in accordance with good cashflow management
practices.

Managing Council’s funding risks is important since several risk factors can arise
to cause an adverse movement in funding margins, term availability and general
flexibility including:

. Local Government risk is priced to a higher fee and margin level

. Council’'s own credit-standing or financial strength as a borrower
deteriorates due to financial, regulatory or other reasons

® A large individual lender to Council experiences their own
financial/exposure difficulties resulting in Council not being able to manage
their debt portfolio as optimally as desired

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

. Financial market shocks from domestic or global events.

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

Council’s ability to readily attract cost effective borrowing is largely driven by its
ability to rate, maintain a strong financial standing and manage its relationships
with its investors, LGFA, financial institutions/brokers and maintain a long-term
credit rating of at least AA.

—_—

—_—
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335 Asa

prime borrower Council should always be in a position to raise additional

funds when required. However, to minimise liquidity and funding risk, Council will

ensure:

Comprehensive daily and weekly cash management reporting, together
with rolling 12 month forecasting

. External term debt plus committed bank/loan facilities plus
must be
maintained at an amount of 110% of existing external debt

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

. To minimise concentration risk the LGFA require that no more than the
greater of NZD 100 million or 33% of a Council’s barrowings from the LGFA
will mature in any 12 month period.

. The maturity profile of the total committed funding in respect to all loans
and committed facilities, is to be controlled by the following system:

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

. Membership of the Local Authority Protection Programme (LAPP) is retained
or appropriate levels of infrastructure insurance is obtained.

. A funding maturity profile that is outside that above limits, but self corrects

within 90 days is not in breach of this policy. However, maintaining a
maturity profile beyond 90 days requires specific approval by Council.

3.4 Counterparty Credit Risk

3.4.1 Coun

cil ensures that all investment, interest rate and foreign currency risk

management activity is undertaken with institutions that have a strong credit
rating. This is to ensure that the amounts owing to Council are paid fully and on

due date. More specifically, Council minimises its credit exposure by:

A

1
CITY COUNCIL ID: 13929850 Treasury Policy

Adopted 21 December 2017 (Amended 25 June 2018) draft for 2020 Page 15

Deleted: cash/cash equivalents

Deleted: 2

Deleted: 5
Deleted: 1
Deleted: 60
Deleted: 5
Deleted: 1

| Deleted: 0065075
| Deleted: —

Page |155

ITEM 11 - ATTACHMENT 1



T INJINHOVLLV - TT IN3LI

e  Transacting with entities that have a strong or better S&P_Global’s (or Deleted: tandard
equivalent) short and long term credit rating of at least “A-1” and "A” Deleted:
respectively Deleted: oor

. Limiting total exposure to prescribed amounts

. Diversifying transactions across a number of counterparties to avoid
concentration of credit risk

. Monitoring of compliance against set limits

3.4.2 The following table summarises credit requirements and limits:
Institution Minimum S&P Investments Financial risk Total Exposure
Short/Long maximum per management Limit for each
Term Credit Counter party instrument Counter party
Rating maximum per
Counter party
NZ Government N/A N/A None Unlimited
NZ Local
Government
) N/A N/A None Unlimited
Funding Agency
(LGFA)
Deleted:
Registered Bank A-1/A $10 million $15 million $25 million | Deleted:
Deleted:
3.4.3 Approval is required from the Council for any alterations to these limits. If any Deleted: -
counterparty's credit rating falls below the minimum specified in the above table, Deleted: 2
all practical steps are taken to reduce the credit exposure to that counterparty to Deleted: 0
Deleted: 30

zero as soon as possible. Counterparties exceeding limits are reported to Council.
Counterparties other than ‘registered banks’ require the specific approval of

Council.

3.4.4 Maximum financial exposure to the counterparties is computed as follows:

Financial investments; the total principal amount invested with that
counterparty

Credit exposure on interest rate contracts is computed by multiplying the
face value of outstanding transactions by an interest rate movement factor
of 3% per annum i.e. notional amount * maturity (years) * 3%

Credit exposure on foreign exchange is computed by multiplying the face

value amount by the (square root of the maturity (years) - 15%)

3.5 Debt Repayment

3.5.1 The Council will generally use a “consolidated debt” approach to manage its

financial position. Debt repayment and new debt creation are managed by

A
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application of the specific borrowing limits. Within this framework the Council
may, from time to time, allocate debt and interest cost to a specific activity. The
Council’s aim is to fund debt repayment over the average life of the class of assets
for which the debt has been raised though from time to time the Council may
decide to fund accelerated debt repayment as part of its financial strategy to
ensure future generations are left with adequate headroom to enable them to
borrow to fund high priority capital investments. _

Deleted: §

3.5,2 Operating surpluses will be applied to the reduction of debt.

Deleted: 3.5.2 Funds from the sale of investment assets out of
the Long Term Investment Fund will be applied to the reduction of
debt and/or a reduction in new borrowing requirements.

3.6 Specific Borrowing Limits Deleted: 3
3.6.1 In managing borrowing, the Council considers the following to be prudent limits
(based on Council’s core financial statements):
1
Borrowing Limits 2 Deleted: *

Net external debt as a percentage of total assets
Net external debt as a percentage of total revenue
Net Interest as a percentage of total revenue

Net Interest as a percentage of annual rates income

Liquidity

<20%
<200%
<15%
<20%
>110%

Total Revenue is defined as income from rates, grants and subsidies, user charges,
interest, dividends, financial and other revenue and excludes mark to market
gains/losses on financial instruments, revaluations of assets and grants or
development contributions for capital programmes.

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

Liquid financial assets are defined as overnight bank cash
deposits, wholesale/retail bank term deposits no greater than 30 days and bank
issued RCD’s less than 181 days. 5

Net Interest is defined as all interest and financing costs (on external debt) less
interest income for the relevant period.

[ Formatted: Font: (Default) +Body (Calibri)

2 These limits will be reviewed during the development of the Council's 2021-31 long term plan,

Zealand)
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Annual Rates Income is defined as the total revenue from any funding mechanism
authorised by the Local Government (Rating) Act 2002 (including metered water
charges).

Liquidity is defined as external debt plus committed zvailable bank facilities plus
liquid divided by external debt.

3.6.2 The context for and framework for establishing these limits is contained in the
Council’s Financial Strategy, adopted as a component of the 10 Year Plan.

3.6.3 If circumstances arose which would result in these limits being exceeded the issue
would be considered by the Council and a determination made as to the most
appropriate course of action, having particular regard for the principles of
financial management contained in the Local Government Act 2002.

3.7 Security

3.7.1 The security for Council debt will be the ability to levy rates. This policy authorises
the use of Deed of Charge or Debenture Trust Deed security documents as well as
the appointment of a professional Trustee if this approach is assessed as being the
most cost effective means of borrowing.

3.7.2 In unusual circumstances, with prior Council approval, a specific charge may be
given over one or more of the Council’s assets.

3.7.3 Physical assets will be pledged only where:

There is a direct relationship between the debt and the asset
purchase/construction e.g. operating lease or project finance. Council
considers a pledge of physical assets to be appropriate.

3.7.4 Any pledging of physical assets must comply with the terms and conditions
contained within the Debenture Trust Deed.

3.8 Contingent Liabilities

3.8.1 From time to time the Council provides financial guarantees to recreation and
community organisations to enable them to undertake capital projects on Council

A
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land. Applications for guarantee support will be considered only if the community
group is based in the City and satisfactory projections of the financial strength and
long term viability of the group or club are received by the Council. The
guaranteed party’s performance is monitored through communications with the
lending institution and by assessing their financial statements.

3.9 Internal Borrowing

3.9.1 The use of Council investment funds, structured as an internal loan is allowed as
a valid means of funding projects, minimising the cost of borrowing and still
providing a market return on investment funds.

3.9.2 The treasury function is responsible for administering the Council’s internal debt
portfolio. Transparent operating procedures will apply to the setting up and
repayment of the notional loan and the charging and payment of interest.

3.10 Performance Measurement

3.10.1 Performance of Council’s borrowing management activities shall be judged
against a number of subjective and objective measures including:

e adherence to all policy limits

e number and cost of processing errors

® breaches of borrowing limits

® comparison of actual interest costs to budget

e alltreasury deadlines are to be met, including reporting deadlines.

3.11 Management of Debt and Interest Rate Risk

3.11.1 Since senior management is granted discretion by Council to manage debt and
interest rate risk within specified limits, the actual funding rate achieved must
be compared against an appropriate external benchmark interest rate that
assumes a risk neutral position within the existing policy. Note: in this respect,
a risk neutral position is one that is always precisely at the mid-point of the
minimum and maximum percentage limits specified within the policy.

3.11.2 Given fixed/floating risk control limits and fixed rate maturity profile limits as+

defined in section 3.2 of this policy

—
__—/—/—
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3.11,3Accordingly, the actual weighted average interest rate for the financial year to
date (which incorporates all issuance margins and derivative settlements) must
be compared against the micro-benchmark rate on a monthly basis, with
historical comparison reported graphically over the previous 12 months.

3.12 Management of Other Liabilities

3.12.1 From time to time the Council will also enter into transactions and agreements
that can expose the Council to financial liability. Such transactions may include
employee contracts, contract for service (e.g. issue of consents, provision of
infrastructure services) and loan guarantees for assets constructed on Council-
owned land.

3.12.2 Any potential risk from such activities will be managed by implementing
appropriate systems and procedures and ensuring Council staff are

appropriately trained to recognise and mitigate such risks.

3.12 New Zealand Local Government Funding Agency Limited

3.13.1 Despite anything earlier in this Policy, the Council may borrow from the New

Zealand Local Government Funding Agency limited (LGFA) and, in connection

A
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with that borrowing, may enter into the following related transactions to the
extent it considers necessary or desirable:

® Contribute a portion of its borrowing back to the LGFA as an equity
contribution to the LGFA. For example Borrower Notes;

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

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

® Subscribe for fully paid shares and uncalled capital in the LGFA; and

® Secure its borrowing from the LGFA and the performance of other

obligations to the LGFA or its creditors with a charge over the Council’s rates
and rates revenue.

3.14 Borrowing Mechanisms to Council Controlled Organisations and-+ /’[ Deleted: 1
Council Controlled Trading Organisations | Deleted:m

Deleted: ¢ ]
3.14.1To better achieve its strategic and commercial objectives, Council may provide Formatted: Justified ]
financial support in the form of debt funding directly or indirectly to CCO/CCTOs. Deleted: ¢ ]
Deleted: o ]
Guarantees of financial indebtedness to CCTOs are prohibited, but financial leted: c ]
support may be provided by subscribing for shares as called or uncalled capital. Deleted: ¢ ]
. . - Deleted: t ]
Any lending arrangement (direct or indirect) to a CCO or CCTO must be approved Delered: ]
by Council. In recommending an arrangement for approval the Chief Financial s a 2
X . . Deleted: 1
Officer considers the following: )
e Credit risk profile of the borrowing entity, and the ability to repay interest
and principal amount outstanding on due date.
e Impact on Council's credit standing and rating, debt cap amount (where
applied), lending covenants with the LGFA and other lenders and Council’s
future borrowing capacity.
e The form and quality of security arrangements provided.
e The lending rate given factors such as; CCO or CCTO credit profile, external
Council borrowing rates, borrower note and liquidity buffer requirements,
term etc.
e lending arrangements to the CCO or CCTO must be documented on a
commercial arm's length basis. A term sheet, including matters such as
borrowing costs, interest payment dates, principal payment dates, security
and expiry date is agreed between the parties.
e Accounting and taxation impact of on-lending arrangement. /(Deleted: 0065075 }
//{Deleted:— J
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L4

4. Investment Policy

4.1 General Policy

4.1.1 In its treasury investment activity, Council’s primary objective when investing is
the protection of its investment so only creditworthy counterparties are
acceptable. The Council invests in non-speculative strongly credit rated, liquid
negotiable investments which are readily convertible into cash.

4.1.2 The Council, as a net borrower, will have only operational cash surpluses.

4.1.3 The Council will, from time to time, make investments in activities which support
a specific strategic policy or aim. Its philosophy in the management of investments
is to optimise returns in the long term while balancing risk and return
considerations. The Council recognises that as a responsible local authority any
investments that it does hold should be low risk and that lower risk usually means
lower returns.

4.1.4 The Council seeks to invest in an ethical manner which it defines as meaning that
it will invest in entities that engage in activities that demonstrate a positive

approach to the environment, society and governance. The Council will not invest

——
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4.2

4.2.1

4.2.2

where there are significant legal or ethical concerns, and will specifically exclude
investment in the following areas:

e the manufacturing or development of controversial weapons
e the manufacturing of tobacco

* the production of fossil fuels

e generating revenue from the operation of casino gambling.

For the purposes of this policy the Council defines investment as relating to
financial assets and other assets not directly related to service delivery as outlined
below:

L] treasury investments
. equity investments (including CCO/CCTOs)
. other investments (including forestry, real estate investments not relating

to service delivery and sundry advances).

Investment Policy — Treasury Investments
General Management Policy
The Council will hold treasury investments to:

. meet statutory obligations by funding certain reserves;

. match retentions held ‘on trust’ for the benefit of contractors under the
Construction Contracts Act 2002;

. manage short or medium term cash surpluses;
. maintain operating cash levels;

. pre-fund refinancing of maturing debt.

Mix of Investments

Investments will be held in a form consistent with the anticipated funding
requirement. For short term investments that are generally held for liquidity
management purposes, investments are held for periods up to three months and
in the form of call deposits or negotiable instruments (i.e. cash or cash
equivalents) with registered banks. For investments held for periods beyond three

—
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months, government securities, LGFA, or other strongly credit rated securities will
be held.

The Council will maintain a schedule of approved counterparties and issuers.

4.2.3 Acquisition of New Investments

The Council will source its approved investment instruments from major financial
institutions at the “best price”.

4.2.4 Treatment of Income

Interest (or other) revenue from invested funds will be credited to Council’s
general income. The interest income from statutory reserves will be credited to
those funds.

4.2.5 Proceeds of Sale

Funds from the sale of financial investments will be applied to the repayment of

debt, reduce new borrowing requirements or expenditure generally.

4.2.6 Management and Reporting

The assets will be managed under delegated authority by the Chief Executive and
Council staff. The funds will be subject to quarterly reporting.

——
___—/4—/—
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4.2.7 Risks

4.2.7.1

4.2.7.2

Counterparty Creditworthiness:

Funds will be placed with strongly credit rated counterparties with a minimum
short term and long term credit rating of “A-1” and “A” respectively under the
Standard and Poor’s or equivalent credit rating system and be spread across
issuers within the parameters outlined in 3.4.

Liquidity Risk

Funds held for liquidity management purposes will be invested in instruments
which have a readily accessible secondary market or a maturity period of

Short-term operational liquidity is monitored and
controlled through daily cash management activities. Long-term financial
liquidity is monitored and controlled through long-term financial planning.
Although overdraft facilities are utilised as little as practical the Council will
maintain a committed bank overdraft facility to meet interim cash and liquidity
requirements.

4.3 Investment Policy - Equity Investments

4.3.1 The Council currently maintains equity investments in the following entities:

Palmerston North Airport Ltd —the owner and operator of Palmerston North
Airport
Central Economic Development Agency Ltd — a provider of economic

development and tourism services for the Council and the Manawatu
District Council

Civic Financial Services Ltd — a provider of a range of risk management
products for NZ local government

4.3.2 Further capital investments in these entities will only be contemplated to achieve

stated strategic objectives and will be by specific resolution of the Council. Sale

of the investments would also require a specific resolution of the Council and be

subject to the requirements of the Local Government Act 2002.

433 It

is envisaged that any other equity investments which the Council may hold in

the future would only be as a result of a gift, through a restructuring of the Council

or to enable the Council to participate in a central Government or regional

initiative associated with the provision of a key infrastructural activity. Council

may also hold equity investments in CCO/CCTOs (such as LGFA). From time to

——
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time the Council will establish “shelf” companies so can it is able to respond
appropriately to any opportunities which arise.

4.3.4 Each equity investment is evaluated and managed within the following
framework:

4.3.4.1 Objectives
The rationale for the investment is determined and reviewed from time to time.

The present investments are held primarily to meet strategic economic and
transportation objectives.

4.3.4.2 Monitoring Mechanism

The Council will manage its shareholding in a manner which is dependent on the
size and nature of the shareholding and in instances where it is not the 100%

—
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shareholder will seek to do so in conjunction with other major shareholders. It

will do so by:

. participating in the appointment of directors;

. monitoring the developments in the particular industry;

. monitoring company performance;

. acting to preserve the value of the Council’s investment;

. monitoring the impact of the company’s operations on the people of

Palmerston North.

4.3.4.3 Income from the Investment

In the normal course income from each investment will be applied against current

expenditure.

4.3.4.4 Proceeds of Any Future Sale

If the Council were to sell its shareholding, the sale proceeds would be applied to:

reduction of debt;
developing new assets

investment in an appropriately managed diversified fund.

4.3.4.5 Management of the Investment

The shareholding will be managed through the shareholder representatives who

are appointed by the Council. In instances where the company concerned is
required to prepare a statement of intent the Council will review these and
actively make its views known to the company.

—
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4.3.4.6 Risks

The Council will assess the risks associated with each investment. In the normal
course, if the principal reason for the investment is for financial return then the
Council will expect the commercial risks associated with the investment to be low.

If the reason for the investment is to achieve some other stated strategic purpose
the Council may be prepared to accept higher commercial risks.

4.3.4.7 Public Consultation

In the event that the Council contemplates divesting its shareholding, public
consultation would be undertaken to an extent that was consistent with the size
and public sensitivity of the investment.

At the present time the Council contemplates maintaining each of its present
equity investments at least for the medium term.

In the event of a sudden occurrence where either the company or industry is
severely impacted, the Council could possibly see a large drop in the value of its
shares. Under these circumstances, the public would not be consulted and the
Council could resolve to sell the shares. All actions will be in a manner which is

| Deleted: 0065075
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consistent with the Council’s policy on determining significance and the
requirements of the Local Government Act 2002.

4,4 New Zealand Local Government Funding Agency Limited

4.4.1 Despite anything earlier in this Policy the Council may invest in shares and other
instruments of the New Zealand Local Government Funding Agency Limited
(LGFA), and may borrow to fund that investment.

4.4.2 The Council’s objective in making any such investment will be to:
(] Obtain a return on the investment; and
. Ensure that the LGFA has sufficient capital to remain viable, meaning that it

continues as a source of debt funding for the Council.

4.4.3 Because of the dual objective, Council may invest in LGFA shares in circumstances
in which the return on that investment is potentially lower than the return it could
achieve with alternate investments.

4.4.4 If required in connection with the investment, the Council may also subscribe for
uncalled capital in the LGFA.

4.5 Investment Policy — Other Investments
4.5.1 Forestry

4.,5.1.1 The Council is the sole owner of a second rotation forestry crop (known as the Gordon
Kear Forest) at the head of the Kahuterawa Valley. The second rotation trees were

planted from 2010 to 2016 following harvest of the first tree crop and will be ready for
harvest again at around age 28-30 years. As log prices are subject to significant price
changes there is a high commercial risk. The net proceeds of harvest will be used to
repay general debt.

4.5.1.2 Replanting the forest was seen as important for maintaining the value of the land. One
of the other key drivers for the replanting regime was the Emissions Trading Scheme
(ETS). The ETS enables the trees to be harvested without penalty provided the forest is
replanted or allowed to regenerate and the requirements of the ETS are met,
particularly in relation to the number of stems per hectare, tree crown cover and height.

4.5.1.3 The Council also owns a neighbouring forest (known as Arapuke Forest Park) for the
principal purpose of recreation. The forestry crop is incidental to the principal use and
is classified as Plant, Property and Equipment rather than an investment. The first
rotation pine tree crop has been harvested and the forest has been replanted in arange
of longer lived exotic species. Native regeneration is being encouraged on the steeper
slopes and around waterways. Several kilometres of mountain bike and walking tracks

——
__—/—/—
1
CITY COUNCIL ID: 13929850 Treasury Policy
Adopted 21 December 2017 (Amended 25 June 2018) draft for 2020 Page 29

Deleted: The principal reason for the investment is as an
alternate funding source for future city development.

| Deleted: 0065075
| Deleted: —

Page |169

ITEM 11 - ATTACHMENT 1



T INJINHOVLLV - TT IN3LI

have been established by local volunteers in conjunction with the Council throughout
the block.

4.5.1.4 The Council also has a forestry plantation within the Turitea water supply catchment
area. The forestry activity is not expected to generate significant revenue and is
ancillary to the water supply activity.

4.5.1.5 There are no plans to expand the Council’s investment in forestry. The Council has

decided to retain ownership of the Gordon Kear Forest as it has a number of current

and potentially strategically important social values combined with providing a

commercial return from the forestry investment. |

4.5.2 Real Estate Held For Investment Purposes

4.5.2.1 The Council holds real estate when it considers ownership to be essential to the
delivery of relevant services. These assets are not accounted for as investments
but form part of the plant, property and equipment of the appropriate activity
or function. From time to time the Council reviews its ownership by assessing
the benefit of continued ownership in comparison to other arrangements. This
assessment is based on the most financially viable method of achieving the
delivery of Council services. The Council generally follows the same assessment
criterion in relation to new real estate acquisitions. From time to time these

—
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assets become surplus to operational requirements and then are considered
investments, which are assessed for sale.

4.5.2.2The major real estate holdings which do not form part of the operational
activities are:
. library building shops
. Regent Theatre shops

. Civic Centre shops

4.5.2.3The shops mentioned above form a relatively small component of the overall

property in each case and so in practical terms it is unlikely the sale of the of the

shops would be contemplated.

4.5.2.4The Council also has land in Whakarongo being developed and sold as a

residential subdivision. Given the subdivision is progressing this land is being

accounted for as inventory rather than as an investment.

4.5.2.5 From time to time, usually in the process of selling one of these investments, the
Council may consider it necessary to invest in commercial mortgages and

deferred payment licences.

4.5.3 Sundry Advances

4.53.1 From time to time the Council makes loan advances to charitable trusts and
incorporated societies for the furtherance of their activities which are
consistent with the Council’s objectives. The Council will only consider such
advances on rare occasions where is not practical to offer financial guarantees.
Any such advances would be the subject of specific resolution by the Council
following an assessment of the financial strength and long term viability of the

entity concerned.

4.5.3.2 Interest and principal repayments are monitored to ensure they comply with
the loan agreement. In the case of default on such advances the assets of the
organisation will be required to revert to the Council.

4.5.3.3 Under exceptional circumstances the Council may make advances to residential

and commercial property owners to encourage them to connect to basic

—
__—’—/-
CITY COUNCIL ID: 13929850 Treasury Policy
Adopted 21 December 2017 (Amended 25 June 2018) draft for 2020 Page 31

Deleted: 1
Deleted: 1

| Deleted: 0065075
-(’ Deleted: —

Page |171

ITEM 11 - ATTACHMENT 1



T INJINHOVLLV - TT IN3LI

reticulation systems such as water and wastewater. Any such advances will be
subject to a charge being placed over the land.

4.6 Internal Investment/Borrowing

4.6.1 The use of Council investment funds, structured as an internal loan is allowed as
a valid means of funding projects, minimising the cost of baorrowing and still
providing a market return on investment funds.

4.6.2 The treasury function is responsible for administering the Council’s internal debt
portfolio. Transparent operating procedures will apply to the setting up and
repayment of the notional loan and the charging and payment of interest.

4.6.3 Where possible the Council’s internal reserves are utilised to minimise the need

for external debt, effectively reducing the Council's net interest cost.

—
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5.1

5.2

5.3

5.4

Foreign Exchange Policy

Borrowing and investing in foreign currencies is prohibited apart from the one
exception mentioned below.

The Council has foreign exchange exposure through the occasional purchase of
foreign exchange denominated plant, equipment and services. Most of these
transactions are small and are considered to carry no significant foreign exchange
risk.

For foreign exchange requirements over NZ$100,000 consideration will be given
to managing Council’s exposure to exchange rates movements using forward
exchange rate contracts and/or purchased foreign exchange options. Forward
exchange rate contracts can only be entered into once the exact timing and
amount of the approved exposure is known. Purchased foreign exchange options
can be used when an approved purchase order is raised but not confirmed.

Credit exposure on these instruments is restricted by specified counterparty credit

limits as set out in section 3.4.

—
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6.1

6.2

6.3

6.4

Accounting Treatment of Financial Instruments

As a general rule, financial risk management instruments on initial recognition are
valued at cost and thereafter carried at fair value with any period unrealised fair
value gains or losses booked through the Statement of Comprehensive Revenue
& Expense, at any particular reporting date.

All financial risk management instruments are fair valued (marked-to-market) on
a consistent basis, at least six monthly for internal treasury management and
accounting purposes.

Underlying rates to be used to value treasury instruments are as follows:

. Official daily market rates for short-term treasury instruments (e.g. FRA
settlement rates calculated by Reuters from price maker quotations as
displayed on the BKBM page)

. Relevant market mid-rates provided by Council’s bankers at the end of the
business day (5.00pm) for other over-the-counter treasury instruments e.g.
swaps

®  For markets that are illiquid, or where market prices are not readily
available, rates calculated in accordance with procedures approved by the
Chief Executive.

As a general rule bank and loan stock funding is held to maturity and consequently
accounted for on an amortised cost basis.

—_—
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7. Reporting
7.1 When budgeting forecast interest costs/returns, the actual physical position of
existing loans, investments and interest rate instruments must be taken into
account.
7.2 The following reports are produced:
Report Name Frequency Prepared By Recipient
Daily Cash Position Senior Financial Strategy
Treasury Spreadsheet Daily Administration Manager
Officer Finance
Treasury Exceptions Report Strategy
Monthly Manager - CFO
Finance
Treasury Report
® Policy limit compliance
® Borrowing limits
e Funding and Interest
Position
® Funding facility
® New treasury transactions
® Cost of funds v. budget Strategy CFO/CEO/
® Cash flow forecast report Quarterly ) )
. s Manager Finance Council
e Liquidity risk position
e Counterparty credit
® Treasury performance
® Debt maturity profile
® Revaluation of Financial
Instruments
e Statement of Public Debt
R Strategy | _.-\/\Deleted:r
Manager - i}
Finance | — Deleted: cFo
Trustee Reporting Strategy \\Formatted: Font: (Default) Calibri
. Six Monthly Manager - Trustee 1 Formatted: Font: (Default) Calibri
Finance ~{ Formatted: Font; (Default) Calibri
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8. Policy Review

8.1 This Policy is to be formally reviewed on at least a triennial basis. The CFO has the
responsibility to prepare a review report that is presented to the Council. The
report will include:

8.1.1 Recommendation as to changes, deletions and additions to the Policy.

8.1.2 Overview of the treasury function in achieving the stated treasury
abjectives, including performance trends in actual borrowing cost against
budget (multi-year comparisons).

8.1.3 Summary of breaches of Policy and one-off approvals outside Policy to
highlight areas of Policy tension.

8.1.4 Analysis of bank and lender service provision, share of financial instrument
transactions etc.

8.1.5 Comments and recommendations from Council’s external auditors on the
treasury function, particularly internal controls, accounting treatment and
reporting.

8.2 An annual audit of the treasury system/spreadsheets and procedures should be
undertaken.

8.3 Total net debt servicing costs and debt should not exceed limits specified in the
covenants of lenders to Council.

8.4 The Council receives the report, approves Policy changes and/or rejects
recommendations for Policy changes.

—
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Appendix:- Glossary of Terms

Bank Bill; A “bill of exchange” security document issued by a corporate borrower, but
guaranteed by a bank, who then in turn sells the security into the bank/investor market to re-
liquefy itself with cash. Normally for terms of 30, 60, 90 or 180 days.

Base rate; Normally a lending bank’s cost of funds/interest rate for a particular funding period.
The base or “prime” rate will be changed by the bank from time to time, but not every day like
market rates.

Basis Point(s); In financial markets it is normal market practice to quote interest rates to two
decimal places e.g. 6.25% - one basis point is the change from 6.25% to 6.26%, one hundred
basis points is the change from 6.25% to 7.25%.

Basis Risk; The risk that the interest rate difference between the current physical debt
instrument (say, a bank bill) market interest rate and the interest rate quoted for that debt
instrument’s future price (say, a bank bill futures price) changes over the period to the date of
the future price.

Benchmark; An agreed market related yardstick that investor returns, funding costs or average
exchange rate achieved are compared against for performance measurement purposes.

Bid Rate; Exchange rates and interest rate securities/ instruments that are traded between
banks are always quoted as a two-way price. One rate is where the quoting bank will buy — the
bid rate, the second rate or price where the bank will sell at — the offer rate.

BKBM; The FRA settlement rate as determined at 10:45am each business day on Reuters page
BKBM.

Bond; The security instrument that is issued by a borrower whereby they promise to repay the
principal and interest on the due dates. A bond’s interest rate is always fixed.

Borrower Notes; On occasion when Council borrows from the LGFA it will be required to
contribute part of that borrowing back as equity in the form of “Borrower Notes”. A Borrower
Note is a written, unconditional declaration by a borrower (in this instance the LGFA) to pay a
sum of money to a specific party (in this instance the Council) at a future date (in this instance
upon the maturity of the loan). A return is paid on the Borrower Notes and can take the form of
a dividend if the Borrower Notes are converted to redeemable preference shares.

Call Option; The owner or buyer of a call option has the right, but not the obligation, to buy
the underlying debt security/currency/commodity at the price stated in the option “contract.

Cap; A series or string of bought interest rate put options whereby a borrower can have
protection against rising short term interest rates, but participate in the lower rates if market
rates remain below the “capped rate.” A cap is normally for more than one 90-day funding
period.
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Deleted: Amortising Swap; An interest rate swap contract that has
a reducing principal or notional amount over the term of the
contract period. The appropriate market swap rate from which to
price an amortising swap is the weighted average maturity, not the
final maturity date.

Deleted: v

Deleted: Arbitrage; A method or action that allows the securing of
profit (with no market risk) by taking advantage of a mispricing of
one financial instrument between two markets/time zones.

Deleted: 9

Deleted: Asset/Liability Management; The management process a
bank uses to ensure its assets (loan made to customers) matches its
liabilities (deposits from customers).Average Rate Forward; A series
of forward exchange contracts to different dates for the same
amount, but at different rates. The series of contracts is re-stated as
one contract at the one average rate. Also called a “par forward"”.

Deleted: 1

Deleted: 1

Deleted: Balloon Pay ; The repay terms of a loan being
the full principal amount due for

Deleted: v

Deleted: repayment in one amount on the final maturity date.
Also called a “bullet” payment.

Deleted: 9

Deleted: Basis Swap; A Variation of an interest rate swap whereby
interest payments are exchanged on a floating to floating basis to
change the timing of interest payments on a bank loan i.e. quarterly
payments swapped to monthly basis.

Deleted: 9

Deleted: Bid-Offer Spread; The exchange points (FX) or basis
points (interest rates) difference between the bid and offer rate
when quoted by a bank is known as the “bid-offer spread”. Banks
make their profits from dealing at their own bid and offer prices,
thus earning the spread.

Deleted: 1

Deleted: Bond FRA; A tailored contract to buy or sell a bond
(Govermment or Corporate) at a fixed interest rate at some specified
future date. The Bond FRA contract rate will differ from the current
physical market bond yield, depending on the slope of the interest
rate yield curve.. ..

Deleted: 9

Deleted: 9

Deleted: Bond Option; The right, but not the obligation by the
owner/holder of the option to buy or sell bonds (Government or
Corporate) at a predetermined interest rate at a specified future
date. The buyer pays a “premium” in cash up-front to reduce risk
and have insurance-type protection, the seller or grantor of the
bond option receiving the premium for assuming the risk.

Deleted: 1

Deleted: Certificate of Deposit “CD"; A debt instrument (normally
short term) issued by a bank to borrow funds from other
banks/investors..
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Closing-Out; The cancellation/termination of a financial instrument or contract before
its maturity date, resulting in a realised gain/loss as the current market rate differs from
the contract rate.

Collateral; A legal term means “security”.

Commercial Paper; The debt security instrumentissued by a prime (and normally credit-rated)
borrower to raise short-term funds (30, 60, 90 or 180 days). Also called “one-name paper” and
“promissory notes” issued by competitive public tender to investors or by private treaty to one
investor.

Coupon; The interest rate and amount that will be paid on the interest due dates of a bond.
The coupon will normally differ from the purchase or issue yield/interest rate on a bond
instrument.

Counter party; The contracting party to a financial transaction or financial instrument.

Covenants; Special conditions and financial ratios required to be met or maintained by a
borrower for a lender under the legal security documents.

Credit Risk or Exposure; The risk that the other party to a financial transaction (bank deposit,
interest rate swap contract) will default on or before the maturity date and not be able to fulfil
their contractual obligations.

Credit Spread; The interest rate difference (expressed as basis points) between two types of
debt securities. The credit spread being a reflection of the difference in credit quality, size, and
liquidity between the two securities e.g. five year corporate bonds may be at a credit spread of
200 basis points above Government bonds,, \

Deleted: Collar Two; option contracts linked together into the one
transaction or contract. A borrower’s collar is normally a bought
“cap” above current market rates and a sold “floor” below current
rates. Over the term of the collar contract, if rates go above the cap
the borrower is protected and pays an interest cost no more than
the caprate. Likewise, if market rates fall below the floor, the
borrower pays the floor rate and does not participate in the lower
market rates. Also called a “cylinder”.

Deleted: 1

Deleted: Commoditised; When a financial market or instrument
becomes so popular and “plain vanilla” that there is no longer any
difference in the prices quoted by participants in the market.

Deleted: 9
Deleted: 9

Deleted: Compound option; An option contract on the premium
of an option i.e. the right but not the obligation, to enter an option
contract at a pre-determined premium amount.

Deleted: 1

Deleted: 1

Deleted: Convexity; A measure of the degree of curve or slope in
an interest rate yield curve.

Deleted: 9

Deleted: 1

Deleted: Convertible Bonds; A debt instrument issued to investors
by a borrower that has a fixed interest rate for a period and then
converts (under a strict pricing formula) to shares in the issuing
company..

Deleted: 1

Deleted: Cover; Aterm used to describe any action of entering
financial instruments that reduces risk or puts protection in place

Current Ratio; A liquidity measure to determine how quickly Council can generate cash. \\ against adverse future price movements.
Current assets are divided by current liabilities. \\ Deleted: 1
\{Deleted: 1

Debenture; A debt instrument similar to a bond whereby a borrower _borrows for a longer
term at a fixed rate. Also a legal instrument provided as security to a lender.

Derivative(s); A “paper” contract whose value depends on the value of some “underlying”
referenced asset e.g. share market stocks, bank bills, bonds or foreign currency. Also called a
“synthetic.” The value of the assets will change as its market price changes; the derivative
instrument will correspondingly change its value.

Discount; A bond or bank bill is discounted when the interest rate is applied to the face value
of the security and the net proceeds after deducting the interest is paid out to the borrower.
Investors pay for the discounted (NPV) value at the commencement of the investment and
receive the interest coupon payments along the way and the full face value at the maturity date.

Duration; Not the simple average maturity term of a debt or investment portfolio, but a
measure of the interest rate risk in a portfolio at a particular point in time. The duration of a
portfoliois the term (measured in years and months) if the total portfolio of bonds/fixed interest
—
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Deleted: Cross Currency Interest Rate Swap; A borrower
exchanges (swaps) one set of interest payments from a loan in one
currency for another set of interest payments in a second currency
Interest payments are swapped from fixed to floating and vice versa

Deleted: 1
Deleted: (normally a finance company)

Deleted: Delta; “Greek” letter that measures how the price of an
option (premium) changes given a movement in the price of the
underlying asset/instrument.

Deleted:

Deleted: Digital Option; An option contract that provides a
predetermined payout based on an agreed and contracted market
price path. ...
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investments was revalued at market rates and expressed as one single bond. The profit/losson
revaluation of a one basis point movement being the same in both cases.

Event Risk; The risk of a major/unforeseen catastrophe e.g. earthquake, year 2000, political
elections, adversely affecting a Council's financial position or performance.

Exercise Date/Price; The day and fixed price that an option contract is enforced/actioned or
“exercised” because it is in the interests of one of the parties to the contract to do so.

Fair Value; The current market value of an off-balance sheet financial instrument should it be
sold or closed-out on the market rates ruling at the balance date.

Federal Reserve; The US Government’s central bank and/or monetary authority.

Fixed Rate; The interest rate on a debt of financial instrument is fixed and does not change
from the commencement date to the maturity date.

Floating Rate; The interest rate on a loan or debt instrument is re-set at the ruling market
interest rates on the maturity date of the stipulated funding period (usually 90-days).

Floor; The opposite of a “cap.” An investor will buy a floor, or a series/string of call options (the
right to buy) to protect against falling interest rates, but be able to invest at higher interest rates
if rates move upwards. A borrower may sell a floor as part of a collar structure to generate
premium to pay for the “linked” bought cap.

Forward Exchange Contract; Council when entering into a Forward Exchange Contract agrees
a rate today at which one currency is sold or bought against another for delivery on a specified
future date.

Forward Points; The difference in interest rates between two currencies expressed as the
exchange rate points.

Forward Rate Agreement; A contract (“FRA”) whereby a borrower or investor in Bank Bills or
Government Bonds agrees to borrow or | invest for an agreed term (normally 90-days) at a fixed
rate at some specified future date. A FRAis an “over-the-counter” contract as the amount and
maturity date is tailored by the bank to the specific requirements of the borrower/investor.

Forward Start Swap; An interest rate swap contract that commences at a future specified
date. The rate for the forward starting swap will differ from the current market rate for swaps
by the shape and slope of the yield curve.

Funding Risk; The risk that a borrower cannot re-finance its debt at equal or better terms at
some date in the future, in terms of lending margin, bank fees and funding time commitment.
Funding risk may increase due the Council’s own credit worthiness, industry trends or banking
market conditions.

Hedging; The action of reducing the likelihood of financial loss by entering forward and
derivative contracts that neutralise the price risk on underlying financial exposures or risks. The
—
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Deleted: Embedded Option; An cption arrangement that may be
exercised by a borrower at a future date, but the determining
conditions are buried or “embedded” in a separate debt or financial
instrument....

Deleted: 1
Deleted: 1

Deleted: Eurobond; A fixed rate bond issued by a non-resident
borrower in a European country.

Deleted: 1
Deleted: 1

Deleted: Eurodollar; The borrowing and depositing of a currency
outside its domestic financial markets.

Deleted: 1
Deleted: Exchange Traded; A currency, debt or financial

instrument that is quoted and traded on a formal exchange with
standardised terms, amounts and dates.

Deleted: 1

Deleted: Fixed is defined as an interest rate that does not change
in the next 12 months.

Deleted: Floating is defined as an interest rate that changes in the
next 12 months. .

Deleted: Forward Forwards; A forward exchange contract on the
forward points for foreign exchange forward contracts i.e. a hedge
on the forward points which are determined by the two separate
interest rates of the currencies involved.

Deleted: 1

Deleted: Futures; Exchange-traded financial and commodity
markets which provide forward prices for the underlying asset,
instrument or commodity. Futures contracts are standardised in
amount, term and specifications. Futures markets are cash-based,
transacting parties do not take any counter party credit risk on each
other. Deposits and margin-calls are critical requirements of all
futures markets..

Deleted: 1
Deleted: 1

Deleted: Gamma; “Greek” letter used in option pricing that
measures how rapidly the delta of an option changes given a change
in the price of the underlying assetfinstrument.

Deleted: v
| Deleted: 0065075
| Deleted: —
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gain or loss due to future price movements on the underlying exposure is offset by the equal
and opposite loss and gain on the hedge instrument.

Indirect FX Risk; A company has indirect foreign exchange risk where their costs revenues or
profits can be adversely affected by the exchange rate that they are not directly paying or
receiving. The prices they pay or receive in the domestic currency are influenced by the
exchange rate movements.

ISDA; International Security Dealers Association: a governing body that determines legal
documentation/standards for over-the-counter swaps/options/FRAs and other derivative
instruments for interest rates, currencies, commodities etc. Corporate users of such
instruments sign an ISDA Master Agreement with banking counter parties that covers all
transactions.

Incidental Arrangements; The term used in the Local Government Act for interest rate risk
management instruments or derivatives.

Interest Rate Swaps; A binding, paper contract where one party exchanges, or swaps, its
interest payment obligations from fixed to floating basis, or floating to fixed basis. The interest
payments and receipts under the swap contract being offsetting, equal and opposite to the
underlying physical debt.

“In-the-Money” Option; An option contract that has a strike price/rate that is more
favourable or valuable than the current market spot or forward rate for the underlying
currency/instrument.

Interest Rate Collar Strategy; the combined purchase (or sale) of a cap or floor with the sale
(or purchase) of another floor or cap.

Interest Rate Swaption; the purchase of a swaption gives Council the right but not the
obligation to enter into an interest rate swap, at a future date, at a specific interest rate.

Inverse Yield Curve; The slope of the interest rate yield curve (90-days to years) is “inverse”
when the short-term rates are higher than the long-term rates. The opposite, when short-term
rates are lower than long-term interest rates is a normal curve or “upward sloping.” In theory,
a normal curve reflects the fact that there is more time, therefore more time for risk to occur in
long term rates; hence they are higher to build in this extra risk premium.

Liability Management; The policy, strategy and process of pro-actively managing the treasury
exposures arising from a portfolio of debt.

Limit(s); The maximum or minimum amount or percentage a price or exposure may move to
before some action or limitation is instigated. Also called “risk control limits”.

Liquidity Risk; The risk that Council cannot obtain cash/funds from liquid resources or bank
facilities to meet foreseen and unforeseen cash requirements. The management of liquidity risk
involves working capital management and external bank/credit facilities.

A

PALMERSTON NORTH

CITY COUNCIL ID: 13929850 Treasury Policy
Adopted 21 December 2017 (Amended 25 June 2018) draft for 2020 Page 40

Deleted: High-Yield Bonds; Corporate bonds issued by borrowing
companies that are non-prime i.e. have a low or no credit rating.
The margin or credit spread above Government bond yields is high
(300 basis points) to compensate the investor into the bond for the
higher credit and liquidity risk.

Deleted: 1
Deleted: 1

Deleted: Implied Volatility; Used in option pricing. To estimate
the future volatility of the underlying asset or instrument, the option
pricing models use historical volatility (expressed as percentage) as a
key variable to calculate the option premium amount. The
movement in option prices is therefore a good indicator of future
market volatility, as volatility is “implied” in the option price.

Deleted: 1
Deleted: 1

Deleted: Index Linked Bonds; Debt instruments that pay an
interest coupon or return that is wholly or partially governed by the
performance of another separate index e.g. a share market index, or
the gold price.

Deleted: 1
Deleted: 1

Deleted: Junk Bonds; High yield bonds at the bottom end of the
credit quality spectrum
Deleted: 1

Deleted: LIBOR; London Inter-bank Offered Rate, the average of
five to six banks quote for Eurodollar deposits in London at 11:00am
each day. The accepted interest rate-fixing benchmark for most
offshore loans....

Deleted: 1

Deleted: “Long” Position; Holding an asset or purchased financial
instrument in anticipation that the price will increase to sell later at
a profit.

Deleted: 1

Deleted: Look-back Option; An option structure where the strike
price is selected and the premium paid at the end of the option
period..

Deleted: v
| Deleted: 0065075
| Deleted: —
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Marked-to-Market; Financial instruments and forward contracts are revalued at current
market rates, producing an unrealised gain or loss compared to the book or carrying value.

Margin; The lending bank or institution’s interest margin added to the market base rate,
normally expressed as a number of basis points.

Medium Term Notes; A continuous program whereby a prime corporate borrower has
issuance documentation permanently in place and can issue fixed rate bonds at short notice
under standard terms.

Option Premium; The value of an option, normally paid in cash at the commencement of the
option contract, similar to an insurance premium.

Order; The placement of an instruction to a bank to buy or sell a currency or financial
instrument at a preset and pre-determined level and to transact the deal if and when the market
rates reach this level. Orders are normally placed for a specific time period, or “good till
cancelled.” The bank must deal at the first price available to them once the market level is
reached. Some banks will only take orders above a minimum dollar amount.

“Out-of-the-Money”; An option contract which has a strike price/rate that is unfavourable or
has less value than the underlying current spot market rate for the instrument.

Over-the-Counter; Financial and derivative instruments that are tailored and packaged by the
bank to meet the very specific needs of the corporate client in terms of amount, term, price and
structure. Such financial products are non-standard and not traded on official exchanges.

Pre-hedging; Entering forward or option contracts in advance of an exposure being officially
recognised or booked in the records of the Council.

Primary Market; The market for new issues of bonds or MTNs.

Put Option; The right, but not the obligation to sell a debt security/currency/commodity at the
contract price in the option agreement.

Revaluation; The re-stating of financial instruments and option/forward contracts at current
market values, different from historical book or carrying values. If the contracts were sold/
bought back (closed-out) with the counter party at current market rates, a realised gain or loss
is made. A revaluation merely brings the contract/instrument to current market value.

Roll-over; The maturity date for a funding period, where a new interest rate is reset and the
debt re-advanced for another funding period.

Secondary Market; The market for securities or financial instruments that develops after the
period of the new issue.

Spot Rate; The current market rate for currencies, interest rates for immediate
delivery/settlement, and normally two business days after the transaction is agreed.

—
__—/—/—
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Deleted: Moody’s; A rating agency similar to Standard & Poor's

(S&P Global Ratings).
Deleted: 9
Deleted: v

Deleted: Multi-currency Facility; A committed banking facility that
allows the borrowing of several alterative currencies to the NZ

dollar..
Deleted: 1
Deleted: 1

Deleted: Netting; Method of subtracting currency receivables
from currency payables (and vice versa) over the same time period

to arrive at a net exposure position.
Deleted: v
Deleted: v

Deleted: Open Position; Where a Council has purchased or sold an
asset, currency, financial security or instrument unrelated to any
physical exposure, and adverse/favourable future price movements

will cause direct financial loss/gain.

Deleted: 9

Deleted: Perpetual Issue; A loan or bond that has no final maturity

date..

Deleted: 9
Deleted: 9
Deleted: 9

Deleted: Proxy Hedge; Where there is no forward or derivative
market to hedge the price risk of a particular currency, instrument
or commodity. A proxy instrument or currency is selected and used
as the hedging method as a surrogate. There needs to be a high
correlation of price movements between the two underlying prices

to justify using a proxy hedge.
Deleted: v

Deleted: 1

Deleted: “Short” Position; Selling of an asset or financial
instrument in anticipation that the price will decrease or fall in value

to buy laterat a profit.
Deleted: v
| Deleted: 0065075
| Deleted: —
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Standard & Poor’s (S&P Global Ratings); A credit rating agency that measures the ability of
an organisation to repay its financial obligations.

Stop Loss; Bank traders use a “stop-loss order” placed in the market to automatically closeout
an open position at a pre-determined maximum loss.

Strike Price; The rate or price that is selected and agreed as the rate at which an option is
exercised.

Strip; A series of short-term interest rate FRAs for a one or two year period, normally expressed
as one average rate.

Swap Spread; The interest rate margin (in basis points) that interest rate swap rates trade
above Government bond yields.

Swaption; An option on an interest rate swap that if exercised the swap contract is written
between the parties. The option is priced and premium paid similar to bank bill and bond
interest rate options.

Time Value; Option contracts taken for longer-term periods may still have some time value left
even though the market rate is a long way from the strike rate of the option and the option is
unlikely to be exercised.

Tranches; Aloan may be borrowed in a series of partial drawdowns from the facility, each part
borrowing is called a tranche.

Treasury; Generic term to describe the activities of the financial function within Council that is
responsible for managing the cash resources, financial investments, debt, and interest rate risk.

Treasury Bill; A short term (<12 months) financing instrument/security issued by a
Government as part of its debt funding program.

Volatility; The degree of movement or fluctuation (expressed as a percentage) of an asset,
currency, commodity or financial instrument price over time. The percentage is calculated using

mean and standard deviation mathematical techniques.

Yankee Bond; A non-resident US borrower issuing a corporate bond in the domestic US bond
market.

Yield; Read-interest rate, always expressed as a percentage.

Yield Curve; The plotting of market interest rate levels from short term (90-days) to long term
on agraph i.e. the difference in market interest rates from one term (maturity) to another.

—
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Deleted: Vega; Another “Greek” letter that is the name given to
the measure of the sensitivity of the change in option prices to small
changes in the implied volatility of the underlying asset or
instrument price.

Deleted: 9

Deleted: Zero Coupon Bond; A bond that is issued with the
coupon interest rate being zero i.e. no cash payments of interest
made during the term of the bond, all interest paid on the final
maturity date. In effect the borrower accrues interest on interest
during the term, increasing the total interest cost compared to a
normal bond of paying interest quarterly, half-yearly or annually.
Deleted: 9

| Deleted: 0065075

(/ Deleted: —

Page |182



Page 10: [1] Deleted

PwC

22/11/2019 2:41:00 pm |

A
Page 11: [2] Deleted

PwC

22/11/2019 2:59:00 pm |

A
Page 20: [3] Deleted

Brett A Johanson

1/03/2020 9:04:00 pm |

A

Page |183

ITEM 11 - ATTACHMENT 1






PALMERSTON NORTH

CITY COUNCIL

PALMERSTON NORTH CITY COUNCIL

MEMORANDUM

TO: Finance & Audit Committee

MEETING DATE: 19 August 2020

TITLE: Treasury Report - 12 months ending 30 June 2020
PRESENTED BY: Steve Paterson, Strategy Manager - Finance
APPROVED BY: Stuart McKinnon, Chief Financial Officer

RECOMMENDATIONS TO FINANCE & AUDIT COMMITTEE
1. That the memorandum entitled ‘Treasury Report — 12 months ending 30 June 2020’
presented to the Finance & Audit Committee on 19 August 2020, be received.

2. That the performance of Council’s treasury activity for the 12 months ended 30 June
2020 be noted.

1. ISSUE

To provide an update on the Council’s treasury activity for the 12 months ending 30 June
2020.

2. BACKGROUND

The Council’s Annual Budget for 2019/20 forecast additional debt of $44.792m would need
to be raised during the year to fund the $53.516m of new capital expenditure programmes
(including assumed carry forwards from 2018/19). In June 2019 the Council resolved to
specifically authorise the raising of up to $45m of additional debt. In August 2019 the
Council approved increasing the new capital expenditure programme for the year to
$57.022m due to a revised assessment of the level of carry forwards from 2018/19. There
was no change to the additional debt that was authorised as it was assumed some of the
previously approved debt would not be raised.

Council’s Financial Strategy (updated version adopted 25 June 2018) contains the following
ratios which the Council has determined to be prudent maxima:

J Net debt as a percentage of total assets not exceeding 20%
J Net debt as a percentage of total revenue not exceeding 200%
J Net interest as a percentage of total revenue not exceeding 15%
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o Net interest as a percentage of annual rates income not exceeding 20%

The Treasury Policy (embracing the Liability Management and Investment Policy), adopted
in December 2017 and updated on 25 June 2018, also contains a number of other criteria
regarding debt management.

3. PERFORMANCE

Following the latest annual review published on 20 April 2020 Council’s S&P Global Rating’s
credit rating remained unchanged at AA / A-1+, although the outlook was revised from
positive to stable.

Schedule 1 agttached shows the details of Council’s debt as at 30 June 2020. Debt levels
were within the policy parameters outlined in section 2 of this report.
The summarised gross term debt movements are shown in the following table:
Annual Budget Actual -3 Actual - 6 Actual -9 Actual - 12
for year months months months months
(2019/20) (2019/20) (2019/20) (2019/20) (2019/20)
$000 $000 $000 $000 $000
Debt Balance at 1 July 2019 122,041 121,200 121,200 121,200 121,200
New Debt # 44,792 2,950 8,850 13,150 33,000
Debt repayments # (12,200)
Closing Balance 166,833 124,150 130,050 134,350 142,000
Comprising:
Bank advance (on call) 5,150 6,050 2,350
LGFA short term advance 10,000 10,000 10,000
LGFA & Council stock 109,000 114,000 122,000 142,000

# A portion of the Council’s debt is drawn on a daily basis — daily drawdowns & repayments are not included
in these figures but the net draw or repayment for the year to date is shown as part of new debt or debt
repayment as appropriate.

Gross debt at 30 June 2020 was $142m compared with $121.2m at 1 July 2019.
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Movements in recent years are shown in the following graph:
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Actual finance costs incurred during the 12 months (including interest, line fees & the
effects of payments relating to swaps) amounted to $5.535m compared with the budget for
the year of $7.616m. The effective average interest rate for the year was 4.2% compared
with the budgetary assumption of 5.2% and this translated to a saving of approximately
$1.3m. The remainder of the saving reflects the lower levels of debt due to the delays in the
capital expenditure programme.

The Council has entered financial instruments related to its debt portfolio utilising swap
trading lines established with Westpac, ANZ and BNZ. The details of these are shown in
Schedule 2 attached.

The value of these instruments is measured in terms of its “mark-to-market” i.e. the
difference between the value at which the interest rate was fixed and the current market
value of the transaction. Each of these transactions was valued at the date they were fixed
and again at the reporting date. Financial reporting standards require the movement in
values to be recorded through the Council’s Statement of Comprehensive Income (Profit &
Loss Account). They have been revalued as at 30 June 2020 and show a decrease in book
value of $0.5m for the quarter and $2.7m for the year.
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The Council’s Treasury Policy contains guidelines regarding the measurement of treasury
risk as follows:

e Interest rate risk is managed by the Council maintaining the ratio of debt that is subject
to floating versus fixed interest rates within pre-set limits.

e Funding and liquidity risk is managed by the Council maintaining a pre-set portion of its
debt in a range of maturity periods eg < 1 year, 1 — 3 years, 5 years +.

The position compared to the policy is illustrated in the graphs in Schedule 3. The overall
ratio of fixed v floating interest rate debt is based on the assessed level of total debt in
12 months’ time.

For the purpose of this calculation the forecast debt has been assumed as $155m although
the Annual Budget forecast (for 2020/21) is that the total debt will be $178m by 30 June
2021. We have used this lower forecast to protect against the risk of becoming over hedged
i.e. too much fixed debt in the event the actual borrowing required is lower than budgeted.
55% of the forecast total debt is fixed (using the forecast total of $155m) and this reduces to
48% (if the total is assumed to be $178m). Current market sentiment is that interest rates
will be lower for longer.

A separate report on the review of the Treasury Policy recommends a change to the way
this calculation is made.

As at 30 June 2020 all policy targets had been met.

Council’s credit lines with the banks include a $18m four-year credit facility with Westpac
Bank (maturing 31 July 2022) and a revolving $25m three-year facility with ANZ Bank
(maturing 31 March 2023).

4. CONCLUSION & NEXT STEPS

Finance costs for the year (including interest, line fees & the effect of swaps) was $5.535m
compared with budget for the year of $7.616m. This was due to lower average interest
rates and debt levels than assumed.

In conjunction with Council’s treasury advisors hedging instruments are regularly reviewed
in an effort to ensure the instruments are being utilised to best advantage as market
conditions change. The level of hedging cover is also reviewed as the forecasts of future
debt levels are revised.

Council’s borrowing strategy is continually reviewed, in conjunction with Council’s treasury
advisors, to ensure best advantage is taken of Council’s quality credit rating.

A further performance report will be provided after the end of the September 2020 quarter.
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5. COMPLIANCE AND ADMINISTRATION

Does the Committee have delegated authority to decide? Yes
Are the decisions significant? No
If they are significant do they affect land or a body of water? No
Can this decision only be made through a 10 Year Plan? No
Does this decision require consultation through the Special Consultative | No
procedure?

Is there funding in the current Annual Plan for these actions? Yes
Are the recommendations inconsistent with any of Council’s policies or | No
plans?

The recommendations contribute to Goal 5: A Driven and Enabling Council

The recommendations contribute to the outcomes of the Driven and Enabling Council

Strategy

The recommendations contribute to the achievement of action/actions in Not

Applicable

This report outlines the outcomes of a fundamental administrative activity of the Council.

Contribution to | Managing the Council’s treasury activity is a fundamental component

strategic direction | of day to day administration of the Council.

ATTACHMENTS

1. Schedules1-34 %
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Schedule 1 - Debt levels & Prudential Borrowing Ratios

Palmerston North City Council

Term Debt as at 30 June 2020

1. Loan Stock on Issue - Council debentures Current
Issue Date Term Principal Margin Interest Maturity Date as at
over BKBM Rate 30/06/2020
FRN 5 Aug 16 6 5,000,000 0.6300%  0.8950% 5-Aug-2022
5,000,000

2. Loan Stock on Issue - Borrowed from LGFA

LGFA 20 May 13 8 5,000,000 0.6425% 0.9125% 15-May-2021 5,000,000

LGFA 24 Feb 14 7 10,000,000 0.5525% 0.8225% 15-May-2021 10,000,000

LGFA 19 May 14 7 5,000,000 0.6000% 0.8700% 15-May-2021 5,000,000
LGFA 13 Apr 15 7 10,000,000 0.3300% 0.8000% 5-Apr-2022
LGFA 18 Aug 14 9 10,000,000 0.6325% 1.0675% 15-Apr-2023
LGFA 15 Apr 20 3 10,000,000 0.7350% 1.1223% 17-Apr-2023
LGFA 23 Jul 18 6 15,000,000 0.5525% 0.9875% 15-Apr-2024
LGFA 15 Apr 20 4 5,000,000 0.7850% 1.1723% 15-Apr-2024
LGFA 6 Sep 17 7 6,000,000 0.6000% 0.8700% 15-Sep-2024
LGFA 6 Sep 17 8 6,000,000 0.6600% 1.0950% 15-Apr-2025
LGFA 28 Jan 20 5 8,000,000 0.5400% 0.9750% 15-Apr-2025
LGFA 22 Mar 18 8 5,000,000 0.7250% 1.1600% 15-Apr-2026
LGFA 17 Jun19 7 7,000,000 0.6525% 1.0875% 15-Apr-2026
LGFA 11 May 20 6 5,000,000 0.6600% 0.9223% 15-Apr-2026
LGFA 16 Mar 15 12 5,000,000 0.4575% 0.8925% 15-Apr-2027
LGFA 8 Jun 15 12 5,000,000 0.4525% 0.8875% 15-Apr-2027
LGFA 17 Dec 18 10 5,000,000 0.7875% 1.2225% 15-Apr-2028
LGFA7 Oct 19 ] 5,000,000 0.7100% 1.1450% 18-Apr-2028
LGFA 17 Dec 18 11 10,000,000 0.8225% 1.2575% 15-Apr-2029

137,000,000

3. Bank facilities
ANZ ($25m) - 31-Mar-2023'
* plus line fee of 0.22%
Westpac ($18m) On call 1.330% 31-Jul-2022'
* plus line fee of 0.27%
4. Short term facility from LGFA

Interest
Rate

Reset
Date

Floating Qtrly 5-Aug-20

Floating Qtrly 17-Aug-20
Floating Qtrly 17-Aug-20
Floating Qtrly 17-Aug-20
Floating Qtrly 6-Jul-20
Floating Qtrly 15-Jul-20
Floating Qtrly 15-Jul-20
Floating Qtrly 15-Jul-20
Floating Qtrly 156-Jul-20
Floating Qtrly 15-Sep-20
Floating Qtrly 15-Jul-20
Floating Qtrly 15-Jul-20
Floating Qtrly 15-Jul-20
Floating Qtrly 15-Jul-20
Floating Qtrly 15-Jul-20
Floating Qtrly 15-Jul-20
Floating Qtrly 15-Jul-20
Floating Qtrly 156-Jul-20
Floating Qtrly 15-Jul-20
Floating Qtrly 15-Jul-20

Reset at any time

Reset at any time

Total as at 30 June 2020 " 142,000,000 20,000,000
Gross Term Debt $000
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The Financial Strategy contains a series of ratios that the Council has determined to be prudent
maxima. The chart above shows the actual results for since 2011/12 compared to those ratios.

The net debt/revenue policy ratio limit was reduced from 180% to 175% with the adoption of the
updated policy on 27 June 2012. The 2018-28 Financial Strategy incorporates a new policy
maximum of 200%.

A The Net Debt/Total Assets ratio became effective from 1 July 2015. Previously the ratio used
was Net Debt/Equity and the actuals for the previous ratio are shown in this report for information.

The Net Debt/Total Assets ratio at 30 June 2020 is a provisional calculation that will be updated
once the Council’s financial statements for the year are finalised.
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Schedule 2 — Interest Rate Swaps

Palmerston North City Council

Interest Rate Swaps as at 30 June 2020

Council pays fixed & receives floating on a monthly basis Hedgebook
Current Value at
Bank Trade Date Deal No Amount Start Date Maturity Fixed Interest Floating Reset date 30-Jun-20
$m rate rate
Westpac 12-Feb-13 2882838 50 11-Mar-13  9-Dec-20 4.61% 0.265% 9-Jul-20 (108,239)
Active total at 30 Jun 20 5.0 (108,239)
Current 0
Term (108,239)
Council pays fixed & receives floating on a quarterly basis Current Value at
Bank Trade Date Deal No Amount  Start Date Maturity Fixed Interest Floating Reset date 30-Jun-20
$m rate rate
Westpac 10-Sep-09 1329748 6.0 21-Oct-09 22-Jul-19 5.8675% Matured 22 July 19
Westpac 19-Aug-10 1656930 50 10-Oct-10 10-Jan-20  5.9375% Matured 10 Jan 20
Westpac 19-Aug-10 1656928 5.0 10-Oct-10 10-Jul-20 5.9350% 0.440% 10-Jul-20 (65,482)
Westpac 12-Feb-13 2882863 7.0 8-Mar-13 8-Jun-20 5.35% Matured 8 Jun 20
ANZ 17-Dec-13 8539285 3.0 17-Feb-14 15-Nov-20 4.92% 0.270%  17-Aug-20 (70,496)
Westpac 21-Feb-14 3540565 5.0 7-Mar-14 7-Sep-20 6.295% 0.255% 7-Sep-20 (75,250)
Westpac 8-May-14 3673014 5.0 9-Jun-14  7-Sep-21 6.060% 0.255% 7-Sep-20 (364,202)
Westpac 8-May-14 3672892 5.0 10-Jul-14  11-Apr-22 5.690% 0.440% 10-Jul-20 (541,693)
Westpac 8-May-14 3672895 5.0 6-Jun-14 8-Jun-21 5.820% 0.255% 7-Sep-20 (278,583)
ANZ 20-Jun-14 9572093 50 15-Dec-14  15-Jun-23 4.840% 0.270%  15-Sep-20 (688,864)
Westpac 18-Jul-14 3787822 6.0 29-Sep-15 29-Sep-23 4.850% 0.305%  29-Sep-20 (895,116)
Westpac 20-Feb-15 4211117 5.0 8-Mar-17  6-Mar-20 3.810% Matured 6 Mar 20
ANZ 28-Nov-14 10730910 50 15-Dec-17 15-Jun-24 4.500% 0.270%  15-Sep-20 (841,519)
ANZ 28-Nov-14 10730993 5.0 10-Apr-18  10-Oct-24 4.515% 0.440% 10-Jul-20 (940,017)
Westpac 20-Feb-15 4211119 5.0 6-Dec-18  6-Dec-19 3.875% Matured 6 Dec 19
ANZ 3-May-17 15995740 6.0 22-Jul-19  21-Apr-22 3.350% 0.345% 21-Jul-20 (373,978)
BNZ 10-Jul-19 384538896 5.0 31-Jul-19 21-Jul-22 1.345% 0.345% 21-Jul-20 (125,443)
ANZ 29-Nov-18 18984011 5.0 6-Dec-19  6-Sep-23 2.555% 0.255% 7-Sep-20 (374,568)
Westpac 28-Nov-14 4040149 5.0 10-Jan-20  10-Jan-24 4.585% 0.44% 10-Jul-20 (804,300)
ANZ 29-Nov-18 18984258 20 6-Mar-20 6-Mar-29 3.095% 0.255% 7-Sep-20 (421,841)
Westpac 28-Nov-14 4040489 7.0 8-Jun-20  8-Dec-22  4.5675% 0.255% 8-Sep-20 (759,415)
Active total at 30 Jun 20 86.0 (7,620,767)
Westpac 25-Feb-15 4218128 5.0 7-Sep-20 9-Sep-24 3.990% 0 7-Sep-20 (736,237)
Westpac 25-Feb-15 4218131 5.0 8-Jun-21  10-Jun-24 3.990% 0 8-Jun-21 (553,041)
ANZ 25-Feb-15 11281075 3.0 16-Nov-20 15-Nov-24 3.990% 0  16-Nov-20 (438,949)
Westpac 18-Jan-16 4910927 5.0 9-Dec-20 9-Jun-25 3.970% 0 9-Dec-20 (808,291)
Westpac 26-Feb-16 5013577 50  11-Apr-22 12-Jan-26 3.635% 0 11-Apr22 (586,575)
ANZ 27-Nov-17 17029213 50 15-Jun-23  15-Jun-27  3.7675% 0 15-Jun-23 (599,606)
ANZ 27-Nov-17 17029223 6.0 29-Sep-23 29-Jun-27 3.7875% 0  29-Sep-23 (670,925)
ANZ 27-Mar-18 17670250 50  15-Jun-24  15-Jun-29 3.840% 0 15-Jun-24 (693,809)
ANZ 27-Mar-18 17670276 5.0 10-Oct-24  10-Jan-31 3.920% 0 10-Oct-24 (840,933)
ANZ 27-Mar-18 17670295 5.0 10-Jun-24  10-Jun-32 3.935% 0 10-Jun-24 (1,053,009)
BNZ 27-Feb-20 384575543 7.0 8-Dec-22  8-Dec-28  1.3375% 8-Dec-22 (224,646)
Forward start total at 30 Jun 20 56.0 (7,206,021)
(14,826,788)
Current (3,299,073)
Term (11,527,715)

(14,935,027)
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Schedule 3 - Risk Exposure Position

Interest Rate Risk Position — proportions of Debt subject to floating versus fixed interest
rates within pre-set policy limits

30-Jun-20 Palmerston North City Council Overall Fixed
Interest Rate Risk Position Policy Min 55%
Actual Floating based on 12 Month Debt Forecast $155m Policy Max 90%
45% Actual 55%
1- 3 years 3 - 5 years 5 years plus
Policy Target band 15%-60% 15%-60% 15%-60%
Actual 27% 27% 47%

60 72 84 96 108 120 132 144 156 168
Months
Floating Debt m Fixed Debt

30-Jun-20 Palmerston North City Council
Funding & Liquidity Risk Position
Committed Loan/Stock/Facilities/Investments $185m
Current External Debt $142m
Current Net Debt $142m
O - 3years 3 -5Yyears 5 years plus
Policy Target Band 15%-60% 15%-60% 10%-40%
Actual 53% 22% 25%

| T

3-4 4-5 5-6 6-7 7-8 8-9 9-10 10-11 11-12 12-13
Maturity Date Bucket (Years)
mDrawn Loans ™ LGFA short term Available  m Linked Deposits
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MEMORANDUM

TO: Finance & Audit Committee

MEETING DATE: 19 August 2020

TITLE: Te Huringa (ERP Ozone Replacement) Project - Business Assurance

Progress Report

PRESENTED BY: Masooma Akhter, Business Assurance Manager
APPROVED BY: Sheryl Bryant, General Manager - Strategy & Planning

RECOMMENDATION TO FINANCE & AUDIT COMMITTEE

1. That the memorandum entitled ‘Te Huringa (ERP Ozone Replacement) Project —
Business Assurance Progress Report’ and its two appendices, presented to the Finance
& Audit Committee on 19 August 2020, be received for information.

1. ISSUE

On 18 December 2019, the Council resolved “that the Chief Executive be given delegation to
enter into a contract with Civica to purchase a replacement ERP system. The term of this
contract will not exceed ten years, and the value over this period will not exceed $5.9m”.

Palmerston North City Council (PNCC) went through a consultative process that has
eventuated in the ERP Programme being named “Te Huringa” meaning, transformation,
change, renew or figuratively to ‘turn another page’.

This project has been split into two phases, the focus of the first phase being on finance and
the second phase on the regulatory elements.

For a project of this magnitude, it was deemed beneficial to obtain independent assurance
over its life. PWC has been engaged to provide the Business Assurance function support in
delivering independent assurance over the project. This is to ensure the project is effectively
structured, governed and managed in line with sound management principles to deliver
according to its objective and that the deliverables from the project are fit for purpose.

2. BACKGROUND

PWC has developed an integrated approach to assurance over phase one of the project that
has been adopted. This will be a balance of the Business Assurance Manager driving the
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internal review process and PWC conducting specialist review components (please refer to
appendix 1).

In June 2020, PWC completed the foundation review that provided a view of the then-
current state of the programme established, considering potential weaknesses and risks
within the project management control environment. Several recommendations were made
to build on good practices identified and to enhance the intended approach to solution
design and implementation (please refer to appendix 2).

In response to the foundation review, an action plan has been developed and will be
followed up by the Business Assurance Manager. A review was completed during July 2020
to check status of items that were required to be completed by 30 June 2020. Of these,
three items were still in progress, and therefore overdue. However, these were not
considered to pose material risks to the project and therefore the status was accepted.
Overall it can be concluded that we are on track to action these items in a timely manner.

Project Progress Update
Impact of COVID-19

The COVID-19 lockdown, along with PNCC local community and Te Ao Nui (Emergency
Operations Centre) demand on key stakeholders and project resources, has had an effect on
the programme overall. While we decided to continue during the lockdown and have made
good progress, the remote operating model has made it challenging to build a high
performing and focused team. This is now being addressed through reviewing the
programme environment, including bringing all project team members into one location
going forward.

Civica, the software vendor, is mostly Australian based and has a no travel policy for the
foreseeable future. They are experienced at operating remotely, however the hands-on
configuration workshops are typically done face to face. In response, Civica Auckland
resources are being brought in to facilitate this process.

A key impact of this disrupted period has been that the formal scope definition (and
phasing) has not been finalised. Some decisions that were made are being revisited to
ensure all parties clearly understand and support them. The impact of this on the current
schedule and budget will be continually reviewed by the Project Control Group (PCG).

Financial Status
As at 30 June 2020, $797,620 has been expensed in relation to implementing this project.

Programme Governance

A multi-tiered governance model has been built that aligns with industry standards for ERP
and has been endorsed by PWC. This includes a governance group known as “PCG” and a
Steering Committee (SteerCo). The PCG is the decision-making team and its primary role is
to ensure the successful delivery of the business case and the defined benefits of the
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project. The SteerCo is responsible to keep the programme on track, manage resources,
plans and provide recommendations to PCG for any changes to scope, timing or cost.

Timeline

The initial programme closure date of December 2021 still stands and has not been revised
at this stage. However, as a consequence of COVID-19 and a general review of the
programme, internal milestone dates have been reviewed and updated to be more
accommodating.

Below is a timeframe for phase one of the project that has been aligned with the assurance
plan on page 4 of appendix 1.

Plan & Desien
Initiate g

June 2020 October 2020 February 2021 May 2021 July 2021

Risks & Issues

A team has been developed with representatives from Business Assurance, Risk &
Resilience, Regulatory, Information Technology and Finance. This team is tasked with
recording and monitoring risks and establishing mitigation plans. Where risks transition to
become issues, this team will communicate these with the PCG and key stakeholders to
ensure an appropriate and effective action plan is in place.

Below is an up-to-date summary of the top risks identified for this project and any issues
that have been recorded to date.

Top Project Risks

Risk Mitigation Plan

Due to the unavailability of business resources To ensure a backfilling plan, an internal
due to conflicting priorities, additional support communications plan and resource identification
may be required. work is completed.

The complexity of rules for data conversion To ensure a data conversion strategy is in place.
from the previous system and/or the datais of 1o ensure all data elements are adequately
poor quality. defined and mapped.
Institute a data cleansing procedure before the
conversion begins (contingency budget available
to assist with data cleansing / manual conversion
if required).

The readiness of PNCC internal systems for Develop an integration plan but also a fall-back
integration. position.

Lack of documentation on current business Additional resource engaged to assist with
processes may impact the project schedule. identifying and documenting business processes.
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If a change to the schedule is required, then the
formal change request process will be adhered to.

Project creep - that delivery can’t be A decision-making framework developed and to
completed within timeframes, scope or be utilised wherever timeframe, scope or budget
budget. changes required.

Monthly updates to PCG on status.

Date Issue Description Actions / Mitigation Plan
March Impact of COVID. Restricted access to Civica and Effectus continued planning and
2020 the Council staff and facilities. Travel setup remotely with minimal contact with

bans in place. The potential impact on PNCC staff. PCG and SteerCo meetings
the delivery of the programme unclear. = continued virtually.
The impact on the schedule and budget of
the programme has not been confirmed. This
will be monitored by the PCG to ensure any
necessary decisions are made proactively.

June Data migration not scoped for CM9. To ensure a migration strategy is developed.
2020

July 2020 | Lack of project manager, subject matter Change Manager appointed. Project Manager
experts and change manager is recruitment underway with a preferred
impacting the delivery of the project. candidate. Discussions for subject matter

experts underway.

To assess the impact on the project and
whether any changes to the
budget/scope/timeframe required. If so, to
utilise the formal decision-making framework
to evaluate and proceed.

Definitions: Risk vs Issue
Risk: Events that will have a negative impact on your project if they occur. Risk refers to the
combined likelihood the event will occur and the impact on the project if it does occur.

Issue: Something that is going wrong on your project and needs to be managed. Failure to
manage issues may result in a poor delivery or even failure.

3. NEXT STEPS

1. Adopting the assurance plan developed by PWC and undertaking assurance
engagements in partnership with PWC.

2. Business Assurance will follow-up on recommendations from the foundation review
to ensure they are actioned in a timely manner.
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3. Provide the Finance & Audit Committee with updates at the end of each phase (as
per timeline) with findings of the assurance reviews and progress on the project.

4. COMPLIANCE AND ADMINISTRATION

Does the Committee have delegated authority to decide? Yes
Are the decisions significant? No
If they are significant do they affect land or a body of water? No
Can this decision only be made through a 10 Year Plan? No

Does this decision require consultation through the Special Consultative | No
procedure?

Is there funding in the current Annual Plan for these actions? Yes

Are the recommendations inconsistent with any of Council’s policies or | No
plans?

The recommendations contribute to Goal 5: A Driven and Enabling Council

The recommendations contribute to the outcomes of the Driven and Enabling Council
Strategy

The recommendations contribute to the achievement of action/actions in Not Applicable

Contribution to | The purpose of this report is to report on Business Assurance activity.
strategic direction
and to social,
economic,
environmental
and cultural well-
being

ATTACHMENTS

1. PWC Assurance Plan for ERP Project &
2. PWC Foundation Review - Final Report § &
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PALMERSTON NORTH

CITY COUNCIL

PALMERSTON NORTH CITY COUNCIL

COMMITTEE WORK SCHEDULE

TO: Finance & Audit Committee
MEETING DATE: 19 August 2020
TITLE: Committee Work Schedule

RECOMMENDATION TO FINANCE & AUDIT COMMITTEE

1. That the Finance & Audit Committee receive its Work Schedule dated August 2020.

ATTACHMENTS

1. Committee Work Schedule § &
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