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Have your say!

You can make a short presentation to the Councillors, Committee members, Subcommittee members or Community Board
members at this meeting. Please let us know by noon the working day before the meeting. You can do this either by phoning
04-499-4444, emailing public.participation@wcc.qovt.nz, or writing to Democracy Services, Wellington City Council, PO Box
2199, Wellington, giving your name, phone number, and the issue you would like to talk about. All Council and committee
meetings are livestreamed on our YouTube page. This includes any public participation at the meeting.

PUBLIC EXCLUDED



AREA OF FOCUS

The Unaunahi Mahirahira | Audit and Risk Committee oversees the work of the Council in
discharging its responsibilities in the areas of risk management, statutory reporting, internal
and external audit and assurance, monitoring of compliance with laws and regulations,
including health and safety.

Quorum: 4 members

Page 3






TABLE OF CONTENTS
8 MAY 2024

Business Page No.

1. Meeting Conduct
1.1 Karakia
1.2 Apologies
1.3 Conflict of Interest Declarations
1.4 Confirmation of Minutes
1.5 Items not on the Agenda

1.6 Public Participation

2. General Business
2.1 Insurance Update May 2024

2.2 Accounting Policy: Accounting for interest costs
incurred on asset construction and capital projects work
in progress

2.3 Health and Safety Performance Report
2.4 Assurance and Business Integrity Workplan 2024-25

2.5 Strategic Risks and Fit For Purpose Review of Risk
Management Framework

2.6 2023/24 Annual report plan and pro forma financial
statements

2.7 Actions Tracking and Forward Programme

3.  Public Excluded
3.1 Legal and Risk Updates

3.2 Office of the Auditor General and Audit New Zealand -
Standing Update

15
35
45

71

95

259

269

271

273

PUBLIC EXCLUDED

Page 5






1. Meeting Conduct

1.1 Karakia

The Chairperson will open the hui with a karakia.

Whakataka te hau ki te uru, Cease oh winds of the west
Whakataka te hau ki te tonga. and of the south

Kia makinakina ki uta, Let the bracing breezes flow,

Kia mataratara ki tai. over the land and the sea.

E h1 ake ana te atakura. Let the red-tipped dawn come

He tio, he huka, he hauhu. with a sharpened edge, a touch of frost,
Tihei Mauri Oral a promise of a glorious day

At the appropriate time, the following karakia will be read to close the hui.

Unuhia, unuhia, unuhia ki te uru tapu nui Draw on, draw on
Kia watea, kia mama, te ngakau, te tinana, Draw on the supreme sacredness

te wairua To clear, to free the heart, the body
| te ara takata and the spirit of mankind

Koia ra e Rongo, whakairia ake ki runga Oh Rongo, above (symbol of peace)
Kia watea, kia watea Let this all be done in unity

Ae ra, kua watea!

1.2 Apologies

The Chairperson invites notice from members of apologies, including apologies for lateness
and early departure from the hui, where leave of absence has not previously been granted.

1.3 Conflict of Interest Declarations

Members are reminded of the need to be vigilant to stand aside from decision making when
a conflict arises between their role as a member and any private or other external interest
they might have.

1.4 Confirmation of Minutes
The minutes of the meeting held on 21 February 2024 will be put to the Unaunahi Mahirahira
| Audit and Risk Committee for confirmation.

1.5 Items not on the Agenda
The Chairperson will give notice of items not on the agenda as follows.

Matters Requiring Urgent Attention as Determined by Resolution of the Unaunahi
Mahirahira | Audit and Risk Committee.

The Chairperson shall state to the hui:
1.  The reason why the item is not on the agenda; and

2.  The reason why discussion of the item cannot be delayed until a subsequent hui.
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The item may be allowed onto the agenda by resolution of the Unaunahi Mahirahira | Audit
and Risk Committee.

Minor Matters relating to the General Business of the Unaunahi Mahirahira | Audit and
Risk Committee.

The Chairperson shall state to the hui that the item will be discussed, but no resolution,
decision, or recommendation may be made in respect of the item except to refer it to a
subsequent hui of the Unaunahi Mahirahira | Audit and Risk Committee for further
discussion.

1.6 Public Participation

A maximum of 60 minutes is set aside for public participation at the commencement of any
hui of the Council or committee that is open to the public. Under Standing Order 31.2 a
written, oral, or electronic application to address the hui setting forth the subject, is required
to be lodged with the Chief Executive by 12.00 noon of the working day prior to the hui
concerned, and subsequently approved by the Chairperson.

Requests for public participation can be sent by email to public.participation@wcc.govt.nz, by
post to Democracy Services, Wellington City Council, PO Box 2199, Wellington, or by phone
at 04 499 4444 and asking to speak to Democracy Services.
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2. General Business

INSURANCE UPDATE MAY 2024

Korero taunaki | Summary of considerations

Purpose

1.  This report provides an update on the progress that officers have made towards the
main material damage renewals.

2. It also provides an update on the progress made against the insurance roadmap.

Strategic alignment with community wellbeing outcomes and priority areas

Strategic alignment
with priority
objective areas from
Long-term Plan
2021-2031

Relevant Previous
decisions

Aligns with the following strategies and priority areas:

O Sustainable, natural eco city

O People friendly, compact, safe and accessible capital city
O Innovative, inclusive and creative city

Dynamic and sustainable economy

[0 Functioning, resilient and reliable three waters infrastructure
Affordable, resilient and safe place to live

[ Safe, resilient and reliable core transport infrastructure network
O Fit-for-purpose community, creative and cultural spaces

[0 Accelerating zero-carbon and waste-free transition

[0 Strong partnerships with mana whenua

Kawai Mahirahira | Audit and Risk Subcommittee 14 September 2022
received the Insurance roadmap report and endorsed the workplan
set out in that report, instructing officers to report back to the
committee on a regular basis outlining progress against the workplan.

15 February 2023 report to Unaunahi Mahirahira | Audit and Risk
Committee provided an update on the 2022/23 insurance renewals
process and Insurance Roadmap workstreams.

9 November 2023 meeting of the Korau Totopu | Long-term Plan,
Finance, and Performance Committee discussed risks associated
with  existing Council-owned income-generating assets and
recommended consulting on diversifying the portfolio to reduce risk,
including insurance risk, and better align investment with Council’s
strategic objectives.

29 November 2023 report to Unaunahi Mahirahira | Audit and Risk
Committee provided an update on the progress against the insurance
roadmap. The meeting endorsed ongoing execution of the workplan.

11 April 2024 meeting of the Korau Totopd | Long-term Plan,
Finance, and Performance Committee adopted the consultation
document including consultation on the diversification of the

Item 2.1
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investment portfolio to reduce risk, including insurance risk and align
Council investment with Council’s strategic objectives.

Financial considerations

‘DNiI Budgetary provision in Annual Plan /| O Unbudgeted $X

Long-term Plan

3. Please summarise the funding or revenue implications and what the source of the
funding is. Further detail can be outlined in the subsequent section “Financial
Implications”.Insurance purchases are budgeted within the relevant Annual and Long

Term Plans.
4, Insurance roadmap activity expenditure is managed within the relevant Annual Plan.
Risk
\ Low O Medium O High ’ O Extreme

5.  The work included in the insurance roadmap will increase risk understanding in both
the physical and financial risk areas and inform a long-term strategy to treat these risks
through traditional risk transfer, alternative risk transfer and internal risk treatments.

6. The risks related specifically to the delivery of the insurance roadmap and insurance
renewal work outlined in this report are low.

Authors Sarah Houston-Eastergaard, Treasurer
Andie Thompson, Senior Insurance Advisor
Authoriser Andrea Reeves, Chief Financial Officer

Taunakitanga | Officers’ Recommendations
Officers recommend the following motion:

That the Unaunahi Mahirahira | Audit and Risk Committee:
1. Receive the information.

2. Note the workplan updates.

3. Note the renewal updates.

Whakarapopoto | Executive Summary

7.  There are signs of softening in the insurance market, with stable 1 January 2024 re-
insurance renewals and additional capital inflow. Some uncertainty remains, with large
global losses in the 2023 calendar year and the effects of climate change.

8. Officers are currently negotiating the 31 May Council main material damage renewal,
with a verbal update on the latest information to be provided in the public excluded
session of this meeting.

9.  Work on the Insurance Roadmap has been steady and work is approaching a
significant milestone in the upcoming earthquake loss modelling.

10. This report to the Unaunahi Mahirahira | Audit and Risk Committee provides the update
agreed to in the resolutions of the 14 September 2022 Kawai Mahirahira Audit and Risk
Subcommittee — specifically that Council officers will report back to the committee on a
regular basis as a standing item.
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Takenga mai | Background

11.

12.

13.

14.

Council holds 14 insurance policies which cover a wide range of risks that Council
faces in its day-to-day operations. Of these, four policies are material damage policies
which cover risks relating to physical damage. Six policies cover council’s liability risks,
ranging from damage we may do to third party assets to liability arising from services
we provide or advice we give. The remaining four policies cover minor risks.

Our material damage policies are intended to cover catastrophic losses, as such, they
have high deductibles. Any day-to-day losses are covered by the Insurance Reserve
fund. These policies are also loss limited (a maximum pay out regardless of damage is
set), this limit is set based on the expected losses to the portfolio, the availability of
capacity in the market, the associated premiums, and budgetary constraints.

The 2024/25 renewal for the three main material damage policies is currently underway
and quotes are being received. Officers will provide a verbal update in PX summarising
the current market quotes and indicative results. A market update and positioning
discussion is included in this paper.

At the September 2022 Audit and Risk Committee, officers presented the Insurance
Roadmap to the committee. This paper provides an update on the progress officers
have made on the workplan, under the four workstreams described in that Roadmap.

Korerorero | Discussion

15.

16.

17.

18.

19.

20.

21.

22.

The global material damage markets continue to be challenged by flood, storm and
wind related perils. Once thought of as secondary, these perils are now leading global
cumulative losses and more frequently exceeding $1bn losses. In 2023 primary perils
(earthquake, hurricane, cyclone) accounted for 14% of global losses.

The El Nirio weather pattern present during the latter half of 2023 is now weakening,
though will continue to have an effect. This may assist in reducing hurricane activity in
America, providing some respite for insurance markets.

For New Zealand El Nirio brings stronger southerly winds during the winter, increased
wind during summer and increased drought risk, while the west coast becomes wetter.
New Zealand tends to experience delayed effects of the El Nirio La Niria cycle due to
our distance from the equator. This could lead to sustained pressure on the local
insurance markets.

El Nirio appears to be coming to an end with ocean temperatures approaching a
neutral phase.

The 1 January 2024 global re-insurance renewals were fairly stable with additional
capital entering the market. Anecdotally, this is increased capital from existing sources,
rather than new capital as may be expected after a high loss year.

Locally, 2023 saw the largest non-earthquake events New Zealand has experienced,
with losses from the Auckland anniversary floods and Cyclone Gabrielle estimated at
over $4bn. These losses are a key driver for continued local renewal pressures, with
indications remaining in the double digits.

In the London market premium rates are expected to be stable, though total premia will
continue to be impacted by inflationary pressures.

Strong risk management practices continue to be a focus, especially for those exposed
to flood or earthquake risk, and climate risks are front of mind for insurers.
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Direct Market Feedback

23.

24.

25.

26.

27.

Since the 29 November meeting of Unaunahi Mahirahira | Audit and Risk Committee,
officers have been focused on delivering market submissions and engaging with the
markets regarding the three main material damage policies.

In February officers met with a group of 10 underwriters from London in Wellington.
They conducted tours of some of our significant buildings and projects and
presentations from teams delivering work of interest to underwriters. This included
presentations from our sludge management facility project team, our climate change
team and our strategic asset management team, and visits to the waterfront, Te
Ngakau and Takina, where base isolators were a key attraction.

Feedback from the visit was extremely positive, with underwriters gaining an
appreciation for the planning and data insights which inform our asset management
plans and activities. Hearing directly from our climate change team about the extent of
work they are completing for Council and for Wellington generated a lot of interest. As
a topic at the front of every underwriter's mind, officers were able to provide some
assurance that work was underway, well considered and data driven, even setting us
ahead of some of our local peers.

Officers also conducted market submission presentations to more than 45 underwriters
in March and April. These presentations included information on the Wellington City
Council asset base, works to improve resilience and information on the services
Wellington City Council provides to the city.

Feedback from these presentations was also positive, with officers being commended
for putting together comprehensive and easily understandable information to assist in
underwriting.

Insurance Roadmap Update

28.

29.

30.

31.

32.

33.

Officers continue to engage with the four workstreams of the insurance roadmap. As
actions are completed new actions for the future years will materialise.

During the 2023 renewals year, initial reviews of placement strategies and decision
making resulted in increased capacity across the Council portfolio (concentrated in the
housing and waterfront policies).

A pivotal action for the workplan is the earthquake loss modelling, which is scheduled
to begin in early June. This loss modelling will complete the initial information gathering
and will provide a solid foundation to work from.

Inhouse preparations for this work are complete and will enable accurate and pixelated
loss modelling, we await availability of our external providers and ability to use the
unique system to complete the risk overlay to the data.

The results of the earthquake loss modelling will feed into purchasing decision
assessments, portfolio optimisation approaches, and will inform investigations in the
appropriateness of alternative risk financing solutions.

Officers are working with the internal Climate Change team to deliver a Climate Risk
Assessment which effectively serves the purposes of both teams.
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Nga mahinga e whai ake nei | Next actions

34. Officers will provide a presentation/workshop for all council members to provide
feedback and ask questions on this workplan. This is scheduled to take place on 30
April 2024. Any additional feedback from this forum can be responded to at the
Unaunahi Mahirahira | Audit and Risk Committee (time permitting) or through formal
channels, as appropriate.

35. Officers will present a verbal update on market quotes for the 31 May renewals.

36. During the upcoming year, officers will continue to work in line with the plan set out in
the Insurance Roadmap.

37. The results of loss modelling and the climate risk assessment will be reported back to
this committee, once completed, for consideration and discussion.

38. Internal relationships will continue to be developed, and partnership across Council
teams will be pursued to ensure outcomes are effective Council wide.

39. Results from loss modelling and climate risk modelling will be used to inform
development of an alternative risk financing framework to further address the
challenges Council faces. This will include portfolio optimisation guidance.

40. The insurance reserve fund is currently the only alternative risk finance option Council
has. This fund is used to cover operational losses which fall below excess and to cover
material damage excesses in a major event.

41. The reserve fund is not currently sufficient to fulfil the second of these purposes.

42. The purpose and function of the insurance reserve fund will be analysed and
considered as a part of the alternative risk transfer solutions framework.

Attachments

Attachment 1.  Insurance Roadmap - Attachment A - Workplan 4 Page 14
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Appendix A: Plan and Actions and suggested prioritisation

Year 0 activities — FY 22

Workstream

Governance

Internal
Partnership

Risk Modelling

Purchasing
Decisions

Develop and plan for Elected member
workshops on risk and insurance

Undertake financial risk tolerance exercise

Monitor and revisit financial risk tolerance and risk appetite
within Council and with elected members

Review council’s limits of retentions and
covers

Develop risk appetite for key risk areas with elected
members

Monitor changes to legislation and policy

Enhancing relationships between legal, risk

and insurance

Elected member workshops and risk and insurance
roadmap roll out

Creation of standardised tools and guidance material to

support insurance management for council

Review of BCP and alignment to critical functions and asset
selection criteria

Increased communication between all
functions and departments across Council

Develop critical asset selection criteria and consolidation

Engagement with Regulatory and Legal to
ensure there are no emerging risks
impacting on insurability

Completion of project for consolidation of data

Undertake cumulative loss modelling

Update Asset valuations

Undertake deep dive on cyber risk

Update Asset condition assessments

Climate change modelling

Complete earthquake risk modelling

Undertake deep dive on fraud risk

Review decision-making for procurement of
insurance

Update Insurance property schedule

Develop options for inclusion of selected CCOs, and
other entities, within insurance programme

Review of non-Council arranged insurance cover

Continue to review placement strategy

Review council’s limits of retentions and covers

Review and as appropriate implement Risk Financing Model
structure

Analysis of reserve fund to identify adverse
trends and recurring themes

Consideration of alternative risk financing models

Continue to develop long term relationship
with the Broker and Insurers

Page 14
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ACCOUNTING POLICY: ACCOUNTING FOR INTEREST
COSTS INCURRED ON ASSET CONSTRUCTION AND
CAPITAL PROJECTS WORK IN PROGRESS

Korero taunaki | Summary of considerations

Purpose

1.  This report to the Unaunahi Mahirahira | Audit and Risk Committee provides advice to
the Committee on whether the Council should change its current accounting policy on
the treatment of interest costs on borrowings incurred in relation to asset construction
and capital projects work in progress. The current policy is to expense all borrowing
costs in the period in which they are incurred.

Strategic alignment with community wellbeing outcomes and priority areas
Aligns with the following strategies and priority areas:

[0 Sustainable, natural eco city

0 People friendly, compact, safe and accessible capital city
O Innovative, inclusive and creative city

Dynamic and sustainable economy

Strategic alignment O Functioning, resilient and reliable three waters infrastructure
with priority Affordable, resilient and safe place to live
objective areas from O Safe, resilient and reliable core transport infrastructure network
Long-term Plan . . .
2021-2031 O Fit-for-purpose community, creative and cultural spaces

0 Accelerating zero-carbon and waste-free transition

[ Strong partnerships with mana whenua

Relevant Previous On the 15th February 2024, the Long-Term Plan, Finance, and
decisions Performance Committee under amendment 27 resolved to:

Direct Council officers to provide advice on changing Council’s
accounting policy from 1July 2024 to capitalise (as opposed to
expense) interest on a portion of Council’s debt for consideration by
the Unaunahi Mahirahira | Audit and Risk Subcommittee.

Significance The decision is rated low significance in accordance with schedule
1 of the Council’s Significance and Engagement Policy.

Financial considerations

‘DNiI Budgetary provision in Annual Plan /| O Unbudgeted $X

Long-term Plan

2. Financial considerations are discussed throughout the paper due to the nature of the
subject matter being considered.

3. A worked example has also been provided to demonstrate the all-of-life financial
impact resulting from a change of this accounting policy.

Risk
Low O Medium O High O Extreme
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4.  This paper is considered low risk, however, some unintended consequences relating to
this decision are highlighted as risks should the capitalisation of interest to projects be
adopted and accounting policies changed.

5. These risks are outlined throughout the paper.

Authors Sophie Harrington, Senior Advisor Treasury & Funding
Karina Young, Financial Controller

Sarah Houston-Eastergaard, Treasurer

Dean Norton, Manager Financial Accounting

Authoriser Andrea Reeves, Chief Financial Officer

Taunakitanga | Officers’ Recommendations
Officers recommend the following motion:

That the Unaunahi Mahirahira | Audit and Risk Committee:
1) Receive the information.

2) Agree to maintain the status quo accounting treatment and continue to expense interest
in the period in which it is incurred.

Whakarapopoto | Executive Summary

6.  The purpose of this report is for Officers to provide advice on whether the Council
should change its accounting policy on the treatment of interest costs on borrowings
under accounting standard PBE IPSAS 5 Borrowing Costs. This change would apply to
the interest costs incurred during the asset construction and capital work in progress
phases for the individual projects which are deemed qualifying assets.

7. The main reason for investigating a change to the accounting policy was to test
whether a more beneficial outcome to our ratepayers could be achieved. This paper
explores whether a change in accounting policy would achieve that outcome.

8. Overall, Officers recommend that no changes should be made to the current
accounting policy. While capitalising interest would initially provide a limited benefit to
ratepayers, such a change in accounting policy would result in:

a) higher overall costs to ratepayers over the life of the qualifying asset;

b) a move away from generally accepted accounting practice across the local
government and central government sectors within New Zealand;

c) applying a treatment that has seen significant concerns raised by Council
Officers, our auditors and the Auditor-General;

d) a significant increase in complexity and administrative effort with increased risk
of financial misstatement; and

e) potential conflict with Council’s legislative requirements under s101(1) of the
LGA 2002 to manage Council’s ‘financial dealings prudently and in a manner
that promotes the current and future interests of the community’, i.e. the
concept of intergenerational equity.
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Takenga mai | Background

9.

10.

11.

Council’s historic and current policy is to expense all borrowing costs in the period in
which they are incurred. The possibility of capitalising such costs has been considered
several times before and has, to date, been rejected due to the adminstrative burden
and complexity of adoption of such a policy along with a trade off between the short
and long term effect on ratepayers. While there would be a reduction to rates in the
short term, rates would be higher in the long term and there would be increased
borrowings to pay for interest so overall the policy is not considered financially prudent.

In determining the appropriateness of any accounting treatment, it is important to take
into account not only what is allowed under accounting standards but also what is
required by legislation. The Local Government Act 2002 requires local authorities to
manage revenues, expenses, assets, liabilities, investments, and general financial
dealings prudently and in a manner that promotes the current and future interests of the
community (s101(1)).

Any policy change would also need to be considered by the Council’s auditor who has
already raised concerns that the capitalisation approach may not be appropriate for a
public entity.

Korerorero | Discussion

External and previous advice

12.

13.

14.

Officers recently commissioned PwC to provide advice on the application of the
relevant accounting standards. This report from PwC is provided in attachment 1. The
report also considers the merits of changing the accounting treatment for borrowing
costs and how this would compare to the standard practice in the local government
sector in New Zealand.

Previous advice from Officers in response to the same query from a Council sub-
committee public participant in 2018, is provided in attachment 2. The points discussed
in this attachment remain unchanged in today’s context.

Both documents discuss the pros and cons of the two allowable accounting treatments.
Both pieces of advice conclude that the current treatment of expensing borrowing costs
as incurred remains as the most appropriate accounting treatment.

Available accounting policies

15.

16.

17.

Council’s current policy to expense and fully rates-fund all borrowing costs in the period
in which they are incurred is consistent across the both the local government and
central government sectors within New Zealand and is the benchmark treatment for
recognising interest costs under PBE IPSAS 5.

There is an ‘allowed alternative treatment’ under PBE IPSAS 5 which permits the
capitalisation of borrowing costs that are ‘directly attributable to the acquisition,
construction, or production of a qualifying asset.” The borrowing costs can be either on
specific borrowings or general borrowings. As the Council ordinarily sources general
funding to be used for the overall acquisition or construction of assets, the Council
would be required to arbitrarily calculate the capitalisation rate to be applied to
borrowing costs.The borrowing costs eligible for capitalisation is discussed in further
detail on page 2 of the PwC report.

A ‘qualifying asset’ is defined as ‘an asset that necessarily takes a substantial period of
time to get ready for its intended use or sale’. Determining the criteria for what is a
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‘qualifying asset’ would be a matter of judgment. This is discussed in further detail on
page 3 of the PwC report.

18. There would be signficant judgment requred to determine what Council assets would
satisfy the criteria of being a qualifying asset with attibutable funding from general
borrowings. Careful consideration would need to be given as to how
improvements/renewals fit into this criteria.

Overall financial impact

19. The majority of Council’s capital spend would not meet the criteria for a 'qualifying
asset’ with specific borrowing. For the 2023/24 year the Council’s capital expenditure
budget is $465m excluding the Sludge Minimisation project. The proposed change in
accounting policy would only apply to a small portion of these assets which could
satisfy both the qualifying asset and external borrowing criteria.

20. To provide an indication on the all-of-life impact of a change in accounting policy, a
worked example has been provided in attachment 3. This assumes a 2 year $100m
asset build and shows that while there is a saving to the ratepayer during the first 2
years of $7m ($2.4m in year 1 and $4.6m in year 2), overall there is an increased cost
of $5m over a 25 year life when compared to the current accounting policy. Hence,
even at this level of investment, the initial savings to the ratepayer would be less than
1% of rates revenue per annum.

Impact of changing the accounting policy to capitalise borrowing costs

21. Should the Council capitalise borrowing costs through the allowed alternative
treatment:

a)

b)

d)

there would be an initial reduction in operating expenditure with lower interest
expenditure however this could be offset by increased future depreciation
charges;

the overall costs to the Council over the life of the asset would be higher than
the current treatment. This is because the interest payments would have to be
debt funded rather than rates funded (the current treatment). Debt funding will
incurr additional interest costs. This would therefore increase the overall cost to
the ratepayer over the life of the asset and the term of the associated lending as
the actual borrowing costs are expensed — as demonstrated in attachment 3.
Increased debt could also be seen negatively by the Council’s credit rating
agency at a time when we are already on negative watch;

the worked example in attachment 3 also demonstrates this perverse outcome
of pushing the rates burden on to future ratepayers. The proposed change in
accounting policy will lead to an inflated “all of life cost” due to this debt funding
of interest while the asset is in the construction phase;

since interest charges and depreciation are fully rates funded, there would be a
different treatment for qualifying and non-qualifying assets and this treatment
does not improve inter-generational equity between ratepayers;

Page 18
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e) significant time and therefore expense would be incurred in ongoing
administration including identifying qualifying assets, calculating the weighted
average rate used to determine borrowing costs (where general/multiple
borrowings are used to finance an asset build which is often the case) and
ensuring errors do not occur in the future including when assets are subject to
revaluation.

f)  significant administrative effort would be required to comply with the
requirements of accounting standard PBE IPSAS 3 Accounting Policies,
Changes in Accounting Estimates and Errors in the year the policy was
changed. This would be a complex and timely exercise. This is covered in more
detail on page 5 of the PwC report but key points to note are:

i) In accordance with paragraph 17 of PBE IPSAS 3, Council should only opt to
change an accounting policy if it results in the financial statements providing
faithfully representative and more relevant information. It is unlikely a change to
capitalising interest costs would satisfy this criteria; and

i) even if the Council could meet the above criteria, when making a change in
accounting policy, prior period balances should be restated retrospectively
unless it is impractical to do so. As noted by PwC, the Council is likely to find it
impractical to calculate borrowing costs on past qualifying assets and would
therefore have to apply the “limitations on retrospective application“ exemption
and apply the change in policy prospectively. This would significantly reduce the
amount of any interest that could be initially capitalised.

Impact of retaining the status quo policy (i.e. expensing interest as incurred)

22. Should the Council continue with the current treatment of expensing borrowing costs as
they are incurred:

a) This would ensure consistent treatment for all capital assets and therefore
generally accepted accounting practice with substantially all other Council’s
across New Zealand allowing for comparability among local authorities’ financial
statements;

b) processes would remain fair and administratively simple, where treatment is
consistent across all asset types with resultant time and cost benefits;

c) asset values would not be inflated as a result of this accounting policy. While
inflated asset values can be useful in the commercial sector to secure higher
levels of debt financing, this does not translate to the local government sector in
New Zealand. Increased asset values also leads to higher insurance and other
unintended cost drivers compared to the status quo approach;and

d) no additional pressure would be applied to the debt to revenue ratio at a time
where there is limited headroom in Council’s measures of financial prudence.
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Auditor’s view

23. Following discussions with our auditors, they have indicated that while it is technically
possible to change our accounting policy, this is not something they would generally
see as an appropriate move for a public entity.

24. In 2009 the Auditor-General published a discussion document about financial
standards in the public sector. They noted concern with the capitalisation of borrowing
costs, because:

a) capitalisation of general borrowings in the public sector is both complicated and
arbitrary, and therefore unlikely to enhance the reliability of general purpose
financial reports;

b) there is no clear way to incorporate a component for borrowing costs into
revaluations for most significant public sector assets, which is likely to make
asset revaluations less reliable; and

c) any benefits of capitalising borrowing costs are significantly outweighed by the
compliance costs of initial capitalisation and subsequent revaluation of assets?.

Officers’ view

25. Overall, Officers recommend the Council maintain the status quo relating to this
accounting policy. Although the accounting standards would permit a change in
accouting policy, where in limited instances it would be possible to capitalise borrowing
costs for qualifying assets, Officers do not advise this.

26. Itis the Officers’ view that in accordance with s101(1) of the LGA 2002 this change in
accounting policy would be inconsistent with managing Council’s ‘financial dealings
prudently and in a manner that promotes that current and future interests of the
community’. The policy change results in a higher all-of-life costs due to debt-funding
the capitalised interest, which effectively pushes the rates burden on to future
ratepayers.

27. There will be subjectivity in determing the qualifying assets and borrowings for those
assets due to our current general borrowings approach. This coupled with the
complexity required to calculate the appropriate capitalisation rate on our debt funding,
to ensure the borrowing cost are calculated in the manner required to meet the
accouting standard, will require signifciant additional work and potentially exposes the
Council to an uneccesarily heightened risk of mistatement.

28. Overall it would appear the costs of making this accouting policy change would
signficantly outweigh any potential benefits.

1 The Auditor-General’s views on setting financial reporting standards for the public sector report: Paragraphs
4.84 — 4.88. https://oag.parliament.nz/2009/financial-reporting-standards/docs/financial-reporting-
standards.pdf/view
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Kowhiringa | Options
29.
a) Option 1 — Maintain the status quo where Council continues to allocate and
expense interest in the period that it is incurred. (Officers preferred option).

b) Option 2 — Officers directed to change the accounting policy to capitalise
borrowing costs.

c) Option 3 — Officers directed to investigate further the impacts of such a change
in accounting treatment.

d) Option 4 — Councillors to provide Officers with guidance on any other options.

Whai whakaaro ki nga whakataunga | Considerations for decision-making

Alignment with Council’s strategies and policies
30. Impacts of the change to accounting policies are discussed throughout the paper.

Engagement and Consultation

31. This paper contemplates advice on a change in accounting policies and therefore is not
a significant decision to be undertaken by the Council at this time. No engagement or
consultation is required on this matter.

Maori Impact Statement

32. This paper contemplates advice on a change in accounting policies and therefore has
no impact on our wider stakeholders at this time.

Financial implications

33. Financial Implications have been discussed throughout the paper.

Legal considerations

34. Refer paragraph 10 which concludes a change in accounting policy would not be
financial prudent.

Risks and mitigations

35. Risks of a change in accounting treatment have been discussed throughout the paper,
however they amount to an increased burden on future ratepayers at the expense of
current ratepayers.

Disability and accessibility impact
36. N/A

Climate Change impact and considerations
37. N/A
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Communications Plan
38. N/A

Health and Safety Impact considered
39. N/A

Nga mahinga e whai ake nei | Next actions

40. N/A

Attachments

Attachment 1.  PWC advice on interest capitalisation § Page 23
Attachment 2. Letter to public participant - prior advice from officers § Page 32

Attachment 3.  Worked exampe - illustrative 2 year qualfying asset project § Page 34
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Memorandum

To: Karina Young (Wellington City Council)

From: Lesley Mackle (PwC) / Sara Moonlight (PwC)

Date: 08 February 2024

Subject: Accounting for interest costs incurred in relation to asset construction and
capital projects work in progress

Background

In order to provide services and facilities to the people of Wellington, Wellington City Council
("Council') holds a substantial portfolio of long-term fixed assets and infrastructure assets. The
purchase of new assets or upgrades to existing assets that are approved through the annual plan and
long-term plan processes are primarily funded by long term debt facilities, thereby spreading the cost
of constructing the assets over the current and future generations that will gain benefit from them.

The current accounting policy is to expense all borrowing costs in the period in which they are
incurred. The Council is considering the potential impact of changing their accounting policy to
capitalising borrowing costs incurred in relation to asset construction and capital projects work in
progress as part of the asset cost.

This memorandum considers the following matters:

m  The capitalisation of borrowing costs incurred in relation to asset and capital project work in
progress under New Zealand Equivalents to International Public Accounting Standards (‘PBE
IPSAS’), specifically PBE IPSAS 5 Borrowing costs;

m  The change in accounting policy in accordance with PBE IPSAS 3 Accounting policies,
changes in accounting estimates and errors;

m  Assessment of the relevant accounting policies of other local authorities in New Zealand;
m  Accounting considerations for and against a change in accounting policy; and

m lllustrative example

PBE IPSAS 5 Borrowing costs

PBE IPSAS 5 has a benchmark treatment for the recognition of borrowing costs as an expense in the
period in which they are incurred (PBE IPSAS 5.14). This is the accounting treatment for borrowing
costs regardless of how the underlying borrowings are applied (PBE IPSAS 5.15).

PBE IPSAS 5 also allows for an alternative treatment, whereby borrowing costs are recognised as an
expense in the period in which they are incurred except to the extent that they are capitalised (PBE
IPSAS 5.17). Borrowing costs that are directly attributable to the acquisition, construction, or
production of a qualifying asset shall be capitalised as part of the cost of that asset (PBE IPSAS 5.18).

Where an entity adopts the allowed alternative treatment, that treatment should be applied consistently
to all borrowing costs that are directly attributable to the acquisition, construction, or production of all
qualifying assets of the entity (PBE IPSAS 5.20).

The terms ‘borrowing costs’ and ‘qualifying assets’ are defined in PBE IPSAS 5 paragraph 5 as
follows:

“Borrowing costs are interest and other expenses incurred by an entity in connection with the
borrowing of funds.”

“Qualifying asset is an asset that necessarily takes a substantial period of time to get ready for its
intended use or sale.”
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Borrowing costs

Paragraph 6 of PBE IPSAS 5 notes that borrowing costs could include interest expense calculated
using the effective interest method; finance charges in respect of finance leases and service
concession arrangements; and exchange differences arising from foreign currency borrowings to the
extent that they are regarded as an adjustment to interest costs.

As per Note 6 of the Council's Te Pirongo a-Tau Annual Report 2021/2022 (Volume 2)', the Council’'s
total finance expense is made up of:

1. Interest on borrowings;
2. Interest on finance leases; and
3. Re-discounting of interest on provisions.

Table 10: Finance revenue Council Group
expense and net finance cost 2022 2021 2022 2021
$000 $000 $000 $000
Interast on borrowings 28,798 25,140 28,802 25,153
Interast on finance leases - - 5 6
Re-discounting-of interest on provisions 498 350 498 350
Total finance expense 29,296 25,490 29,305 25,509
Less
Interast earnad 2,991 2,114 3,166 2,228
Total finance revenue 2,991 2,114 31,166 2,228
Met finance cost 26,305 23,376 26,139 23,281

Extract from page 20 of the Council's Te Purongo a-Tau Annual Report 2021/2022"

Interest on borrowings and the interest on finance leases both meet the definition of borrowing costs
as defined above.

The re-discounting of interest on provisions, which mainly relates to the landfill post closure cost
provision, does not meet the PBE IPSAS 5 definition of borrowing costs. In addition, paragraph A6 of
PBE IPSAS 19 Appendix A Application Guidance Changes in Existing Decommissioning, Restoration
and Similar Liabilities specifically notes that capitalisation under PBE IPSAS 5 of finance costs
recognised as a result of the periodic unwinding of the discount of such a liability is not permitted.

Borrowing costs eligible for capitalisation

Actual borrowing costs incurred can be capitalised to the extent that the borrowed funds can be
directly linked to a qualifying asset. Therefore, if the funds were borrowed specifically for the purpose
of obtaining a qualifying asset, the actual borrowing costs incurred on those borrowings can be
capitalised to the cost of the qualifying asset (PBE IPSAS 5.23). This is referred to as specific
borrowings.

To the extent that funds are borrowed generally and used for the purpose of obtaining a qualifying
asset, the amount of borrowing costs eligible for capitalisation is determined by applying a
capitalisation rate. This rate is the weighted average of the borrowing costs applicable to all
borrowings of the entity that are outstanding during the period, excluding borrowing costs applicable to
specific borrowings. The amount of borrowing costs capitalised during a period should not exceed the
amount of borrowing costs incurred during that period (PBE IPSAS 5.25).

" The Council's Te Parongo a-Tau Annual Report 2021/2022 (Volume 2)
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Based on our understanding of the Council’s borrowing structure, specific borrowings would typically
not be applicable to the Council as funds are not borrowed for the acquisition of specific assets (with
the exception of the convention centre). The Council ordinarily sources general funding to be used for
the overall acquisition, construction, and/or production of assets.

As a result, borrowing costs would be capitalised in accordance with paragraph 25 of PBE IPSAS 5
and the Council would be required to calculate the capitalisation rate to be applied to borrowing costs.

Qualifying assets

PBE IPSAS 5 does not specify what is considered a “substantial period of time” in the definition of a
qualifying asset. As a benchmark, an asset that normally takes more than a year to be ready for use
will usually be deemed a qualifying asset. Management must exercise their judgement when
determining which assets are qualifying assets, considering among other factors, how management
intends to use the asset as the definition of a qualifying asset references the intended use of the asset.
An asset could be purchased as ready for use but still require additional work to be ready for its
intended use and therefore could meet the definition of a qualifying asset.

The Council’'s Te Pirongo a-Tau Annual Report 2021/2022 notes the following asset types as having a
work in progress component. These assets could therefore potentially be considered a qualifying asset
if the Council is expecting to take more than a year to get the asset ready for its intended use.

Council’s potential qualifying asset types:

e Property, Plant & Equipment:

Land

Buildings

Civic precinct

Infrastructure assets (drainage,roading, waste and water)
Plant and equipment

Restricted assets (buildings, parks and reserves)

e Investment Properties
e Intangible Assets

Land and buildings can be considered together as a qualifying asset if the land cannot be used for its
intended purpose while construction continues on the building. In this situation, the land would not be
ready for its intended use or sale until substantially all the activities necessary to prepare both the land
and building for that intended use or sale are complete.

An intangible asset could be considered a qualifying asset if it meets the definition in PBE IPSAS 5.
This would be the case for an internally generated intangible asset in the development phase when it
takes a “substantial period of time” to complete, such as software. For intangible assets, only costs
that have been capitalised and recognised as an intangible asset can be used when applying the
capitalisation rate.
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Commencement, suspension, and cessation of capitalisation

Paragraphs 31 to 39 of PBE IPSAS 5 need to be appropriately considered and applied by the Council
to make certain that the overall timing of the capitalisation of borrowing costs is accurate.

PBE IPSAS 5 requirement Application
Commencement of capitalisation
The capitalisation of borrowing costs as part of the It is important to note that all three conditions need to be
cost of a qualifying asset shall commence when: met before borrowing costs can be capitalised.
a) expenditure for the asset is being incurred; The activities mentioned are not only referring to
b) borrowing costs are being incurred; and physical construction of an asset. This could also be
c) activities that are necessary to prepare the asset technical and administrative work completed before the
for its intended use or sale are in progress. commencement of construction such as obtaining
(PBE IPSAS 5.31) relevant permits.

Suspension of Capitalisation

Capitalisation of borrowing costs shall be suspended  Similar to the above, active development does not

during extended periods in which active development  solely refer to physical construction taking place.

is interrupted and expensed. Capitalisation of borrowing costs is also not

(PBE IPSAS 5.34) suspended when substantial technical and
administrative work is being carried out of a

temporary delay that is a necessary part of the

process if getting the asset ready for its intended use

or sale is experienced.

A recent example of active development being
interrupted for an extended period, resulting in the
suspension of capitalisation, is Covid-19.

Cessation of Capitalisation

Capitalisation of borrowing costs shall cease when A qualifying asset could be deemed as ready for its
substantially all the activities necessary to prepare intended use or sale even if minor modifications and
the qualifying asset for its intended use or sale are routine administrative work are still outstanding.
complete. Key distinctions that the Council should be aware of
(PBE IPSAS 5.36) is that capitalisation is only ceased once the asset is

ready for its intended use. If an asset cannot be used
as intended and requires further work, capitalisation
can continue. Furthermore, as soon as an asset is
ready for its intended use, capitalisation ceases
whether or not the asset is actually used.

When the construction of a qualifying asset is
completed in parts, and each part is capable of being
used while construction continues on other parts,
capitalisation of borrowing costs shall cease when
substantially all the activities necessary to prepare
that part for its intended use or sale are completed.

(PBE IPSAS 5.38)

Disclosure requirements

In addition to the disclosure of the accounting policy adopted for borrowing costs, which is required
whether or not the Council capitalises or expenses borrowing costs, the Council would also need to
disclose the amount of borrowing costs capitalised during the period and the capitalisation rate used to
determine the amount of borrowing costs eligible for capitalisation, if general borrowings are used for
the acquisition, construction or production of qualifying assets.
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PBE IPSAS 3 Accounting policies, changes in accounting
estimates and errors

Changes in accounting policies

In accordance with paragraph 17 of PBE IPSAS 3, the Council should only opt to change their
accounting policy if it results in the financial statements providing faithfully representative and more
relevant information about the effects of transactions, other events, and conditions on the entity’s
financial position, financial performance, or cash flows.

Paragraph 24(b), read together with paragraph 27 of PBE IPSAS 3, notes that a voluntary change in
accounting policy must be applied retrospectively. This means that the Council will need to adjust the
opening balance of each affected component of net assets/equity for the earliest period presented,
and other comparative amounts disclosed for each prior period presented as if the new accounting
policy had always been applied.

Disclosure requirements

All the relevant disclosures as listed in paragraph 34 of PBE IPSAS 3 will need to be included in the
Council’s financial statements. The disclosure requirements include the nature of the voluntary change
in accounting policy and the reasons why the change would result in providing faithfully representative
and more relevant information. The Council would also need to disclose the amount of the adjustment
for each financial statement line item affected for the current and each prior period presented as well
as any adjustment relating to periods before those presented. Paragraph 34(e) of PBE IPSAS 3
highlights that if retrospective application is impracticable for a particular period, or for periods before
those presented, the entity should disclose the circumstances that led to the existence of that
condition and a description of how and from when the change in accounting policy has been applied.

Limitations on retrospective application

PBE IPSAS 3.28 — 30 states that where it is impracticable for the entity to determine either the
period-specific effects or the cumulative effect of the change, the entity should apply the new
accounting policy from the earliest date practicable. Paragraph 32 of PBE IPSAS 3 further states that
a change in accounting policy is permitted even if it is impracticable to apply the policy prospectively
for any prior period.

The Council may find it difficult or too costly to determine the amounts to be capitalised in prior periods
in relation to past qualifying assets funded through general borrowings as this would include the need
to calculate the capitalisation rate for each year where expenditure and borrowing costs were incurred
for the acquisition, construction, or production of those assets. However, the impracticability of
determining the impact of the change in accounting policy on prior periods should not deter the
Council from changing the accounting policy if doing so would result in providing users of the financial
statements with faithfully representative and more relevant information.

The Council should also bear in mind that the retrospective application of the new accounting policy
should be based on information that provides evidence of circumstances that existed on the date(s) at
which the transaction occurred and would have been available when the financial statements for that
period were authorised for issue.
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Assessment of the relevant accounting policies of other local
authorities in New Zealand

The most recent annual reports available for six other local authorities in New Zealand, two of which
are district councils, have been assessed to identify the accounting policies they have elected to adopt
in relation to their borrowing costs.

Local authority

Auckland City Council

Accounting policy on borrowing costs

The group’s accounting policy is to expense all borrowing costs.
Ref: Page 155 of Auckland Council Financial Statements 2022/2023 [Volume 3]

Christchurch City Council

Interest payable on borrowings is recognised as an expense in surplus or deficit as
it accrues.

Ref: Note 3 on page 175 of the Annual Report 2022 — Christchurch Otautahi
https://cce.qovt.nz/the-council/how-the-council-works/reporting-and-monitoring/annu

alreport?qgclid=Cj0KCQjwj5mpBhDJARISAQViBdaw2Kbun-sL Ogh5t2kh 1epWeKI-D4

Tauranga City Council

Borrowing costs are recognised as an expense in the period in which they are
incurred.

Ref: Note 9 on page 255 of section 7 of the Annual Report 2021/2022

https.//www.tauranga.govt.nz/council/council-documents/annual-reports/annual-r
eport-2021-22

Dunedin City Council

Borrowing costs directly attributable to the acquisition, construction or production
of qualifying assets, which are assets that necessarily take a substantial period
of time to get ready for their intended use or sale, are added to the cost of those
assets, until such time as the assets are substantially ready for their intended
use or sale.

All other borrowing costs are recognised as an expense in the financial year in
which they are incurred.

Ref: Note 9 on page 82 of the Dunedin City Council Annual Report 2021/22

New Plymouth District
Council

All borrowing costs are recognised as an expense in the period in which they are
incurred and are calculated using the effective interest method.

Ref: Note 19 on page 114 of the New Plymouth District Council Annual Report
2021/22

https.//www.npdc.govt.nz/council/reports-and-publications/reports/annual-reports
A

Tararua District Council

Borrowing costs are recognised as an expense in the period that they are
incurred.

Ref: Statement of Accounting Policies as per page 160 of the Annual Report
2021/2022 of Tararua District Council

https.//www.tararuadc.govt.nz/publications/plans-and-reports/annual-report

Of the six local authorities’ accounting policies assessed, only one (Dunedin) elected to apply the
alternative treatment and capitalise their borrowing costs. However, it should be noted that no
capitalised interest expenses for Dunedin have been disclosed in the summary of financial results
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2017-2022 (page 6 of the Annual Report), and the disclosure requirements of PBE IPSAS 5 are not
found in the financial statements. The financial statements are rounded to the nearest $'000.

Based on the above, the current accounting policy applied by the Council of expensing borrowing
costs as incurred is consistent with other local authorities in New Zealand.

Accounting considerations

There are a number of implications that the Council should consider when assessing whether to
change the accounting policy from expensing borrowing costs to capitalising these costs. These

include, but are not limited to, the following:

Advantages of changing the accounting policy

The Council would incur less expenditure (in the form
of interest expense) during the construction phase of
qualifying assets and would be able to defer the
recognition of this expenditure over the useful lives of
the assets.

Disadvantages of changing the accounting policy

The Council would recognise more expenditure (in the
form of depreciation) after the qualifying assets are
ready for use.

The Council will be able to perform a more
appropriate comparison of the cost of assets
constructed and assets purchased.

This could impact future economic decisions made by
the Council.

There would be limited impact on the Council’s
financials relating to the capitalisation of borrowing
costs on qualifying assets that are carried at fair
value. As less than 10% of the Council’s non-current
assets are carried at cost, this would apply to the
majority of the assets.

Once an asset is fair valued for the first time, the
accounting impact of the capitalisation of borrowing
cost would either result in an increased fair value
loss being recognised, or a reduced fair value gain
being recognised.

There could be a reduction in consolidation
adjustments required due to associates that
capitalise their borrowing costs.

Associates that prepare their financials under NZ
IFRS and apply NZ IAS 23 Borrowing Costs are
required to capitalise eligible borrowing costs. One of
the Council’'s associates is a profit-oriented company
that capitalises interest in accordance with NZ IAS
23.

The Council has six controlled entities, another
associate and a joint venture that do not capitalise
their borrowing costs. Consolidation adjustments
would have to be prepared so that the accounting
policy of the group is uniform

The increase in effort and time required by the
change in accounting policy could put pressure on
the Council’s financial team.

There will be an increase in disclosure requirements,
especially in the reporting period during which the
change in accounting policy is made.

The capitalisation of borrowing costs requires more
cumbersome measurement processes (e.g.
proactively calculating a capitalisation rate and
updating it as additional borrowings are undertaken
by the Council).

This, combined with the capitalisation of borrowing
costs being more complex compared to the current
account policy of straightforward expensing of
borrowing costs, results in an increased risk of
misstatements in the financial statements.
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Ilustrative example

The example is not based on actual fact patterns and is provided to illustrate the impact of capitalising
or expensing borrowing costs on an entity’s financials.

Council A has an upcoming project relating to the construction of a community centre.
The construction period is 3 years with a budgeted cost of $10 million to be spent as follows:

= Year 1: $2 million
= Year 2: $5 million
= Year 3: $3 million

Once the asset is ready for its intended use, it is expected to have a useful life of 20 years.
The project is to be funded as follows:

e Specific borrowings of $3 million obtained at the beginning of Year 1 with an interest of 10%
per annum (for the purpose of the illustration we are assuming that the borrowings not used
are not earning interest income).

e General borrowings for the remaining costs, which amounted to:

Year 1: $7 million
Year 2: $10 million
Year 3: $11 million
Year 4: $13 million
e Average annual interest rate being 7% in Year 2 and 5% in Year 3.

Relevant significant accounting policies

All borrowing costs are expensed in the period in which they are incurred.

Borrowing costs expensed ($°000) Year 1 Year 2 Year 3 Year 4-
Capital expenditure (Capex) 2,000 5,000 3,000

Extract from Statement of Financial Position

Loan (10,000) (13,000) (14,000) (16,000)
Specific (3,000) (3,000) (3,000) (3,000)
General (7,000) (10,000) (11,000) (13,000)
PPE - WIP 2,000 7,000 10,000 0
PPE - Cost 0 0 0 10,000

Extract from Statement of Comprehensive Revenue and Expense

Interest expense 1,200 1,650 1,700 1,500
Specific borrowings (10% of capital) 300 300 300 300
General borrowings (not calculated — assumptions) 900 1,350 1,400 1,200
Depreciation 0 0 0 500

8
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Relevant significant accounting policies

Borrowing costs are expensed immediately as incurred unless they relate to the acquisition,
construction or production of qualifying assets, in which case the borrowing cost is capitalised.

Borrowing costs capitalised ($°000) Year 1 Year 2
Capital expenditure (Capex) 2,000 5,000

Extract from Statement of Financial Position

Loan (10,000) (13,000)
Specific (3,000) (3,000)
General (7,000) (10,000)
PPE — WIP 2,300 7,880
Capex 2,000 7,000
Borrowing costs capitalised 3007 880°
PPE — Cost 0 0

Extract from Statement of Comprehensive Revenue and Expense

Interest expense 900 1,070
Specific borrowings 0 0
General borrowings 900 1,070
Depreciation 0 0
Effect of capitalising borrowing costs Year 1 Year 2

Extract from Statement of Financial Position

PPE — WIP 1300 (15%) 1 880 (13%)
PPE — Cost 0 0
Extract from Statement of Comprehensive Revenue and Expense
Interest expense 1300 (25%) | 580 (35%)

Depreciation 0 0

23,000,000 X 10% = 300,000
3 (4,000,000 X 7% = 280,000) + (3,000,000 X 10% = 300,000) + 300,000% = 880,000

Year 3

3,000

(14,000)
(3,000)
(11,000)
11,530
10,000
1,530

0

1,050

1,050

Year 3

11,530 (15%)

0

| 650 (38%)

0

Year 4 -

(16,000)
(3,000)
(13,000)

0

11,530

1,500
300
1,200

576.5

Year 4 -

0

11,530 (15%)

0

176.5 (15%)

4 (7,000,000 X 5% = 350,000) + (3,000,000 X 10% = 300,000) + 280,000° + (2 X 300,000% ) = 1,530,000
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Thank you for your letter of 6 March 2018 addressed to Kevin Lavery, regarding intergenerational
equity and the capitalisation of borrowing costs and for speaking to the Council sub-committee on
the matter through public participation.

This is a subject that has come up for debate many times over the last decade and one that has
caused much discussion in the public sector around New Zealand. | have deferred responding
until now so we could further consider the subject as part of our annual reporting process.

As you outlined in your letter the Council’s current accounting policy is to expense all borrowing
costs in the period in which they are incurred. This position is consistent with New Zealand
Generally Accepted Accounting Practice and with the “benchmark treatment” within IPSAS 5
Borrowing costs.

There is an “allowed alternative treatment” available within the standard which permits the
capitalisation of borrowing costs that are “directly attributable to the acquisition, construction, or
production of a qualifying asset”. A qualifying asset is “an asset that takes substantial period of

time to get ready for its intended use or sale.”
We do not feel that this is an appropriate accounting policy for the Council for a number of reasons
which | have outlined below:

1) Our borrowing is done at an overall Council level and is therefore not directly attributable to individual assets. We
note that the Treasury do not capitalise borrowing costs in the New Zealand Government accounts for this reason.
Their relevant accounting policy states: “Generally, Government borrowings are not directly aftributable to individual
assets. Therefore, borrowing costs incurred during the period, including any that could be allocated as a cost of
completing and preparing assets for their intended use are expensed rather than capitalised.”

2) If we adopted the alternative treatment it would require the capitalisation of borrowing costs for all qualifying assets,
which given we do not individually attribute borrowing is not possible to determine. When an asset being
constructed is brand new this process is easier as it is likely to be fully funded through new borrowings. However,
where the expenditure is replacing an asset, as is the case with much of our social housing and infrastructure asset
renewals, this is far more complex due to funding of depreciation on these assets which impacts on the borrowings
related to that asset. In many cases this depreciation would have been collected over many years; and eventually
over the 50-100 year life of some assets. Accordingly even if we did attempt to separately allocate debt it would be
extremely administratively cumbersome, if not impossible to calculate the amount of borrowing (if any) associated
with a particular asset.

Wellington City Council 101 Wakefield Street Phone +64 4 499 4444
PO Box 2199, Wellington 6140, Fax +64 4 801 3138
New Zealand Wellington.govt.nz
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3) Even if the amount of borrowings associated with an asset could be calculated the calculation of how much interest
to capitalise would also be complex as we have many different debt instruments with different interest rates and at
any point in time we could also have cash reserves which generate interest income.

4) Although discussions with our valuer have determined that it may be possible to factor in borrowing costs it would
make the revaluation of PPE assets extremely complex if some of our assets included borrowing costs and some
didn't as inputs into the valuation would be different.

5) We are not aware of any other local authorities, or indeed any public sector organisations, in New Zealand that are
capitalising borrowing costs. If we were to capitalise our borrowing costs it would reduce comparability among local
authorities’ financial statements. Even if other local authorities chose to capitalise borrowing costs the definition of a
“qualifying asset” is subjective as there is no guidance in the standard as to what constitutes a “substantial period of
time” and the amount of borrowings to attribute to an asset could also be subjective if there multiple debt
instruments involved and there are other sources of funding e.g. depreciation.

We note that in 2009, when the public sector in New Zealand was moving to NZ IFRS, the Auditor
General outlined some concerns with the capitalisation of borrowing costs for the public sector
noting the following:
e capitalisation of general borrowings in the public sector is both complicated and arbitrary, and therefore
unlikely to enhance the reliability of general purpose financial reports;
o thereis no clear way to incorporate a component for borrowing costs into revaluations of most significant
public sector assets, which is likely to make asset revaluations less reliable; and
e any benefits of capitalising borrowing costs are significantly outweighed by the compliance costs of initial
capitalisation and subsequent revaluation of assets.
Source: The Auditor-General’s views on setting financial reporting standards for the public sector June 2009

We also note that entities within the group are permitted to have differing accounting policies as
Wellington International Airport Limited (WIAL) does currently. We will continue to liaise with Audit
New Zealand on this matter when consolidating WIAL into the Group numbers to ensure that there
are no material adjustments that need to be made on consolidation.

In light of the points raised above, we are comfortable with our current approach and accounting
treatment, as are our auditors Audit New Zealand. Accordingly we do not plan to make any
changes at this time.

Please contact me if you require any further information or clarification on this matter.

Yours sincerely

Andy Matthews
Chief Financial Officer

c.c. Kevin Lavery, Chief Executive
Councillor Andy Foster, Chair Finance & Risk Management Sub-committee

Wellington City Council | 2 of 2
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Appendix 3 - Worked example
i v2 v3 va s ¥6 v7 v8 Yo ¥Io  vil vi2 Y13 vi4 YIS Y6 Y17 VI8 V19 Y20 Y21 Y2 Y23 Y24 Y25 Y26 Y27 Total

optiDﬂ 1 - Status quo $000 $000 5000 $000 $000 $000 $000 $000 $000 $000 $000 5000 $000 $000 $000 $000 $000 $000 5000 $000 $000 $000 $000 $000 $000  $000 $000 $000
(Expense interest in the year it is incurred)

[2-vear capex project 50,000 50,000 ]

Cumulative borrowings balance 50,000 100,000 96,000 92,000 88,000 84,000 80000 76000 72,000 68,000 64,000 60,000 56000 52,000 48000 44,000 40,000 36,000 32,000 28000 24,000 20,000 16,000 12000 8000 4000 -

Rates funded depn - 25 years useful life 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000 4,000

Interest on cumulative borrowings 2500 5,000 4800 4,600 4400 4200 4000 3,800 3,600 3,400 3200 3,000 2,80 2600 2400 2200 2000 1,800 1600 1400 1,200 1000 800 600 400 200 -

Total rates funding required 2,500 5,000 8800 8,600 8400 8200 8000 7,800 7,600 7,400 7,200 7,000 6800 6,600 6400 6200 6000 5800 5600 5400 5200 5000 4,800 4,600 4,400 4,200 4,000 167,500
Option 2

(Capitalising interest during construction)

2-year capex project 50,000 50,000

2-year capex project (interest portion) 2,500 5,000

Total 2-year capex project 52,500 55,000

Cumulative borrowings balance 52,500 107,500 103,200 98,900 94,600 90,300 86,000 81,700 77,400 73,100 68,800 64,500 60,200 55,900 51,600 47,300 43,000 38,700 34,400 30,100 25,800 21,500 17,200 12,900 8,600 4,300 -

Rates funded depn - 25 years useful life 4300 4300 4300 4300 4300 4300 4300 4300 4300 4300 4300 4300 4300 4300 4300 4300 4300 4300 4,300 4300 4300 4300 4300 4300 4,300
Interest on cumulative borrowings 2,625 5375 5160 4,945 4730 4515 4300 4,085 3,870 3655 3440 3225 3010 2795 2580 2365 2150 1935 1720 1505 1,290 1075 860 645 430 215 -

Unfunded interest on borrowings (2,500)  (5,000)
Total rates funding required 125 375 9460 9,245 9,030 8815 8600 8385 8170 7,055 7,740 7,525 7,310 7,095 6880 6665 6450 6,235 6020 5805 5590 5375 5160 4945 4,730 4515 4,300 172,500
Cost difference to the ratepayer 2375 4625 (660) _ (645) _ (630)  (615)  (600)  (585) _ (570) (555) (540)  (525)  (510) (495 (480)  (465)  (450) (435) (420) (405) (390) _(375) _(360)  (345) (330) (315) (300) _ (5,000
Key assumptions Summary

While there is a saving to the ratepayer during the first 2 years of $7m
Average useful life of asset 25 ($2.4m in year 1 and $4.6m in year 2), overall there is an increased cost
Interest rate 5% of $5m over a 25 year life when compared to the current accounting
policy
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HEALTH AND SAFETY PERFORMANCE REPORT

Korero taunaki | Summary of considerations

Purpose

1.  This report to Unaunahi Mahirahira | Audit and Risk Committee discusses the Council’s
health and safety performance for the period 1 January 2024 to 31 March 2024.

Strategic alignment with community wellbeing outcomes and priority areas

Aligns with the following strategies and priority areas:
[0 Sustainable, natural eco city
0 People friendly, compact, safe and accessible capital city

O Innovative, inclusive and creative city
O Dynamic and sustainable economy

Strategic alignment O Functioning, resilient and reliable three waters infrastructure

wit'h pfiority O Affordable, resilient and safe place to live

objective areas from O Safe, resilient and reliable core transport infrastructure network
Long-term Plan . . .

2021-2031 O Fit-for-purpose community, creative and cultural spaces

0 Accelerating zero-carbon and waste-free transition
[0 Strong partnerships with mana whenua

Relevant Previous
decisions

Financial considerations

Nil O Budgetary provision in Annual Plan / Long- | O Unbudgeted $X
term Plan
Risk
] Low O Medium O High ‘ U Extreme
Authors Thomas Fowler, Principal Advisor Health & Safety Services
Wendi Henderson, Health, Safety & Security Manager
Authoriser Meredith Blackler, Chief People and Culture Officer

Taunakitanga | Officers’ Recommendations
Officers recommend the following motion:
That the Unaunahi Mahirahira | Audit and Risk Committee:

1. Receive the information.
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Whakarapopoto | Executive Summary

2. The Report provides information that aligns with the Officer due diligence
responsibilities under the Health and Safety at Work Act 2015 (HSWA), specifically
having:

a. Knowledge of work health and safety matters

b. An understanding of the nature of operations and the hazards and associated
risks

Appropriate resources and processes to eliminate or minimise risk
Appropriate resources to receive and consider information

Verification of the provision and use of resources and processes

-~ o o o0

Processes for compliance with duties or obligations under the HSWA.

3. This report comprises qualitative commentary on activities that have occurred in the
last four months, and are presented in three categories:

g. Risks
h. Relationships
i. Resources.

4.  The dashboard reporting (attachment 1) provides quantitative leading and lagging
indicators to measure health and safety performance within Council.

5.  This style of reporting is based on the Business Leader’s Health and Safety Forum:
‘Monitoring what matters in Health and Safety’ — a guide for CEOs. The Council is a
member of the Business Leader’s Forum.

Takenga mai | Background
6.  Not applicable.

Korerorero | Discussion
Risk

Enterprise Critical Risk Review

7.  The Health and Safety team has been leading workshops across the entire
organisation to discuss and understand critical risks, and their associated controls,
present in different business units while also analysing the control efficacy and
identifying opportunites for improvement.

8.  All workshops for the Enterprise Critical Risk Review (ECRR) have now concluded,
producing a significant amount of insight into the current state for how the Council is
managing its critical risks and where there is work to be done to address inefficiencies
in our controls.

9. At a high level, there were 199 workshops completed with a total of 1121 attendees.
This amounted to 791 total people hours (total attendees x time spent in the workshop).
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10.

11.

12.

13.

Through the workshops there were 2190 controls identified with an average control
efficacy of 74%.

In total there have been 546 actions generated by workshop attendees (note, all
actions were generated by the business units, not the safety team) which will address
control inefficiencies identified.

Work is now being done to understand what controls and actions are systemic across
the organisation and as such require enterprise management; and which controls and
associated actions are localised to business units for addressing through their usual
safety improvement plans.

A full analysis and report will be ready and presented in the next quarterly report.

Relationships

Engagement with Health and Safety Representatives

14.

15.

16.

17.

18.

19.

There has been some feedback from Health and Safety Representatives (reps) that
more could be done to better induct new reps into the role and set them up well to
undertake the associated rep duties.

The Health and Safety team is now collecting additional feedback and doing further
research to pull together a suite of useful information and adjust its plan for when new
reps are elected into the role.

This updated pack of information and induction actions will ensure all future
representatives start with the same strong foundation and are equipped to exercise
their rep duties effectively. This work is expected to complete and in place by the end
of next quarter.

It is one of the key actions in the workplace health and safety strategy (for year two) to
enhance our engagement and relationships with reps across the organisation, including
empowering them to take more leadership positions when it comes to safety in the
workplace. Additionally, there is a need to further build the rep community within the
Council. This will form part of the Health and Safety forward programme of work in the
next financial year.

We currently have 108 active reps in the organisation, above the standard 1/19 ratio of
rep to headcount.

Outside of the work planned for induction and community building, there is also work to
being done on checking the current training status of reps and potentially organising
refreshers of that training where some time may have passed. The monitoring
dashboards will be reflected to display that training completion so it can be more easily
monitored from next quarter onward.

Resources

Safety Management System Review

20.

This month the Health and Safety team launched the updated Safety Management
System following a 12-month review and redesign. The updated collection of policies,
procedures, standards, and guidance provides the organisation a single source of truth
for all health and safety related information in an easy to understand and useable
format.
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21. The new system framework has been designed taking into consideration aspects of the

22.

23.

24,

SafePlus and the ISO45001 management system standards — meaning the Council is
aligned with locally and internationally recognised frameworks for safety management
systems.

Part of this updated system includes new review and auditing processes to ensure the
documentation remains relevant and useable as the Council changes — as well as
provide evidence of the system in practice and regular recommendations for its
improvement.

This work is one of the core actions of the Council’s Workplace Health and Safety
Strategy and sets a strong foundation for the organisation to ensure its operations are
being delivered to a safe standard. A required step in increasing the Council’s overall
safety maturity.

Initial feedback from business units has been unanimously positive; with some
business units already querying how they can implement similar management systems
in their practices.

Dashboard Analysis

Lead Indicators

25.

26.

27.

28.

29.

Reporting and assessment delay both remain positively below target for this quarter,
resulting in reports being processed largely within overall expected timeframes.

There has been a reduction in the overall number of Good Sorts nhominated this
quarter. Some thought is being put into how to collect and analyse this data differently,
to better understand both where nominations are coming from, and where they are
going to. Regardless, there will be a push from the health and safety team to continue
promoting recognition of positive safety behaviour.

The organisation is on target for health and safety representation across the whole
organisation, however there are some gaps in individual group and business unit
representation that are being addressed by the business partner team. There are no
systematic concerns with health and safety representation across the Council.

The full suite of induction courses (outside of just safety) was updated this quarter, with
a new expectation that these courses would be recompleted after a period of time. This
reset of completion status is reflected in the lower than usual safety induction
completion numbers in this dashboard. We expect this will rise to normal levels in the
next quarter.

Given there were no Critical Risk Safety Observations scheduled for January, and most
of February, it is not surprising to see the numbers come in under target for this
quarter. Looking across the financial year attendance looks to be on target, and with
the remaining months in the financial year overall attendance should be on or above
target. There are no concerning gaps in attendance for the overall safety observation
schedule for the remaining calendar year.
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30.

31.

32.

There continues to be a healthy distribution of action types this quarter. With most
actions relating to identified improvements as opposed to safety issues requiring
correction. In the coming months more analysis will be made possible of action
information as we transition MySafety data into the Council’s data warehouse
(expected to happen in the next three months).

Preventable events have continued to reduce over time, a positive result of increased
awareness and understanding of safety in the workplace across the Council. Deeper
insight on safety maturity will be gathered following the safety culture review happening
in April and May.

As with safety observations, minimal training is organised in January leading to lower
overall numbers than the previous quarter. There has also been a reduction in health
and safety representative training, this is expected given the significant amount of rep
training that was delivered last year to ensure our current cohort are appropriately
trained. We expect to be able to present rep training status information in more detail
for future reports (rep distribution across the organisation and current training status
compared with ratio requirements).

Lag Indicators

33.

34.

35.

36.

Overall volume of incident reporting is slightly up when compared to last quarter, not
surprising given the increased summer use of facilities (where most of our health and
safety reports are generated).

As has been said in previous reports, overall staff injury numbers across different
categories have either held steady or reduced. Notably the number of accepted ACC
claims has reduced by over 50% this quarter compared to last — indicating a reduction
in more serious harm events.

It's worth noting that there has been one ACC injury from over 12 months ago where
the individual remains off work. While the injury itself was an accident not caused by
any hazards under the control of the Council, the recovery needed has been
significant. For context, the injury was a ruptured patella caused by playing basketball
as part of team building. This injury has required two surgeries.

There are no notable changes in the types of staff injuries, or the required level of
treatment. On further investigation, the injuries requiring specialist treatment all related
to basic physiotherapy. Physiotherapy as a treatment type category will be added to
the system as it better describes what has been previously reported as “specialist
treatment” — accounting for over 90% of those reports.

Critical Risks

37.

Overall volume of reports related to the Council’s critical risks were down on all
categories this quarter. Anecdotal feedback from staff is there is a better understanding
of the critical risks, the associated controls, and what can be done to prevent health
and safety events because of the Critical Risk Review workshops that have been
undertaken across the organisation.

Personal confrontation

38.

It is worth noting that events related to personal confrontation reported in 2023 were
higher than any other calendar year in the Council’s records. This is the sum of a trend
that begun at the beginning of the pandemic that has not relented.
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39. The trend of increased aggravated customer behaviour has been witnessed by all
sectors globally. As a result, the Health and Safety team (along with Human
Resources) is investigating what additional supports can be put in place to protect the
wellbeing of staff who are being continuously exposed to this kind of behaviour.

40. Work is also underway with the communications team to build a campaign around
raising awareness of customer behaviour and the impacts that good and bad behaviour
can have on the people experiencing it. More details of this campaign will be shared as
they developed.

41. It can also see through the reports, and confirmed by conversations within the business
units that the severity of the personal confrontation experienced by staff is increasing.
With more serious behaviour being experienced more frequently. This further
emphasises the need to investigate additional supports for staff.

Nga mahinga e whai ake nei | Next actions
42. None

Attachments
Attachment 1.  Enterprise Health and Safety Performance Dashboards Page 41
Quarter 3FY 23/24 §
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Wellington City Council | Lead Indicators

Avg Reporting Delay Avg Assessment Delay Good Sorts Nominated

This Quarter This Quarter This Quarter

1.85 5.69 26

+8.08% | +0.15
Variance from Target (2)

+23.03% | +1.31

Variance from Target (7)

-13.33% | -4
Variance from Target (30)

Action Type by Month (this quarter)

Quarter 3 NV FY23/24 v

Health and Safety Reps Induction Completion Critical Risk Observations

Current Active Current Completion This Quarter
108 40.02% ELT | Cr
+4.00% | +4 -49.98% ELT -4 | Cr -8

Variance from Target (1/19) Variance from Target (90%) Variance from Target (4 and 8)

Preventable Events

@ Corrective Action @ General Action @ Improvement Action 30
20
s
10
0
0 20 40 60 80 100 May 2023 Jul 2023 Sep 2023 Nov 2023 Jan 2024 Mar 2024
Courses Completed This Quarter (excl induction and MySafety) Course Completion Over Time (excl induction and MySafety)
WCC - First Aid Level One
100
Mental Health First Aid
Personal Confrontation De-escalation
Health & Safety for Contract Managers Training 50
Managing Injuries _ 6
Health and Safety Rep Training STAGE 2 l 1
0
0 10 20 Apr 2022  Jul 2022 Oct 2022  Jan 2023  Apr2023  Jul 2023 Oct 2023  Jan 2024
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Wellington City Council | Lag Indicators Quarter 3 .
Total Incidents Preventable Incidents Preventable Staff Injuries * Non First Aid Staff Injuries are those that required hospital, medical or other specialist treatment.
This Quarter This Quarter This Quarter Event Trend
81 8 1 6 1 @ Incidents © Near Misses
+12.98% | +94 -30.43% | -7 +0.00% | +0 400
vs Last Quarter vs Last Quarter vs Last Quarter
300
Total Staff Injuries Non First Aid Staff Injuries* Accepted ACC Claims
This Quarter This Quarter This Quarter 200
100
+0.00% | +0 22.22% | -4 -57.14% | -8
vs Last Quarter vs. Last Quarter vs Last Quarter
0
Apr 2022 Jul 2022 Oct 2022 Jan 2023 Apr 2023 Jul 2023 Oct 2023 Jan 2024
Staff Injury Types (this quarter) Staff Injury Treatment Types (this quarter)

Average Reporting and Assessment Delays

General pain/discomfort
® Avg Reporting Delay @ Avg Assessment Delay

I_\
w

Sprain/strain 12 No treatment
Laceration/cut - 7
Bruising or crushing . 3 First Aid only
Burns . 3
100
Other . 3
_ Doctors visit
Scratch/abrasion . 3 0
Other fracture . 2 o a
Foreign body I 1 Specialist treatment 50
Head injury I 1
Nerves or spinal cord I 1 Hospital (not admitted) | 1
Superficial injury I 1 Targets (7 & 2)
0
0 10 0 10 20 Nov 2022 Jan 2023 Mar 2023 May 2023 Jul 2023  Sep 2023 Nov 2023 Jan 2024 Mar 2024
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ASSURANCE AND BUSINESS INTEGRITY WORKPLAN
2024-25

Korero taunaki | Summary of considerations

Purpose
1. This report provides Unaunahi Mahirahira | Audit and Risk Committee with:
) The proposed Assurance & Business Integrity Workplan 2024-25

o An update on the 2023-24 workplan
o An update on progress to resolve open audit recommendations

Strategic alignment with community wellbeing outcomes and priority areas

Aligns with the following strategies and priority areas:

O Sustainable, natural eco city

O People friendly, compact, safe and accessible capital city
I Innovative, inclusive and creative city

0 Dynamic and sustainable economy

Strategic alignment [ Functioning, resilient and reliable three waters infrastructure

with priority O Affordable, resilient and safe place to live
Egjnec_tt'gremagﬁ:‘:’] from [ Safe, resilient and reliable core transport infrastructure network
20219_2031 O Fit-for-purpose community, creative and cultural spaces

O Accelerating zero-carbon and waste-free transition
O Strong partnerships with mana whenua

Relevant Previous Outline relevant previous decisions that pertain to the decision being
decisions considered in this paper.
Significance The decision is rated low significance in accordance with schedule

1 of the Council’s Significance and Engagement Policy.

Financial considerations

‘ I Nil ‘ [0 Budgetary provision in Annual Plan / . Unbudgeted $X
Long-term Plan
2. There is a potential cost associated with obtaining an External Quality Assessment
(EQA) of the Internal Audit function. It is our intention to seek partnerships with other
local government audit functions to minimise cost impact

Risk

‘ l Low O Medium O High O Extreme
3. This paper supports effective governance of assurance activities around Council’s
strategic risks. New risks or risks that are outside of appetite will be reported as part of
each assignment.

Author Jon Daley, TL Assurance and Business Integrity

Authoriser Stephen McArthur, Chief Strategy & Governance Officer
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Taunakitanga | Officers’ Recommendations

Officers recommend the following motion:

That the Unaunahi Mahirahira | Audit and Risk Committee:

1. Receive the information on the progress of the 2023-24 Workplan.

2. Receive the information on elected members gifts and hospitality returns.

3. Receive the information on the progress towards closure of recommendations.
4

Approve the Assurance and Business Integrity Workplan for 2024-25 and the Internal
Audit Charter.

5. Agree that Assurance and Business Integrity work towards adoption of the Global
Internal Audit Standards.

Whakarapopoto | Executive Summary

4, In accordance with the Committee’s terms of reference, the Assurance and Business
Integrity Workplan 2024-25 is provided for approval. Our assurance work is intended to
provide assurance that expected internal controls continue to be fit for purpose and will
operate effectively and efficiently.

5. Delivery of the 2023-24 workplan plan is on track.

6. Management actions to resolve recommendations have been agreed and are in
progress.

7. 93% of elected members have made a completed gifts and hospitality return.

Takenga mai | Background

9.  The Assurance & Business Integrity Team’s purpose is to enable Council to deliver
results and outcomes in a way that meets the public’s expectations of accountability
and our responsibilities as a public sector organisation.

10. To facilitate our purpose, each year the Assurance & Business Integrity Team develops
a risk-based workplan of assurance activities across its core services. The Assurance
& Business Integrity Team provides three core services:

o Internal audit: an objective examination of evidence so that we can provide a
view of the effectiveness of governance, risk management, and control
processes.

o Assurance advisory: activities that improve the organisation’s internal control
environment. Our advisory activities focus on assuring that actions to manage
risks are effective. Activities include advice, facilitation, and training & awareness
programmes.

o Business integrity: services that enables our goal to build a strong culture of
integrity. Our integrity activities relate to protected disclosure and investigation
processes, gifts declaration processes, fraud risk awareness, and ongoing
monitoring of sensitive expenditure.

11. The Assurance and Business Integrity Team reports on the status of elected member
declarations of gifts and hospitality periodically.
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Korerorero | Discussion

Update on the 2023-24 Workplan

12. The status of the current year's Assurance Workplan is outlined in Attachment One.
The plan is on track, with the remaining two audits soon to be started.

13. The following reports have been issued since the last report to the Committee:

Credit Control The objective of this review was to evaluate the

Operations implementation of Credit Control Operation Processes,
including accounts receivable, banking and receipting, credit
control and debt recovery.

The overall audit opinion was ‘Improvements Required’.
Controls need to be improved in order to be effective in
managing key risks Management has agreed the following
actions to improve internal controls:

e Updating credit control processes and improving
access to debtor data

e Updating the Invoice & Debt Management Policy

¢ Communicate best practice to business units

Encroachments The objective of this review was to assess consistency in
processing applications for and terminations of
encroachments. It also analysed revenue options.

The overall audit opinion was ‘Good’. The controls are
effective and key risks are managed. We found that
encroachment fees charged by WCC are reasonable and are
comparable to fees other councils charge.Management has
agreed to three recommendations to improve efficiency of
internal controls:

. Updating the Road Encroachment & Sale Policy
. Utilising Sharepoint for file storage

o Monitoring processing times.

Haining Street The objective for this review was to validate that management
Recommendations | actions have been complete and are effective, and that
Follow-Up recommendations have been actioned across the wider Te

Kainga programme.

The overall opinion was Good. The controls are effective and
key risks are managed. A copy of the report is included as
Attachment three.

14. A further four reports (Grants Monitoring, Resource Consenting, Trespass and Bans,
and Parks, Sports and Recreation Budgeting and Reporting) are drafted and are with
management for review.
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Progress of Management Actions

15. Assurance & Business Integrity monitors and reports on management’s progress to
address assurance recommendations from completed internal audit reviews, as well as
from other independent sources of assurance, including external audit.

16. There are 15 high and medium risk actions open, of a total of 20. The following chart
the number of open high and medium risk findings currently in progress. The left-hand
column indicates date of publication of the report:

E‘ Q WCC Privacy Breach [N

&R Speed Management BCR NN
g Q Significant service contracts

2% Encroachments

9 N

é Q  Customer Enquiries, Complaints, and Escalation | EENEGEGE—
<::L I Credit Control Operations | INNINININININININDE

o
=
N
w
N

W High Medium

17. Detailed status of high and medium management actions is listed in Attachment Two.
This includes actions from two reports that the Committee requested detailed follow-up
at previous meetings, Haining Street and The CAS Privacy Breach.

Recommendations arising from external sources of assurance were reported to the
Committee at its February 2024 meeting. A further update will be made at the August
2024 meeting.

Elected Members’ Gift Declarations

18. Elected members are reminded quarterly about their obligation to disclose gifts or
hospitality that has been offered to them in their capacity as an elected member, in line
with the Elected Member Guidance for Receiving Gifts and Hospitality.

19. The following table shows the quarterly completion rate for elected members gifts and
hospitality disclosures:

. Return with no . .
0,
Period % Completion disclosures Return with Pending
rate . disclosures response
(Nil return)
30 September to 31 December
2023 93% 7 8 1

Assurance and Business Integrity Workplan 2024-25

20. The Terms of Reference of the Committee require it to review and approve the internal
audit coverage and annual workplan, ensuring these plans are aligned with the
Council’s risk profile.
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21.

22.

23.

24,

25.

Assurance and Business Integrity have completed a Council-wide risk assessment,
and have consulted with business unit and senior managers to form a view on the
principle risk areas across Council. This was presented to the Committee at a
workshop on 17 April 2024.

The proposed Workplan is attached as Attachment Four. This outlines our work in
Internal Audit, Assurance/Advisory and Integrity. This workplan ties to the programme
to improve internal controls from Core to Good that was communicated to the
Committee at the February 2023 meeting.

The Long list that was used for planning purposes is supplied as Attachment Five. This
indicates what themes were arising from our planning discussions, and where
applicable reasons that these were not considered in the plan. Where no colour coding
has been applied, the topic is one that we will consider for future years.

The Internal Audit Charter outlines the authority and purpose of Internal Audit. There
are no substantive changes since the Committee last approved this document in 2021.
The proposed Charter is supplied as Attachment Six.

The committee is requested to agree the proposed workplan

Adoption of Global Internal Audit Standards

26.

27.

28.

29.

The Institute of Internal Auditors provides technical standards and guidance for the
practice of internal audit. The Institute published the Global Internal Audit Standards in
January 2024, which will become mandatory from January 2025. Early adoption of the
standards has been encouraged by the Institute.

With the focus on improving Council’s control framework, we consider it appropriate
that we take steps to improve the function and conform with the Global Internal Audit
Standards. Benefits of adopting the Standards are:

e Enhancing the credibility of the function through accreditation to an
internationally recognised external standard

¢ An opportunity to lead the improvement of the Council’s internal control
framework by example

e  Assist with future recruitment
e Enhances our framework for management of the function and delivery of audits.

A gap analysis has indicated that current processes conform or partially conform to
88% of the Global Standards. The main area that prevents full conformance is that
Council has not completed an External Quality Assessment of the function in the last
five years. For full conformance, the relationship between our function delivering
Internal Audit while also being responsible for the Integrity programme would need to
be carefully managed.

There is a cost (approx $25k) associated with the five yearly External Quality
Assessment. This could be mitigated through partnering arrangements with other
Councils.
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Whai whakaaro ki nga whakataunga | Considerations for decision-making

Alignment with Council’s strategies and policies

30. This paper is about the Council’s internal control systems that enable the Council to
effectively deliver its business objectives.

Engagement and Consultation

31. This paper is rated as low significance. There are no requirements for consultation
arising from this paper.

Maori Impact Statement

32. The proposed audit plan has been discussed with officers from Maataho Aranui to
determine areas where assurance of Tapiki Ora deliverables and/or processes can be
included within the individual audit scopes.

Financial implications

33. There are no cost implications for the current financial year. There is a requirement to
complete an External Quality Assessment of the audit function every five years to align
with the Global Internal Audit Standards. Any costs associated would be prioritised
from existing budgets. We would seek to mitigate this through partnering
arrangements with other local authorities.

Legal considerations

34. There are no legal considerations associated with this paper.

Risks and mitigations

35. The Audit plan has been developed from a risk basis, starting with the strategic risks
previously approved by the Committee. The effectiveness of risk mitigation measures
identified during each audit will be assessed and reported back to the committee, along
with the management actions for improvement (if required).

Disability and accessibility impact

36. There are no disability or accessibility impacts arising from this paper.

Climate Change impact and considerations

37. There are no climate change implications associated with this paper.

Communications Plan

38. There are no communications requirements associated with this paper.

Health and Safety Impact considered

39. There are no health and safety impacts associated with this paper.

Nga mahinga e whai ake nei | Next actions
40. Officers will begin planning for delivery of the 2024-25 workplan.
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41. Officers will continue to follow-up on open recommendations and report back in August
2024.

42. Subject to the Committee’s agreement, officers will review and revise processes to
align with the Global Internal Audit Standards.

Attachments

Attachment 1.  Status of Workplan 2023-24 § Page 52
Attachment 2.  Status of Open Assurance Recommendations Page 53
Attachment 3.  Final Internal Audit Report - Haining Street Follow-Up § Page 57
Attachment 4.  Assurance and Business Integrity Workplan 2024-25 § Page 63
Attachment 5.  Audit Planning 'Long List' Page 69
Attachment 6.  Internal Audit Charter 4 Page 70

Iltem 2.4 Page 51


KMAA_20240508_AGN_3929_AT_CLOSED_ExternalAttachments/KMAA_20240508_AGN_3929_AT_CLOSED_Attachment_19902_1.PDF
KMAA_20240508_AGN_3929_AT_CLOSED_ExternalAttachments/KMAA_20240508_AGN_3929_AT_CLOSED_Attachment_19902_2.PDF
KMAA_20240508_AGN_3929_AT_CLOSED_ExternalAttachments/KMAA_20240508_AGN_3929_AT_CLOSED_Attachment_19902_3.PDF
KMAA_20240508_AGN_3929_AT_CLOSED_ExternalAttachments/KMAA_20240508_AGN_3929_AT_CLOSED_Attachment_19902_4.PDF
KMAA_20240508_AGN_3929_AT_CLOSED_ExternalAttachments/KMAA_20240508_AGN_3929_AT_CLOSED_Attachment_19902_5.PDF
KMAA_20240508_AGN_3929_AT_CLOSED_ExternalAttachments/KMAA_20240508_AGN_3929_AT_CLOSED_Attachment_19902_6.PDF


























































STRATEGIC RISKS AND FIT FOR PURPOSE REVIEW OF
RISK MANAGEMENT FRAMEWORK

Korero taunaki | Summary of considerations

Purpose

1.  This report summarises the discussion and next steps arising from the 17 April
Governance of risk workshop. The report also notes that strategic risk discussions
have taken place as part of Long-term Plan deliberations.

Strategic alignment with community wellbeing outcomes and priority areas

Strategic alignment
with priority
objective areas from
Long-term Plan
2021-2031

Relevant Previous
decisions

Aligns with the following strategies and priority areas:

O Sustainable, natural eco city

0 People friendly, compact, safe and accessible capital city
I Innovative, inclusive and creative city

0 Dynamic and sustainable economy

Functioning, resilient and reliable three waters infrastructure
Affordable, resilient and safe place to live

Safe, resilient and reliable core transport infrastructure network
Fit-for-purpose community, creative and cultural spaces
Accelerating zero-carbon and waste-free transition

Strong partnerships with mana whenua

The Committee approved Council’s risk framework in 2021. At the
meeting in February, 2024 the Committee discussed the need to
review the framework to ensure that it remains fit for purpose and the
risks align with the Long Term Plan 2024-2034.

Risk appetite statements were agreed by this Committee in August
2023.

Financial considerations

Nil O Budgetary provision in Annual Plan / Long- | OO0 Unbudgeted $X
term Plan
Risk
‘ Low O Medium ‘ O High ‘ O Extreme

2. Ensuring there is an effective system of risk management is central to the governance
role of Council and Unaunahi Mahirahira | Audit & Risk Committtee.

Author Richard Leverington, Manager Risk and Assurance
Authoriser Stephen McArthur, Chief Strategy & Governance Officer
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Taunakitanga | Officers’ Recommendations

Officers recommend the following motion:
That the Unaunahi Mahirahira | Audit and Risk Committee:

1.
2.

Receive the information.

Note that a further risk workshop will be held in August 2024 after the adoption of the
LTP. The purpose will be to agree a set of key risks to align with the Long-term Plan
2024-2034 and reflect any changes to Council’s risk management framework.

Whakarapopoto | Executive Summary

3.

This paper proposes changes to Council’s risk management framework. This includes
simplifying the approach, updating the documentation for strategic risks, applying
different terminology, and developing new content that aligns with the LTP 2024-34.

The Unaunahi Mahirahira | Audit and Risk Committee is responsible for monitoring the
risk management framework including Council’s strategic risks”. Strategic risks are
reported and discussed at other Council Committees.

Takenga mai | Background

5.

Council’s risk management framework has operated in its current form since 2021.

The framework includes regular reporting on an agreed set of strategic and emerging
risks, risk appetite statements, individual business unit risk registers, guidance and
templates for officers to record and manage operaitonal risk, supported by a network of
risk champions. Risk maturity, measured against an agreed government framework,
has improved over this time.

A risk management workshop for Councillors was held on 17 April 2024 to share
perspectives and explore different approaches with respect to risk management, and
the need for governance and executive commitment. A copy of the workshop slides is
at Attachment 1.

The workshop demonstrated an alternative way to present risk information. This
includes new terminology such as “uncertainty” in place of “risk”, reviewing the
definition of inherent risk, as well as a simplified visual representation as to how
“uncertainties” link to Council’s outcomes and vision.

At the workshop a request was made for more regular visibility of the full set of
Council’s strategic risks. The dashboard of strategic risks was last reported to this
Committee in August 2023, however addressing strategic risks has been a key feature
of the Long Term Plan develoment over the last 18 months.

Korerorero | Discussion

9.

10.

A key outcome of any change to Council’s risk management framework is to make it
more accessible to elected members and the organisation. This will enable balanced
conversations with officers, leading to better informed decisions.

It would be premature to populate new strategic risk profiles now, given that Council’s
strategic priorities will not be set until the Long-term Plan is approved in June 2024.
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11.

12.

13.

14.

15.

A second risk workshop will be held in August 2024. This will build on the increasingly
mature approach to risk management across Council and will review alignment with
best practice. This will include reviewing our current definition of inherent risk, and the
use of maximum credible scenarios (as opposed to most likely scenario) for assessing
risk.

The Strategic Risk dashboard at Attachment 2 includes the Tapiki Ora and Takai Here
strategic risk. This is now reported as a stand-alone risk, separated out from the
Inadequate Partnership Practice risk. Consequently, the inherent risk rating for
Partnership Practice has reduced from High to Medium.

With Council’s adoption of the District Plan, as well as an agreed and audited LTP
consultation document, this has provided more certainty for planners. As such the
inherent risk rating of the Strategic Planning risk has reduced from Extreme to High

The role of the Unaunahi Mahirahira | Audit and Risk Committee is to “monitor the
implementation of the risk management programme of work, the risk management
framework including Council’s strategic risks”. Strategic risks are reported to other
Council Committees.

In November 2023, the Long-term Plan Finance and Performance Committee reviewed
level of service recommendations along with an assessment of the impacts and risks in
relation to each activity group of Council. The Long-term Plan consultation document
sets out the finance and infrastructure challenges and risks facing the Council and the
options for responding to them.

Nga mahinga e whai ake nei | Next actions

16.

17.

18.

Subject to Council’s approval of the Long-term plan 2024-34, the officers will identify
which of the current strategic risks are also relevant to the next LTP. They will then
map across those risks in to the revised templates that were presented to the April
workshop to test their applicability.

In August 2024, a second workshop will be convened to present the new set of
strategic risks and to consider any gaps. The workshop will also propose any changes
to Council’s risk appetite statements for consideration.

Subect to approval of the changes to the Risk Mangement Framework, the Risk team
will report back to the Unaunahi Mahirahira | Audit and Risk Committee on any
significant changes to the set of strategic risks, as well as monitor for any emerging
risks following the August workshop.

Attachments
Attachment 1.  Risk management workshop slides April 2024 § Page 74
Attachment 2. Strategic Risks summary dashboard & Page 93
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2023/24 ANNUAL REPORT PLAN AND PRO FORMA
FINANCIAL STATEMENTS

Korero taunaki | Summary of considerations

Purpose

1.  This report to Unaunahi Mahirahira | Audit and Risk Committee asks that the
committee agree to the broad approach to the Council’'s 2023/24 Annual Report and
Summary Annual Report structure.

2.  The committee is also asked to review the proforma financial statements for the year-
ending 30 June 2024 and provide feedback on the proposed format and disclosures.

Strategic alignment with community wellbeing outcomes and priority areas

Aligns with the following strategies and priority areas:
Sustainable, natural eco city

People friendly, compact, safe and accessible capital city
Innovative, inclusive and creative city

Dynamic and sustainable economy

Strategic alignment Functioning, resilient and reliable three waters infrastructure

with priority Affordable, resilient and safe place to live
ngc-ttlgr?ma:?elzi from Safe, resilient and reliable core transport infrastructure network
202%_2031 Fit-for-purpose community, creative and cultural spaces

Accelerating zero-carbon and waste-free transition
Strong partnerships with mana whenua

Relevant Previous
decisions

Financial considerations

Nil O Budgetary provision in Annual Plan / Long- | O Unbudgeted $X

term Plan

3. There are no budgetary considerations arising from this paper
Risk
\ Low \ O Medium ‘ I High 0 Extreme

4.  The key risks resulting from this paper are the ability to meet statutory deadlines and
adhere with legislation and accounting principles. This paper outlines the key
approaches we are using to mitigate these risks.

Authors Elizabeth Steel, Chief Advisor Strategy and Governance
Karina Young, Financial Controller

Authoriser Stephen McArthur, Chief Strategy & Governance Officer
Andrea Reeves, Chief Financial Officer
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Taunakitanga | Officers’ Recommendations

Officers recommend the following motion:
That the Unaunahi Mahirahira | Audit and Risk Committee:

1.

2
3.
4

5.

Receive the information.
Note the Annual Report timetable and sign off process for the 2023/24 Annual report.
Note the Draft Audit Plan for the year ending 30 June 2024.

Note the approach and overarching structure for the 2023/24 Annual Report (and
Summary Annual Report) is similar to the 2022/23 Annual Report, including:

a. The key themes and final performance story for actual full year results; and
b.  The key messages for the summary story for the year.

Provide feedback on the proforma 2023/24 financial statements.

Whakarapopoto | Executive Summary

6.

10.

The aim is to efficiently deliver a concise, readable, and compliant Annual Report that
serves as the Council’'s accountability document aligned with our annual plan and
strategic framework of the 2021-31 Long Term Plan.

The overall goal of the Annual Report is to make it easy for the audience to understand
how the Council has performed for the year in non-technical terms. The Summary
Report will give an overview of the year and also contain summarised financial
information. As with the full Annual Report, the Summary also includes the
Independent Auditor’s report.

The Annual Report will be published across two volumes with a common look and feel
i.e., Volume 1 overview and performance in our strategic activity areas, and Volume 2
statutory financial statements.

The proforma financial statements are a template for the financial statements for the
year-ended 30 June 2024. They have been drafted by the Council’s Financial
Accounting team.

Progress is on track from both the delivery and audit arrangements of the 2023/24
Annual report to be adopted on 31 October 2024. The Audit report from Audit New
Zealand (Audit NZ) will be received and finalised no later than 21 October 2024.

Takenga mai | Background

11.

12.

13.

Section 98 of the Local Government Act (LGA) 2002 requires the Council to prepare
and adopt an Annual Report containing specified disclosures within four months after
the end of the financial year. Section 111 of the LGA 2002 requires Council to comply
with generally accepted accounting practice (GAAP) in preparing the Annual Report.

Council officers propose to prepare the 2023/24 Annual Report for adoption at the
Council meeting on 31 October 2024. In order to achieve this timeframe, the draft
volume one proformas and an update on the progress of the financial statements will
be considered by the Audit and Risk Committee in August 2024. This will be followed
by two workshops with the Committee.

The first workshop focuses on the Council’s service performance and summary
sections (“summary of our year” and “our performance in detail”’) of the Annual Report.
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14.

15.

16.

The second workshop will focus on the financial statements, underlying assumptions
and judgements made.

The Unaunahi Mahirahira | Audit and Risk Committee will meet again on 22 October
2024 to consider the final audited Annual Report.

At the Long Term Plan Finance and Performance Committee (LTPFPC) meeting in
October, officers will recommend the Committee approves the report to be received by
Council for adoption of the Annual Plan on 31 of October 2024.

Korerorero | Discussion
Annual Report sign off process

17.

18.

19.

20.

21.

22.

The audit timeline has been worked on by officers alongside Audit NZ to deliver an
audited annual report with a published audit opinion by 21 October. This is outlined in
attachment one.

The Audit plan timings agreed with Audit NZ recognises that Wellington City Council is
one of Audit NZ’s priority Councils.

There are a number of key milestone dates for this committee as part of the sign off
process. Below is an outline of what the committee can expect at each of these points.

e August 14 Audit and Risk Committee. The committee will be presented with
proforma Volume 1, highlighting structure, key themes and messages along
with outline of how our approach to moving the presentation of the funding
impact statement to Volume 1 will be shown.

o September workshops (dates thc). The intention of these workshops is to
receive feedback from the committee on both volumes of the report.

o 22 October Audit and Risk Committee. The committee can expect to receive the
final audited Annual Report along with an Audit report (written opinion provided
on 21 October).

Following the October Audit and Risk Committee the report will be consiered by the
LTPFPC on 29 October where the Annual Report will need to be recommended to
Council to adopt on 31 October.

The Annual Report and Summary Annual Report will be made publically available
within one month of the adoption of the Annual Report.

Achieving the deadlines requires a strong working relationship with Audit NZ. We have
been proactively working with Audit NZ to meet the deadlines. The actions agreed
include;

early release of the Audit NZ dashboard so both Council and Audit NZ are aware of
the requirements early. The agreement is for this to occur in early July if not before.
Audit NZ have noted that they have increased resourcing to accommaodate this

Audit NZ have requested that they move as much work as possible to the interim
audit, scheduled in May, relieving pressure at the final audit

In agreement with Audit NZ, the timetable for non-finanical audit has been brought
forward to enable the financial statement audit to occur later in the process when the
data has been finalised. Both the Financial Accounting and Reporting teams have
confirmed this is more beneficial from a resourcing and infomation availability
perspective.
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Annual Report and Summary structure and approach

23. The Annual Report will comprise of five sections (plus appendices): Our City, Summary
of our year, Our performance in detail, Governance and management and Financial
Statements.

24. The Summary Annual Report comprises of an introduction, an overview, highlights of
the year of our financial and non-financial performance, an overview of the financial
result (with reference to the Financial Statements in the full Annual Report), and
independent auditors report.

25. The visual and layout elements of both the full Annual Report and the Summary will
support a concise overall performance story and a structure that is intuitive and easily
navigated by a variety of audiences. We will continue to use Te reo headings and
translations of the Mayor and Chief Executive’s Statements.

26. An Annual Report must include an audited funding impact statements. One statement
is prepared for the whole of the Council’s activities and individual statements are
prepared for each strategic activity. In previous years these were presented in volume
two alongside the financial statements.

27. Officers are giving an early indication that we are proposing a change to volume one in
that the funding impact statement will be presented in place of the current cost of
service statements within each strategic activity section. We will provide more detail at
the August audit and risk committee meeting as part of the volume one proforma
update.

28. For this financial year, there are currently no plans to include any new climate related
disclosures in the Annual Report. However the Council will continue to consider the
impacts of climate-related risks on the financial statements. Climate-related risks can
affect the assumptions and estimates (eg useful lives of assets) that underpins
accounting treatment and financial statement disclosures.

29. After considering Committee feedback on previous years report’s officers have moved
to a more project managed and co-ordinated approach to deliver the 2023/24 Annual
Report. This is also in recognition of the high workload on the teams currently working
to deliver the Long-term Plan.

30. This apporach will help the development of the performance story both for the overall
Council results and within each strategic activity area to be told with consistency and in
a wholesome manner between levels of service and financial results.

31. Officers are working to proactivly complete administrative contents of the report early
such as ELT and Elected Member profiles and other such content in order to ensure
resources are available at the conclusion of the process to focus on the provision of
audited material.

Overview of the proforma financial statements

32. The proforma financial statements (attachment 2) are a template for the financial
statements for the year-ended 30 June 2024. They have been drafted by the Council’s
Financial Accounting team.

33. The proforma financial statements have been prepared where possible using plain
English explanations. However, given the complexity of Council operations and the
requirements of accounting standards, they will include some technical explanations
that only experienced readers of financial statements will easily understand.
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34.

35.

36.

37.

38.

39.

The proforma financial statements follow the same format and principles of the
previous year's Annual Report. The proforma’s have been thoroughly reviewed by the
Financial Accounting and Treasury teams and updates with editorial changes made
with simplicity and transparency in mind. We have removed duplicat accounting policy
disclosures by referencing to the related Note.

Amounts refered to in the written commentry will now be presented to one decimal
place (e.g. $125.4m). Previously this was recorded to three decimal places (e.g.
$125.436m). This change is intended to enhance readabilty and the presentation is
consistent with other comparative Councils. There is no change proposed for the
tables, these will contine to be reported in the thousands ($000’s).

The sections highlighted in yellow are disclosures relating to the previous financial
year. These sections are yet to be updated but have been kept in the proformas as a
placeholder to provide the Committee with an indication of the type of information that
will be disclosed.

There are no new accounting standards identified that are required to be adopted, or
elected to be early adopted, for this finanical reporting period that have a material
impact on the Council’s financial statements.

The proforma financial statements have been prepared on the basis that there are no
changes to accounting policies from the prior period. Please note there is a separate
paper prepared for the Unaunahi Mahirahira | Audit and Risk Committee regarding a
proposed change in accounting policy on accounting for interest costs incurred on
borrowings during the asset construction and capital projects works in progress.

The proforma financial statements have not been reviewed by Audit NZ. This will be
completed as part of the final audit process. Their feedback will be incorporated into
the draft financial statements and any material changes will be explained at the Annual
Report workshop to be scheduled in September 2024.

Revaluation progress update

40.

41.

42.

43.

44,

The financial statements for the year ended 30 June 2024 will include a full revaluation
for the investment properties portfolio and water infrastructure assets (drainage, water
and waste). We anticipate all final revaluation reports will be issued in late June 2024.

CBRE are undertaking the revaluation on the Council’s investment properties. The first
draft of the investment properties (ground leases and waterfront properties) revaluation
is expected to be received in May 2024 for the Financial Accounting team’s detailed
review.

WSP are undertaking the revaluation on the Council’s water infrastructure assets. The
water infrastructure assets were last revalued as at 30 June 2022 by WSP.
Infrastructure assets are revalued every three years, unless there is an indication of a
material movement in fair value which would require the need for an out-of-cycle
revaluation. Our interim assessment indicated a material movement in fair value and
therefore the need to undertake a full revaluation in year two of the three-year cycle.
The first draft of the water infrastructure assets revaluation is expected to be received
at the end of May 2024 for the Financial Accounting team’s detailed review.

Roading infrastructure assets were last revalued as at 30 June 2022 by WSP.
Council’s interim fair value assessment indicated that the predicted change in fair value
is not material to require a full revaluation. Consistent with the prior year, WSP have
been engaged to provide an external fair value assessment as at 30 June 2024 to
provide comfort that there has not been a material change in fair value.

If WSP’s fair value assessment does indicate a material change in fair value, then we
would use WSP’s desktop exercise valuation to record an interim uplift in fair value.
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45. Operational land and buildings were last revalued as at 30 June 2023 by CBRE.
Council’s internally prepared interim fair value assessment has indicated there has
been no material change in fair value. Council will engage CBRE to review our final
internal assessment to provide comfort over our findings and recommendation that a
revaluation is not required.

Nga mahinga e whai ake nei | Next actions
o Council officers will continue to work closely with Audit NZ over the coming months
particuarly in the delivery of the interim audit.

o At the next Audit and Risk Committee in August, officers will present the volume one
proformas and provide an update on progress on the Annual Report, including financial
statements, process and any emerging issues.

o The Council’s Financial Accounting team will incorporate any feedback on the
proformas into the draft financial statements.

Attachments
Attachment 1.  Draft Audit plan 2024 § Page 101
Attachment 2.  Proforma 2023/24 Annual Report § Page 128
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ACTIONS TRACKING AND FORWARD PROGRAMME

Korero taunaki | Summary of considerations

Purpose

1. This report provides an update on past actions agreed by the Unaunahi Mahirahira |
Audit and Risk Committee (the Committee), or its equivalent, at its previous meetings

(hui).

2. Additionally, this report provides a list of items that are scheduled to be considered at
upcoming hui of the Committee.

Financial considerations

Nil O Budgetary provision in Annual Plan / Long- | O Unbudgeted $X
Risk
’ O Medium O High ‘ O Extreme
Author Marcella Freeman, Democracy Advisor
Authoriser Sean Johnson, Democracy Team Leader
Stephen McArthur, Chief Strategy & Governance Officer
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Taunakitanga | Officers’ Recommendations
Officers recommend the following motion:

That the Unaunahi Mahirahira | Audit and Risk Committee:
1. Receive the information.

Whakarapopoto | Executive Summary
Actions Tracking
3.  The Committee passed 20 resolutions on 21 Huitanguru 2024 (21 Feburary 2024);

e 19 are complete, and 1 is still in progress.

4.  The Committee had 27 in progress actions carried forward from previous action
tracking reports:

e 25 are now complete and 2 is still in progress.
Forward Programme
5.  The following items are scheduled to go to the Committee’s next hui:

14 Here-turi-koka 2024 (14 August 2024):

o Draft Annual Report and Letters of Representation (including Annual Legislative
Compliance Attestation).

Internal Audit plan update.

Strategic Risk Management Framework & Strategic Risks.

Health and Safety Performance Report.

Audit NZ LTP Management Letter & Year-End Management Letter.

Committee Self-assessment of Performance and Effectiveness.

Forward Programme and Workplan Update.

Public excluded:

e Litigation Matters and Chief Officer Updates.
o Office of the Auditor General and Auditor updates.

6. The Proposed Workplan (attachment 3) sets out the areas of interest for the Unaunabhi
Mahirahira | Audit & Risk Committee for the remainder of this triennium until September
2025. The proposed workplan informs the forward programme.
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Takenga mai | Background
Actions Tracking

7.  Attachments 1 and 2 list clauses agreed by the Committee that are still in progress or
have been completed since actions were last reported on.

8. If members have questions about actions, then the best place to ask is through the
written Q&A process.

9. For public excluded resolutions, individual clauses will not be reported on in a public
hui. An overall status for the item will be given and it will remain in progress until all
clauses are complete.

10. Actions will be removed from the list once they have been reported as complete.

11. Where applicable, this report contains actions carried over from the equivalent
committee(s) of previous trienniums.

12. The purpose of the actions tracking report is to ensure that all resolutions are being
actioned over time. It does not take the place of performance monitoring or full
updates. The Committee could resolve to receive a full update report on an item, if it
wishes.

Forward Programme

13. The forward programme sets out the reports planned for to go to the Committee for
consideration in upcoming hui.

14. Itis a working document and is subject to change on a regular basis.

Attachments

Attachment 1.  Actions Complete § Page 262
Attachment 2.  Actions in Progress Page 266
Attachment 3.  Proposed Workplan § Page 267
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3. Public Excluded

Recommendation

That the Unaunahi Mahirahira | Audit and Risk Committee:

1. Pursuant to the provisions of the Local Government Official Information and Meetings
Act 1987, exclude the public from the following part of the proceedings of this meeting

namely:

General subject of the
matter to be considered

3.1 Legal and Risk Updates

3.2 Office of the Auditor General
and Audit New Zealand -
Standing Update

Reasons for passing this
resolution in relation to each
matter

7(2)(9)
The withholding of the information

is necessary to maintain legal
professional privilege.

7(2)(i)

The withholding of the information
is necessary to enable the local
authority to carry on, without
prejudice or disadvantage,
negotiations (including commercial
and industrial negotiations).

7(2)(9)
The withholding of the information

is necessary to maintain legal
professional privilege.

7(2)(i)

The withholding of the information
is necessary to enable the local
authority to carry on, without
prejudice or disadvantage,
negotiations (including commercial
and industrial negotiations).

Ground(s) under section
48(1) for the passing of this
resolution

s48(1)(a)

That the public conduct of this item
would be likely to result in the
disclosure of information for which
good reason for withholding would
exist under Section 7.

s48(1)(a)

That the public conduct of this item
would be likely to result in the
disclosure of information for which
good reason for withholding would
exist under Section 7.
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