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EXTRAORDINARY COUNCIL MEETING AGENDA 13 APRIL 2021

Notice is hereby given that a meeting of the Council will be held in the Clubrooms,
Waimate Event Centre, Paul Street, Waimate, on Tuesday 13 April 2021,
commencing at 9.30am.

Elected Members

Craig Rowley Chairperson
Sharyn Cain Deputy Chairperson
Fabia Fox Councillor

Sandy McAlwee Councillor

Miriam Morton Councillor

Tom O'Connor Councillor

David Owen Waimate Councillor
Colin Pankhurst Councillor

Sheila Paul Councillor

Quorum — no less than five members

Significance Consideration

Evaluation: Council officers, in preparing these reports have had regard to Council’s
Significance and Engagement Policy. Council and Committee members will make the final
assessment on whether the subject under consideration is to be regarded as being
significant or not. Unless Council or Committee explicitly determines that the subject under
consideration is to be deemed significant then the subject will be deemed as not being
significant.

Decision Making
The Council, in considering each matter, must be:

i. Satisfied that it has sufficient information about the practicable options and
their benefits, costs and impacts, bearing in mind the significance of the
decision;

ii. Satisfied that it knows enough about and will give adequate consideration
to the views and preferences of affected and interested parties bearing in
mind the significance of the decisions to be made.

Stuart Duncan
Chief Executive
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OPENING
1 COUNCIL PRAYER
THERE IS NO COUNCIL PRAYER AT THIS MEETING
2 PUBLIC FORUM
There is no Public Forum offered at this meeting.
3 APOLOGIES

The Chair will call for any apologies.

4 VISITORS
Nil
5 CONFLICTS OF INTEREST

As per the Local Authorities (Members’ Interests) Act 1968 (as below), the Chair will
enquire if there are any Conflicts of Interest to be declared on any item on the agenda,
and if so, for any member to declare this interest.

Local Authorities (Members’ Interests) Act 1968

Councillors are reminded that if they have a pecuniary interest in any item on the
agenda, then they must declare this interest and refrain from discussing or voting on
this item and are advised to withdraw from the meeting table.

6 IDENTIFICATION OF MAJOR (URGENT) OR MINOR ITEMS NOT ON THE
AGENDA

1.  The Chair will call for any major (urgent business) or minor items not on the agenda
to be raised according to Standing Orders, as below:

a. Standing Orders 3.7.5 — Major Iltems

An item not on the agenda for a meeting may be dealt with at the meeting if the
local authority by resolution so decides, and the presiding member explains at
the meeting at a time when it is open to the public —

i. The reason why the item was not listed on the agenda; and

. The reason why discussion of the item cannot be delayed until a
subsequent meeting.

b. Standing Orders 3.7.6 — Minor ltems
An item not on the agenda for a meeting may be dealt with at the meeting if —

i. That item is a minor matter relating to the general business of the local
authority; and

. The presiding member explains at the beginning of the meeting, at a time
when it is open to the public, that the item will be discussed at the
meeting; but

iii. No resolution, decision, or recommendation may be made in respect of
that item except to refer that item to a subsequent meeting of the local
authority for further discussion.
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REPORTS

7 GENERAL REPORTS

71 2021-2051 DRAFT INFRASTRUCTURE STRATEGY

Author: Dan Mitchell, Asset Group Manager
Authoriser: Stuart Duncan, Chief Executive
Attachments: Nil

PURPOSE

1.  The purpose of this report is to present the 2021-2051 Draft Infrastructure Strategy and for
Council to approve the draft for inclusion as part of the 2021-2031 Long Term Plan
consultation.

BACKGROUND
2. The purpose of the Infrastructure Strategy is:

i. To provide residents of the Waimate District with a clear view of the state of
Council’s core infrastructure, and priorities for investment over the next 30 years.

ii. Provide robustness around long term budgets for the core Infrastructure Assets.

iii.  Discuss significant issues for the Core Infrastructure Assets across a 30-year
time frame, and provide a strategic direction that reflects the current legislative
environment and the communities’ priorities across the district.

3.  The Infrastructure Strategy allows for Council to identify priorities associated with the
included asset bases. These are Water, Stormwater, Wastewater and Roading and
Footpaths. Total replacement value (2020) - $567M).

4. Key decisions are highlighted, alongside Council’s proposed response over the 30-year
period. It is important to note that the current Three Waters Reform programme is likely to
have an impact post 1 July 2024, and that this could have far reaching effect on future
iterations of this strategy.

5.  The Infrastructure Strategy should be read in conjunction with the Long Term Plan, the
Financial Strategy and Asset Management Plans.

6.  Section 101B of the Local Government Act 2002 prescribes what an Infrastructure Strategy
should contain, namely:

: LGA 2002
Strategy Section (Section 101B)

1 Executive Summary
Identifies the purpose of the Infrastructure Strategy and the core

2 . : S 2(a) and 6
infrastructure included in this strategy

3 Describe the district/city and illustrate the linkage between strategic 2(a)
documents

4 Descrl_be the core mfrastructurg, |ts_cond|t|on .:_:md_ performance while 2,3(e), 4 (c) & (d)
recording the significant assumptions, risks and mitigation

5 Discuss the emerging issues that will impact on the core infrastructure assets 3 (b) to 3(e)
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. LGA 2002
Strategy Section (Section 101B)

Discuss Council’'s response to the emerging issues and the significant

g decisions to be made during the term of this strategy 23] A
7 Identifies the response options for the significant issues and documents the 2(b); 3(a) to (e) &
benefits, cost, when and funding source 4(a) to (c)
8 Identifies the costs associated with the actions proposed 4(a)
PROPOSAL
7.  That Council consider the Draft Infrastructure Strategy and make amendments as
appropriate.

8. A copy of the Draft Infrastructure Strategy will be circulated at our earliest opportunity, and
tabled on 13 April 2021.

Options

9.  Section 101B states that a local authority must, as part of its long-term plan, prepare and
adopt an infrastructure strategy for a period of at least 30 consecutive financial years.

ASSESSMENT OF SIGNIFICANCE

10. The Waimate District Council Significance and Engagement Policy identifies the assets
covered by this Infrastructure Strategy as Strategic Assets:

i. Roading Networks and connected infrastructure
il. Sewerage Networks and Treatment Plants
ii.  Stormwater Networks
iv.  Water Treatment, Storage and Supply Networks
11. Resultantly, any decisions relating to these Strategic Assets will require engagement with the
community as part of the 2021-31 Long Term Plan.
CONSIDERATIONS

12. Changes to the Local Government Act 2002 are currently being proposed and are specific to
the Three Waters reform process. In particular, these will address the handling of the Three
Waters assets and the ability for Councils to pass these community assets over to a new
entity.

Legislation

13. Local Government Act 2002.

Risk

14. The Infrastructure Strategy and the Financial Strategy are key strategic documents for the
future of the Waimate District. Identification of current (and future) issues is the first step in
understanding how to respond to them. This response is both a management and financial
response and requires significant risk management.

Budget

15. Budgets associated with years 1 through 10 feature within the proposed Long Term Plan
financials within the various cost centres.

Cost-effectiveness
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16. Cost-effectiveness has been considered.

RECOMMENDATION
1. Thatthe 2021-2051 Draft Infrastructure Strategy report is accepted; and

2. That Council approves the 2021-2051 Draft Infrastructure Strategy (with amendments) for
inclusion as part of the 2021-2031 Long Term Plan; or

3.  That Council does not approve the 2021-2051 Draft Infrastructure Strategy for inclusion as
part of the 2021-2031 Long Term Plan.
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7.2 FINANCIAL STRATEGY 2021-31

Author: Tina Stevenson, Corporate Services Group Manager
Authoriser: Tina Stevenson, Corporate Services Group Manager
Attachments: 1. Draft Financial Strategy - for Approval § &

2. Draft Financial Strategy - tracked changes since 30 March 2021 § &

PURPOSE

1. For Council to approve the reviewed draft of the Financial Strategy, for the purpose of
inclusion in the Waimate District Council (WDC) Long Term Plan 2021-2031.

BACKGROUND

2. In accordance with section 101A of the Local Government Act (2002) (LGA), Council must,
as part of its long term plan, prepare and adopt a financial strategy for all of the consecutive
financial years covered by the long-term plan.

3.  The purpose of the financial strategy is to—

a) facilitate prudent financial management by the local authority by providing a guide for
the local authority to consider proposals for funding and expenditure against; and

b) provide a context for consultation on the local authority’s proposals for funding and
expenditure by making transparent the overall effects of those proposals on the local
authority’s services, rates, debt, and investments.

4.  The financial strategy must—

a) include a statement of the factors that are expected to have a significant impact on
the local authority during the consecutive financial years covered by the strategy,
including—

i. the expected changes in population and the use of land in the district or
region, and the capital and operating costs of providing for those changes;
and

ii. the expected capital expenditure on network infrastructure, flood protection,
and flood control works that is required to maintain existing levels of service
currently provided by the local authority; and

iii. other significant factors affecting the local authority’s ability to maintain
existing levels of service and to meet additional demands for services; and

b) include a statement of the local authority’s—
i. quantified limits on rate increases and borrowing; and

ii. assessment of its ability to provide and maintain existing levels of service
and to meet additional demands for services within those limits; and

c) assessment of its ability to provide and maintain existing levels of service and to
meet additional demands for services within those limits; and

d) specify the local authority’s objectives for holding and managing financial
investments and equity securities and its quantified targets for returns on those
investments and equity securities.

5.  The Financial Strategy is reviewed every three years, in line with the Long Term Plan
process.

6. Considering its planned inclusion in the WDC Long Term Plan 2021-2031 supporting
information, a review of the Strategy was conducted and updates incorporated to reflect the
current status.
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7.  Council has considered elements of the Financial Strategy at previous Long Term Plan
workshops with the full draft Financial Strategy document considered at the Council
Workshop of 30 March 2021, with feedback provided by Elected Members for incorporation.

8.  We recommend that the attached ‘Draft Financial Strategy - for Approval’ is read first, with
the version including tracked-changes since the 30 March 2021 workshop available as a
reference if required.

9.  As aresult of these discussions the Strategy has been drafted to include an increased debt
cap and an increase in the rates increase limits.

10. The Long Term Plan Consultation Document must include the proposed content of Council’s
Financial Strategy including, without limitation, the quantified limits on rate increased and
borrowing in that strategy.

11. Council’s draft Financial Strategy proposes a rates limit of 10% for the first 3 years of the
Long Term Plan period and not more than 8% for the remaining 7 years of the Plan.

12. Council debt is anticipated to peak in the 2022/23 year at just below $15m which is still well
within the debt limit based on 5% of the value of Property, Plant & Equipment.

13. The Financial Strategy has been considered in conjunction with the draft Infrastructure
Strategy as at the time of agenda preparation, to provide for alignment.

14. The approved Financial Strategy will be included in the supporting information for the Long
Term Plan 2021-2031.

PROPOSAL

15. Council is asked to approve the revised Financial Strategy, as presented, or with
amendments.

Options

16. Council may:

a. Approve the Financial Strategy as presented, or
b. Approve the Financial Strategy with amendments, or
c. Not approve the Financial Strategy at this time.

ASSESSMENT OF SIGNIFICANCE

17. The Financial Strategy is a key strategic document providing a transparent guide for funding
and expenditure with community consultation to be undertaken on this and the related
content of the Long Term Plan, and is therefore considered to be of high significance.

LEGISLATION
18. The Local Government Act 2002.

FINANCIAL

19. Council's budgets are underpinned by the Financial Strategy.

RECOMMENDATION
1. That the Financial Strategy 2021-31 report is accepted, and

2. That Council approves the reviewed Financial Strategy as supporting information for the
Long Term Plan 2021-2031, as presented, or with amendments as below:

a. Tothe Financial Strategy as presented, or

b.  As aresult of subsequent amendments to the Infrastructure Strategy; or

C. Minor amendments to ensure consistency with other related information
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1. Summary

Our financial strategy remains a relatively conservative and low risk strategy although in this Long
Term Plan (LTP) we are proposing making use of debt to an extent that has not been experienced by
this Council in previous years. This LTP is proposing to maintain and improve levels of service in our
Infrastructure area, and our financial strategy is to fund this in a manner that leads to a fair distribution
of cost over the life of the asset.

Changes within the district will occur but in Council’s opinion, these are unlikely to have any
significant impact on Council's planning, projects and continued service levels during the term of this
plan. Council considers investment is necessary to meet our community’s needs and is mindful of
compliance with legislation and standards. Council has assessed that the service levels and costs of
new demand, as identified in this plan, can be met within the financial limits set in the strategy.

Council recognises that operating revenues are insufficient to meet operating expenses but for the
reasons explained in the balanced budget statement, Council considers this to be prudent and
adequate to meet the needs of current and future communities.

2. Introduction

The Financial Strategy sets out how Council intends to manage its financial performance and finance
its activities and services throughout the 10 Year Plan. It also provides Council with a guide for
considering and approaching expenditure and funding proposals.

The financial strategy outlines the key financial parameters and the limits that the Council will operate
within. One of the main financial issues faced by Council is providing services in a cost effective way
that the ratepayers and community can afford, while still meeting its legal obligations and being fair to
current and future ratepayers. This involves a balancing act of keeping the services it delivers
affordable, ensuring equity between current and future generations, fairly sharing the costs of
delivering the services across different users and maintaining a strong financial position, which
means having a sustainable debt position.

Some of the drivers of Council’s activities and services include economic activity, changes in
population, expectations of the community, requirements of central government and other regulators.
These factors in turn affect operating and capital expenditure requirements.

The population of the Waimate District is forecast to increase by 4.38% over the next 10 years.
Further to the previous LTP, Council believes the District’s infrastructure still requires significant
investment with the primary focus on replacing and improving existing assets. Investment in potable
water quality, sewer renewals and additional demand projects will result in a significant change in the
debt profile of Council.

While Council is not assuming significant land use change over the next ten years, past land use
changes have, and continue to, impact on Council’'s delivery of services particularly for road
maintenance in rural areas.

COVID-19 has caused an increase in the level of uncertainty in relation to economic and
demographic projections, however the impact on the Waimate District is deemed to be minor.

Other key uncertainties include the Government’s Three Waters Reform Programme and Resource
Management Act 1991 (RMA) reforms.

There remains potential for continuing economic development within the Waimate District over the
next 10 years with capacity for the district to grow. Council has identified urban water and sewer
projects due to additional demand and considers its infrastructure has sufficient capacity for future
demand. Council believes that maintaining and improving levels of service are the primary concerns
for this plan period.

Waimate District Council — Financial Strategy — Page 2
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3. Financial Overview

This section summarises the amount of expenditure Council anticipates it will incur in funding its
activities.

Budgets have been prepared based on agreed levels of service for each activity, which are set out in
detail in the group activity plan. The total cost of delivering this program is forecasted to be $216.3
million over the 10-year period. The total cost by activity group is shown below (note: this table is
after internal expenditure has been eliminated and some activities may not necessarily align to the
activity sections of the Long Term Plan). More information on what activities are in each group and
expenditure details can be found in the activity sections of the Long Term Plan.

Ten Year Operating Expenditure by Group 2021-31
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Operating Expenditure Increases

Council is forecasting that its operating expenditure will increase from $20.255 million in 2021/22 to $23.425
million in 2030/31.

A driver of the increase is price increases for goods and services, for example, contract fees, wage
increases, price of materials used, insurance costs and inflation mean it costs more for Council to

deliver its activities and services. Council is constantly reviewing the cost and the way it delivers its
operations to ensure it is undertaking the activities in a way that is most cost effective for households

and businesses.

The requirement to externally loan fund the new capital initiatives, particularly in the Water Supply,
Wastewater and Stormwater activities results in increased interest costs to Council.

Waimate District Council — Financial Strategy — Page 3
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Capital Expenditure Requirements
Over the next 10 years, Council is forecasting capital expenditure of $68.603 million. Council is

mindful that increased capital spending, commits the district to increased and sustained depreciation
charges.

The following graph shows how capital expenditure is broken down by activity group:

Ten Year Capital Expenditure by Group 2021-31
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The following graph shows the capital expenditure planned for each of the next 10 years. Council’s
spend is linked to renewing existing assets, additional demand or increasing level of service.

Ten Year Capital Expenditure by Type 2021-31
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Adopting an unbalanced budget

A balanced budget is where the operating expenditure and operating revenue match in each year
of our Plan.

Under this LTP Council is proposing a budget that doesn't balance over the course of the LTP.
This occurs as we smooth the impact of significant capital works, the dividend income reduction
and increased Resource Recovery Park operation contract costs over the term of the plan using
increased debt.

Council has resolved not to fund certain costs for a variety of reasons. These include
depreciation for:

» Roading Infrastructure — capital program is funded
» Waimate Event Centre — loan funded

+ Rural Halls, Aerodrome Club Rooms and various Park assets — unfunded

Council reflects deficits in the early years of this LTP in order to deliver an affordable rates
requirement. When combined with a clear plan to recover the deficit in later years with an
affordable rates requirement, we believe this is a prudent approach.

4. How will Council Fund this Plan?

This section covers how Council intends to fund its activities and the services it delivers.

The total cost of council activities is funded from a number of sources, the graph below shows
sources of funding that the council intends to use to fund this plan. Rates remain the major source
of funds for Council.

Ten Year Sources of Funding 2021-31

Other Income.___ Development & Financial contributions
3.8% ~_ 0.3%

Increasein Debt __—
0.2%

/
NZTA Roading Funding .~
20.2%

Grants, Subsidies & Donations
0.8% ™

Fees & Charges_____ '
7.0%

Interest & Dividends _~
1.0%

Rates & Penalties
66.6%

Other Income includes petrol tax Income, commissions, forestry revenue, rental income and
other miscellaneous income.
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What about rates?

Rates increases

Council aims to strike a balance between delivering the demands of the district, and the rates
required to fund this work. Council further plans to use debt to smooth the impact of rating
increases over the period of the LTP 2021-31; the majority of the internal debt raised to support
a smoothed rates profile is paid up within the LTP 2021-31 period.

Council is proposing increases of 9.9% for 2021/22, 7% for both 2022/23 and 2023/24 and an
average of 2.5% for the remaining 7 years of the LTP.

Rates limits

Council proposes that its rates increases be limited to not more than 10% for the first 3 years of
the LTP period and not more than 8% for the remaining 7 years of the plan. This represents a
change from the previous rates limit of 8%_ It is Council’s view that it can deliver and maintain
the levels of services and additional demand proposed in the LTP within these limits.

Rates & debt

The timing of the work we have planned in our LTP, if allowed to flow directly into our financial
projections, results in sharp rate increases over the Plan period, especially in the early years of
the plan.

Council recognises that ratepayers benefit from having less volatile rates requirements, as it
better supports financial planning. We have therefore used both internal and external debt to
smooth the rate requirement over the course of the plan period, running certain activities at
losses for a period of time before recovering this debt over an extended period.

Whenever Council uses debt to smooth the rate requirement, there is an interest charge
associated with the use of the debt. Council’s assumptions determine the rate of interest
applied to this debt; for the long-term plan period 2021-31 the rate is set at 3%_ This is the ‘cost
of smoothing’.

Waimate District Council — Financial Strategy — Page 6
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The tables below provide a detailed breakdown of the impact of Council's rates smoothing

approach, by activity, indicating how the rates change both in percentage and dollar terms.
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The diagrams below illustrates the impact of rates smoothing on the current plan (excluding Downlands
Rural Water Scheme rates):
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The following graph compares actual rates increases for the last 5 years with the projected increases
for the next 10 years and shows the limit for that 10-year period (excluding Downlands Rural Water
Scheme rates):

Rates Increases and Rates Limits
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Like all households and businesses the costs of providing council services is increasing.

Council is committed to providing certainty and equity to ratepayers over their rates bills. Council is
aware that there is significant income variation within the Disfrict and also that levels within the district
are generally lower than the NZ average.

Council recognises that there are mechanisms available to low income ratepayers in the district to
obtain relief on the rates levied by Council, such as the annual Rates Rebate. Council believes it is
important to actively promote such options to rate payers.
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The following graphs illustrate how income levels in the district lag the national average. Council
does not expect the district's income profiles to vary significantly for this plan period.
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Other sources of revenue

Council has a number of other sources of revenue aside from rates, including fees and charges,
funding assistance from Waka Kotahi (New Zealand Transport Agency), dividends from investments
and forestry returns. Our Revenue & Financing Policy details how these revenue streams contribute
to all the services we provide.

The graph below illustrates the proposed proportion of rates to overall revenue. Council plans to
increase the ratio over the plan period to 63% initially with a maximum of 68% over next 10 years.
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Itis Council’s view that it can deliver and maintain the levels of services and additional demand proposed in
the LTP within these limits.
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5. Planning for Improved Services

Community expectations are prioritised with focus on those that sustainably support the ability to
deliver services to meet the social, cultural, environmental and economic wellbeing needs of the
District. In addition, the govemment and other regulatory bodies impose requirements to provide
increased or improved services and often it is a statutory obligation that we must meet, for example,
fulfilling climate change obligations.

These projects often result in a change in the level of service provided to the community and may

increase operating and capital expenditure. As stated elsewhere, Council proposes to leverage its
balance sheet to draw down funds to support these long-term asset investments. The following are
the major planned level of service improvements:

» Water Supply - Drinking Water Standard Upgrades
Hook-Waituna, Lower Waihao and Waikakahi 2021/22

+ Water Supply - New Bore
Otaio-Makikihi 2022/23

* Roading (2021-2031)
Continued investment in minor improvements

* Library / Local Government Centre (LGC) Extension (2021/22)

Further information

Further information on these projects can be found in the Council’'s Asset Management Plans for its
activities and Council’s Infrastructure Strategy.

6. Planning to Maintain Existing Services

Assets wear out over time and need replacing. Each year we need to ensure that enough work is
done to maintain these assets and eventually we will need to spend significant amounts to rebuild or
replace them. If the assets are not maintained to the same level each year this may resultin a
decline in the level of service.

The following are the major planned projects to maintain levels of service:

» Waimate Urban Water Renewals (2021-31)
* Rural Water Supply Renewals (2021-31)

» Sewerage Renewals (2021-31)

* Roading Renewals (2021-31)

Further information

Further information on these projects can be found in the Council's Asset Management Plans for its
activities and Council’s Infrastructure Strategy.

Waimate District Council — Financial Strategy — Page 12
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7. Borrowing/Debt

Council believes it is prudent to maintain a strong financial position. This does not mean that Council
will have no term borrowings, but that it will carefully manage its levels of borrowings.

Council currently has a strong financial position, meaning Council has the capacity to increase debt.
Council has previously preserved this capacity in order that borrowings can be undertaken in
exceptional circumstances as part of a long term strategy to be financially sustainable, and to be able
to fund a response to emergencies and disasters.

Due to some large capital works over the life of the plan our debt will increase. In addition, Council
proposes to smooth the rates impact using both internal and external debt.

Council only borrows externally to meet cash flow requirements. Internal Borrowing means that one
group of ratepayers are lending to another group of ratepayers. For this reason Council recognises
that internal borrowing should be recognised as debt, as a call on those funds may occur
unexpectedly.

Debt Limit

Determining an appropriate level of debt could be measured against Council's total assets or against
its total revenue.

In previous Financial Strategies our debt limit was set at 100% of total revenue, but Council believes
lifting the debt limit is essential to the delivery of our plan and to meet our community wellbeing
outcomes.

As the purpose of Council’s external borrowing is predominately to fund the cost of operational or
infrastructural asset replacements or development, Council has determined that the most appropriate
measure is to limit the level of borrowing as a percentage of the total value of Council's ‘Property,
Plant & Equipment’. Council considers that capping its limit on borrowing to be no more than 5% of
total property, plant and equipment is financially prudent.

It is Council's view that it can deliver and maintain the levels of services and additional demand
proposed in the LTP within these limits.

Waimate District Council — Financial Strategy — Page 13
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Total debt limits would therefore be as set out in the graph below.

Debt Requirement v Debt Limit 2021-31
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Our debt levels peaks in 2023, reducing thereafter with significant forestry income in 2024-27
being applied to external debt reduction.

A detailed calculation of total debt can be found as a note within the financial statements. Council has

included internal borrowing (except where specifically borrowed externally) as it considers that itis
holding its reserves in trust for parts of the community and that in using those reserves for efficient
cash management it should recognise that at any time it may need to externally borrow those funds
should those reserves be required.

Where Council uses debt to smooth the impact of the rates (Rates smoothing), Council's intent is to
pay the debt back as promptly as possible while delivering a smooth rate requirement. The practical
application of this is illustrated earlier within this Financial Strategy (see Rates & Debt).

Policy on security for borrowings
Council will be required to give security for its borrowing from external lenders.

Council proposes to secure its borrowing, and interest rate risk management instruments, against
rates revenue. In some circumstances, security may be offered by providing ‘a charge’ over one or
more of the Council’s assets.

Physical assets will be charged only where:

« there is a direct relationship between the debt and the purchase or construction of the asset
which it funds;
« the Council considers a charge over physical assets to be appropriate.

The full policy on giving securities can be found in the Liability Management Policy.
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8. Investments

Council has financial investments to create a return which can be used to pay for services and reduce
rates. This section explains Council’s objectives for holding and managing financial investments and
equity securities and its targets for returns on those investments and equity secunties.

Forestry

Council owns a 136 4 ha forestry investment largely to generate income and Carbon Credits for
Council but also to provide some economic development benefit to the district. Council proposes to
continue to maintain the forest asset to maximise commercial returns, but where a viable return is
possible it may consider the disposal of these assets via the open market. Unless sales occur,
Council will continue to replace forest stock as trees are felled.

Council expects that these forests are to be harvested from 2024 to 2027 and the return from the
sale of trees will enable repayment of external debt. Council plans to replant following harvest.

Alpine Energy Ltd Shares

Council owns 7.54% of the shares in the company. Council primarily owns these shares for the
commercial return received by way of dividend. Alpine Energy infrastructure supplies part of the
district, so Council's investment also helps ensure a secure power supply necessary for the
development of the district. Council anticipates the company to continue with its current level of
dividend and as such is budgeting on a dividend of not less than 6 cents per share. An annual
increase of 3.9% on the value of the Alpine Energy shares has been assumed for the life of the Long
Term Plan.

Property

Council owns many properties for operational or community purposes that are not considered investment
properties as any financial return is incidental to the reasons for ownership.

Cash

Council holds cash for the purpose of operating and maintaining stable cash flows. These funds are
invested in internal borrowing or deposits as provided by council’s Investment Policy. The return on
net cash investments is budgeted at 1%.

Other Investments

Council holds a small number of low value investments in equity for which the reasons for holding are
related to purchasing benefits or for economic development. Council does not have a target return for
these investments, as this is incidental to Counal’s reason for ownership.

Waimate District Council — Financial Strategy — Page 15
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APPENDIX 1
Local Government Cost Index (LGCI)
LTP Year Year Ending CAPEX (%) OPEX (%) LGCI Rates
(%) Limits %

1 Jun-22 40 36 37 10.0
2 Jun-23 30 29 29 10.0
3 Jun-24 26 25 25 10.0
4 Jun-25 26 25 25 80
5 Jun-26 27 25 26 8.0
6 Jun-27 26 25 25 8.0
7 Jun-28 28 26 26 80
8 Jun-29 28 27 27 8.0
9 Jun-30 29 27 27 80
10 Jun-31 27 26 26 80
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1. Summary

Our financial strategy remains a relatively conservative and low risk strategy although in this Long
Term Plan (LTP) we are proposing making use of debt to an extent that has not been experienced by

this Council in previous years. This LTP is proposing to maintain and improve levels of service in our
Infrastructure area,_and our financial strateqy is to fund this in a manner that leads to a fair distribution

of cost over the life of the asset.

Changes within the district will occur but in Council's opinion, these are unlikely to have any_
significant impact on Council's planning, projects and continued service levels during the term of this
plan. Council considers investment is necessary to meet our community’s needs and is mindful of
compliance with leqgislation and standards. Council has assessed that the service levels and costs of
new demand, as identified in this plan, can be met within the financial limits set in the strategy.

Council recognises that operating revenues are insufficient to meet operating expenses but for the

reasons explained in the balanced budget statement, Council considers this to be prudent and

adequate to meet the needs of current and future communities.

1—.2_.lntr0ducti0n

¥ear—PtaH—The Flnan(:lal Strategy sets eut hew Ceu n(:|l |ntend5 to manage |t5 ﬁnan(:|al performance
and finance its activities and services throughout the 10 Year Plan-and-identifies -at-a-macro-level -
funding-of the-30-year Infrastructure-Strategy-1tPlan_ It also provides Council with a guide for

considering and approaching expenditure and funding proposals.

The financial strategy outlines the key financial parameters and the limits that the Council will operate

within. One of the main financial issues faced by Council is providing services in a cost effective way
that the ratepayers and community can afford, while stlll meetlnq its leqgal oblgatlons and belng falrto

current and future ratepayers. Cou

to-is-communities—This involves a balancmg act ef keeplng the services |t deln.rers afferdable

ensuring equity between current and future generations, fairly sharing the costs of delivering the

services across different users and maintaining a strong financial position, which means having a

sustainable debt posrtlen Ihe—FmaneaJ—SUategﬁet&etA—heW—Geuneﬂ-planste—ﬂmd—ﬂsaeMes&nd—

Growth within the Waimate District.

Some of the drivers of Council’s activities and services include eEconomic activity, -and-changes in

population, expectations of the community, -are-major-drivers-of the-demandfor Counci's-activities-

MWWMWBWMMWMMM
ity.- requirements of central

gevemment and other regulaters These facters in turn affect operating and capital expenditure
requirements.

The population of the Waimate District is forecast to increase by 4 38% over the next 10 years.
Further to the previous LTP Council belleves the District’'s |nfrastructure still requues 5|gnrf|cant
investment in-ord

W|th the prlmary fecus on replacmg ande; |mpreV|ng e)ustlng assets —mth—seme-piejeetsaddmg-te
d-Investment in potable wWater quality,
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sewer renewals and an-additional demand projects will result in a significant change in the debt profile
of Council.

While Council is not assuming significant land use change over the next ten years, past land use
changes have, and continue to, impact on Council's delivery of services particularly for road
maintenance in rural areas.

COVID-19 has caused an increase in the level of uncertainty in relation to economic and
demographic projections, however the impact on the Waimate District is deemed to be minor.

Other key uncertainties include the Government’s Three Waters Reform Programme and Resource
Management Act 1991 (RMA) reforms.

There remains potential for continuing,-significant economic development within the Waimate District

over the nexl 10 years W|th %HMMM&GWRM&&WM&%H@W

Muskahweﬁh&capacrly for the dlstnct has—tc grow. Counml has |dentrf|ed urban water and sewer
projeds due to additional demand and considers its e;ﬂshng—lnfrastructure has suﬂlcnent capacﬂy for
future demand. i
developmentCouncil belleves thal malntalnlng and improving Ievels of sewme—dnven—b%
expectation-or-petential-legislation-_are the primarymain concerns for this plan period.

Waimate District Council — Financial Strategy — Page 3

Item 7.2 - Attachment 2 Page 29



EXTRAORDINARY COUNCIL MEETING AGENDA 13 APRIL 2021

2-3. Financial Overview

This section summarises the amount of expenditure Council anticipates it will incur in funding its
activities.

Budgets have been prepared based on agreed levels of service for each activity, which are set out in
detail in the group activity plan. The total cost of delivering this program is forecasted to be $216.3
million over the 10-year period. The total cost by activity group is shown below (note: this table is
after internal expenditure has been eliminated and some activities may not necessarily align to the
activity sections of the Long Term Plan). More information on what activities are in each group and
expenditure details can be found in the activity sections of the Long Term Plan.

Ten Year Operating Expenditure by Group 2021-31
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Operating Expenditure Increases

Council is forecasting that |ts operatlng expendlture WI|| increase from $20 255 mllllon in 2021!22 to $23 425
mllllon in 2030131 ! :

Anether driver eempenent—of the increase is the-result-ef price increases for goods and services-that-
Councilpurchases-to-carry-out-its-activities-and-services, for example, contract fees, wage increases,
price of materials used, insurance costs and inflation mean it costs more for Council to deliver its
activities and services. Council is constantly reviewing the cost and the way it delivers its operations
to ensure it is undertaking the activities in a way that is most cost effective for households and

businesses.

The requirement to externally loan fund the new capital |nlt|at|ve5 partlcularly in the Water Supply,
Wastewater and Stormwater activities
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Capital Expenditure Requirements
Over the next 10 years, Council is forecasting capital expenditure of $68.603 million. Council is

mindful that increased capital spending, commits the district to increased and sustained depreciation
charges.

The following graph shows how capital expenditure is broken down by activity group:

Ten Year Capital Expenditure by Group 2021-31
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The following graph shows the capital expenditure planned for each of the next 10 years. Council’s
spend is linked to renewing existing assets, additional demand or increasing level of service. I

Ten Year Capital Expenditure by Type 2021-31
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Adopting an unbalanced budget

A balanced budget is where the operating expenditure and operating revenue match in each year of

our Plan. Operatingexpenditureis based onwhat we expectio spendto deliverthe services outlined

Under this LTP Council is proposing a budget that doesn’t balance over the course of the LTP. This
occurs as we smooth the impact of significant capital works, the dividend income reduction and
increased Resource Recovery Park operation contract costs over the term of the plan using
increased debt.

Council has resolved not to fund certain costs for a variety of reasons. These include depreciation for:

* Roading Infrastructure — capital program is funded

» Waimate Event Centre — loan funded

* Rural Halls, Aerodrome Club Rooms and various Park assets — unfunded

Council reflects deficits in the early years of this LTP in order to deliver an affordable rates
requirement. When combined with a clear plan to recover the deficit in later years with an affordable
rates requirement, we believe this is a prudent approach.

3-4. How will Council Fund this Plan?

This section covers how Council intends to fund its activities and the services it delivers.

The total cost of council activities is funded from a number of sources, the graph below shows sources
of funding that the council intends to use to fund this plan. Rates remain the major source of funds for
Council.

Ten Year Sources of Funding 2021-31

Other Income___ Development & Financial contributions
3.8% T~ - 0.3%

Increasein Debt __—
0.2%

NZTA Roading Funding _~
20.2% =d
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Other Income includes petrol tax Income, commissions, forestry revenue, rental income and other
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miscellaneous income.
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What about rates? Will-they be-affordable?

Rates increases

Council rates in New Zealand must be set with a view to being affordable to the district. This
Council aims to strike a balance between delivering the cutcomes-the demands of the district-
requires-and-desires;, and the rates required it-strikes-to fund this work.

| ) ) o )

the LTP 2021-31; the majority of the internal debt raised to support a smoothed rates profile is
) _ B )

Council is proposing increases of 9.9% for 2021/22, 7% for both 2022/23 and 2023/24 and an

average of 2.5% for the remaining 7 years of the LTP.

Rates limits
on-the-upperlevel of rates-take-Council proposes that its rates increases be limited to not more
than 10% for the first 3 years of the LTP period and not more than 8% for the remaining 7 years
of the plan. This-isrecognition-of ncertain-nature-of the-co nd-fundingstre N

represents a change from the previous rates limit of 8%.
and maintain the levels of services and additional demand proposed in the L TP within these
limits.

Rates & debt

The timing of the work we have planned in our LTP, if allowed to flow directly into our financial
| projections, results in sharp rate increases and-decreases-over the Plan period, especially in the
early years of the plan.

Council recognises that ratepayers benefit from having less volatile rates requirements, as it
| better supports financial planning. We have therefore used both internal and external debt to
smooth the rate requirement over the course of the plan period, running certain activities at
| losses for a period of time before recovering this debt via-rates.-over an extended period.

Whenever Council uses debt to smooth the rate requirement, there is an interest charge
associated with the use of the debt. Council’s assumptions determine the rate of interest
applied to this debt; for the long-term plan period 2021-31 the rate is set at 3%. This is the "cost
of smoothing’.

Waimate District Council — Financial Strategy — Page 9
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The tables below provide a detailed breakdown of the impact of Council's rates smoothing

approach-by, by activity, indicating how the rates change both in percentage and dollar terms.
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The diagrams below illustrates the impact of rates smoothing on the current plan (excluding Downlands
Rural Water Scheme rates):

Smoothed and Unsmoothed Rates requirement
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The following graph compares actual rates increases for the last 5 years with the projected increases
for the next 10 years and shows the limit for that 10-year period (excluding Downlands Rural Water
Scheme rates):

Rates Increases and Rates Limits
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Council is committed to providing certainty and equity to ratepayers over their rates bills. Council is
aware that there is significant income variation within the Disfrict and also that levels within the district
are generally lower than the NZ average.

Council recognises that there are mechanisms available to low income ratepayers in the district to
obtain relief on the rates levied by Council, such as the annual Rates Rebate. Council believes it is
important to actively promote such options to rate payers.
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The following graphs illustrate how income levels in the district lag the national average. Council
does not expect the district's income profiles to vary significantly for this plan period.

Spread of individual incomes - Census 2018
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variety of reasons. These are:
Desreciation of Roadin int

Council develops a plan that covers the ongoing maintenance and investment in the roading

Waimate District Council — Financial Strategy — Page 15

Item 7.2 - Attachment 2 Page 39



EXTRAORDINARY COUNCIL MEETING AGENDA 13 APRIL 2021

Other sources of revenue

Council has a number of other sources of revenue aside from rates, including fees and charges
funding assistance from Waka Kotahi (Mew Zealand Transport Agency), dividends from investments
and forestry returns. Our Revenue & Financing Policy details how these revenue streams contribute
to all the services we provide. While Councilisconcernedtomanage-the total value of rates-

reqmred fo delwe{ the Plan, itis also focused on the p{opomon of ove{all revenue made up of rates.

by—the+9€9gmh9n—9f—theWamale—Evem—Gem;e—Councn plans to increase the ratlo overthe plan

period to 63% initially with a maximum of 68% over next 10 years.

Rates compared to Total Revenue
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Itis Coun(:|l s view that it can deliver and maintain the levels of services and additional demand proposed in

the LTP and-manage-any-increasesto-service-levels-within these limits.
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priortisethese-Community expectations are prioritised with focus on those that and-chooses-onhy-
thosethat-sustainably support the ability to deliver services to meet the social, cultural,
environmental and economic wellbeing needs of the District. eurcommunity-outcomes—In addition,
the government and other regulatory bodies impose requirements to provide increased or improved
services and often it is a statutory obligation that we must meet, for example, fulfilling climate change
obligations the requirements of the drinking water standards as iHustrated in th
report-

These projects often result in a change in the level of service provided to the community and may

increase operating and capital expenditure. As stated elsewhere, Council proposes to leverage its
balance sheet to draw down funds to support these long-term asset investments. The following are
the major planned level of service improvements:

»  Water Supply — Drinking Water Standard Upgrades (2021-2023}
Hook-Waituna, Lower Waihao and Waikakahi 2021/22

s Water Supply — New Bore

Otaio-Makikihi 2022/23

* Roading (2021-2031)
Continued investment in minor improvements WDC previously identified that greater-

Waimate District Council — Financial Strategy — Page 17
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Further information

Further information on these projects can be found in the Council’'s Asset Management Plans for its
activities and Council's Infrastructure Strateqgy.

5.6. Planning to Maintain Existing Services

Assets wear out over time and need replacing. Each year we need to ensure that enough work is
done to maintain these assets and eventually we will need to spend significant amounts to rebuild or
replace them. If the assets are not maintained to the same level each year this may resultin a
decline in the level of service.

Waimate District Council — Financial Strategy — Page 18
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within-its-infrastructural-assets-The following are the major planned projects to maintain levels of
service:

« Waimate Urban Water Renewals (2021-31)

ffom the asset fenewal reserve funds which are feplenlshed by the funding of the annual
depreciation-expense-

» Sewerage Renewals (2021-31)

* Roading Renewals (2021-31)
Network

The 10 years' operating expenditure excluding depreciation is approximately $38-1 million-and

Waimate District Council — Financial Strategy — Page 19
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Further information

Further information on these projects can be found in the Council's Asset Management Plans for its
activities_.and Council's Infrastructure Strategy.

Waimate District Council — Financial Strategy — Page 20

Item 7.2 - Attachment 2 Page 44



EXTRAORDINARY COUNCIL MEETING AGENDA 13 APRIL 2021

6:7. Borrowmg/Debt

Managementﬁetrey Councrl belreves itis prudent to malntarn a strong frnancral posrtron ThlS does
not mean that Council will have no term borrowings, but that it will carefully manage its levels of
borrowings.

Council currently has a strong financial position, erin-finance-terms -a-low-debt-to-equity-ratio -
meaning Council has the capacity (within-market prudential financial- imits)-to increase debt._ to-

provrdefundrng n the event of unbudgeted disasters and emergencres and unforeseen events

Councn has prevrously preserved this capacrty in order that borrowrngs can be undertaken in
exceptional drcumstances as part of a long term strategy to be financially sustainable, and to be able
to fund a response to emergencies and disasters.

suppertsbetneeuncrt and-individuals-ability totrnanaalty plan Due to some Iarge cagrtal WOrks over
the life of the plan our debt will increase. In addition, Council proposes to smooth the rates impact
using both internal and external debt.

requirements__

Borrowing-Internal Borrowrng means that one group of ratepayers are Iendlng to another group of
ratepayers. For this reason Council recognises that internal borrowing should be recognised as debt,
as a call on those funds may occur unexpectedly.

ask a generation of ratepayers to pay for a new asset and to start paying for its replacement at the
same-time-Debt Limit

appropnate Ievel of debt could be mea sured agalnst Councrl s total assets or agalnst its total revenue.
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In previous Financial Strategies our debt limit was set at 100% of total revenue, but Council believes
lifting the debt limit is essential to the delivery of our plan and to meet our community wellbeing
outcomes.

As the purpose of Council’s external borrowing is predominately to fund the cost of operational or
infrastructural asset replacements or development, Council has determined that the considers
themost appropriate re-relevant-measure is to limit the level of borrowing as a percentage of the total
value of Council’s ‘Property, Plant & Equipment’. Council considers that capping its limit on
borrowing to be no more than 5% of total property, plant and equipment is financially prudent.

It is Council's view that it can deliver and maintain the levels of services and additional demand
proposed in the LTP within these limits.
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Total debt limits would therefore be as set out in the graph below.

Debt Requirement v Debt Limit 2021-31
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Our debt levels peaks in 2023, reducing thereafter with significant forestry income in 2024-27

belng applied to external debt reductlon Dunng—?%—&—aﬂasenabb—ameuﬂte&addﬂeﬂal—

A detailed calculation of total debt can be found as a note within the financial statements. Council has
included internal borrowing (except where specifically borrowed externally) as it considers that itis
holding its reserves in trust for parts of the community and that in using those reserves for efficient
cash management it should recognise that at any time it may need to externally borrow those funds
should those reserves be required.

Where Council uses debt to smooth the impact of the rates (Rates smoothing), Council’s intent is to
pay the debt back as promptly as possible while delivering a smooth rate requirement. The practical
application of this is illustrated earlier within on-pg-6-8-efthis Financial Strategy (see Rates & Debt).

Policy on security for borrowings

Council, as is usually the case with individuals or businesses, willCouncil will be required to give
secuntyr for its bcrrowmg from external Iendels H—tha—GeuneiLdafawtad-en%s—ban—paynmts—tha—

Council proposes to secure its borrowing, and interest rate nsk management instruments, against

rates revenue-if-thislowers-the-costof borrowing. In someunusual circumstances, security may be
offered by providing 'a charge’ over one or more of the Council’s assets.
Waimate District Council — Financial Strategy — Page 23
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Physical assets will be charged only where:

« there is a direct relationship between the debt and the purchase or construction of the asset
which it funds;
» the Council considers a charge over physical assets to be appropriate.

The full policy on giving securities can be found in the lavestment-and-Liability Management Policy.
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7:8. Investments

Council has financial investments to create a return which can be used to pay for services and reduce
rates. This section explains Council’s objectives for holding and managing financial investments and
equity securities and its targets for returns on those investments and equity securities.

Forestry

Council owns a 136 .4 ha forestry investment largely to generate income and Carbon Credits for
Council but also to provide some economic development benefit to the district. Council proposes to
continue to maintain the forest asset to maximise commercial returns, but where a viable return is
possible it may consider the disposal of these assets via the open market. Unless sales occur,
Council will continue to replace forest stock as trees are felled.

Councn expects that when these forests are fo be harvested from 2024 to 2027 and’ the retum from
the sale of trees will shouldenable repayment of external debt. thesereserves-to peak-ata positive-
batanceo( $t 6m+mmedoatelypnor to;emvestmem Councn plans to replant followmg harvest. but-

Alpine Energy Ltd Shares

Council owns 7.54% of the shares in the company. Council primarily owns these shares for the
commercial return received by way of dividend. Alpine Energy infrastructure supplies part of the
district, so Council's investment also helps ensure a secure power supply necessary for the
development of the disfrict. Council anticipates the company to continue with its current level of

| dividendrates and as such is budgeting on a dividend of not less than 6 cents per share. An annual
increase of 3.9% on the value of the Alpine Energy shares has been assumed for the life of the Long
Term Plan.

Property
Council owns many properties for operational or community purposes that are not considered investment
properties as any financial return is incidental to the reasons for ownership.

Cash

Council holds cash for the purpose of operating and maintaining stable cash flows. These funds are
invested in internal borrowing or deposits as provided by council's Investment Policy. Councii'starget
return-on-cashis-to-achieve-the-average-90-day-bill-rate—The return on net cash investments is
budgeted at 1%.

Other Investments

Council holds a small number of low value investments in equity and-loans-for which the reasons for
holding are related to purchasing benefits or for economic er-community-development. Council does
not have a target return for these investments, as this is incidental to Council’s reason for ownership.

o Conclusion
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APPENDIX 1
Local Government Cost Index (LGCI)
LTP Year Year Ending CAPEX (%) OPEX (%) LGCI Rates
(%) Limits %

1 Jun-22 40 36 37 10.0
2 Jun-23 30 29 29 10.0
3 Jun-24 26 25 25 10.0
4 Jun-25 26 25 25 80
5 Jun-26 27 25 26 8.0
6 Jun-27 26 25 25 8.0
7 Jun-28 28 26 26 80
8 Jun-29 28 27 27 8.0
9 Jun-30 29 27 27 80
10 Jun-31 27 26 26 80
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