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Have your say! 
You can make a short presentation to the Councillors at this meeting. Please let us know by noon the working day 
before the meeting.  You can do this either by phoning 803-8334, emailing public.participation@wcc.govt.nz or 
writing to Democratic Services, Wellington City Council, PO Box 2199, Wellington, giving your name, phone 
number and the issue you would like to talk about. 
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AREA OF FOCUS 
 

The Finance, Audit and Risk Management Subcommittee provides objective advice and 
recommendations regarding the sufficiency, quality and results of assurance on the 
adequacy and functioning of the council’s financial processes, risk management, control and 
governance frameworks and processes. It is also responsible for exercising active oversight 
of all areas of the Council’s control and accountability in an integrated and systematic way. 

The Finance, Audit and Risk Management Subcommittee has responsibility for assisting the 
Council to discharge its responsibilities for: 

 the robustness of the internal control framework and financial management practices; 

 the integraity and appropriateness of internal and external reporting and accountability 
arrangements; 

 the robustness of risk management systems, processes and practices; 

 the independence and adequacy of internal and external audit functions; 

 compliance with applicable laws, regulations, standards and best practice guidelines; 
and 

 the establishment, maintenance and effectiveness of controls to safeguard the 
Council’s financial and non-financial assets. 

In fulfilling their role on the Finance, Audit and Risk Management Subcommittee, members 
shall be impartial and independent at all times. 
 
Quorum:  3 members (at least one external member must be present for a quorum to exist). 
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1 Meeting Conduct 
 
1. 1 Apologies 
The Chairperson invites notice from members of apologies, including apologies for lateness 
and early departure from the meeting, where leave of absence has not previously been 
granted. 
 
1. 2 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. 3 Confirmation of Minutes 
The minutes of the meeting held on 15 February 2018 will be put to the Finance, Audit and 
Risk Management Subcommittee for confirmation.  
 
1. 4 Public Participation 
A maximum of 60 minutes is set aside for public participation at the commencement of any 
meeting of the Council or committee that is open to the public.  Under Standing Order 3.23.3 
a written, oral or electronic application to address the meeting setting forth the subject, is 
required to be lodged with the Chief Executive by 12.00 noon of the working day prior to the 
meeting concerned, and subsequently approved by the Chairperson. 

 
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 Finance, Audit 
and Risk Management Subcommittee. 
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 meeting. 
 
Minor Matters relating to the General Business of the Finance, Audit and Risk 
Management Subcommittee. 
No resolution, decision, or recommendation may be made in respect of the item except to 
refer it to a subsequent meeting of the Finance, Audit and Risk Management Subcommittee 
for further discussion. 
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 2. General Business 
 
 

DRAFT 2017/18 FINANCIAL STATEMENTS AND PROPOSED 
SIGN OFF PROCESS 
 
 

Purpose 
1. The purpose of this report is to obtain the agreement of the Subcommittee as to the 

broad approach to the Council’s Annual Report and Summary Annual Report 2017/18, 
including the format and disclosures for the Financial Statements. 

 

Recommendations 
That the Finance, Audit and Risk Management Subcommittee: 

1. Receive the information. 

2. Approve the broad approach to the Annual Report and Summary Annual Report as 
substantively the same as 2016/17 subject to: 
a. Actual results being determined and any change in messaging and delivery 

required to be made. 

3. Approve the proposed format and disclosures for the 2017/18 financial statements 
subject to: 
a. Consideration of the implications of any changes in NZ GAAP arising up to 30 

June 2018 which may be required to be applied retrospectively; 
b. The determination and disclosure of the final results of operations, cash-flows 

and financial position for the year ending 30 June 2018 (and any subsequent 
impact on the notes to the financial statements); and  

c. Receiving final clearance from Audit New Zealand. 

4. Approve the sign-off process and timetable for the 2017/18 financial statements 
 

 

Background 
2. 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. 

3. Council officers propose to prepare the 2017/18 Annual Report for adoption on the 26 
September 2018. In order to achieve this timeframe, a draft template has been 
prepared for the Subcommittee’s review which identifies the proposed financial 
statement format and disclosures. 

4. The financial statements template is currently being reviewed by Audit New Zealand. 
Their feedback will be incorporated into the attached draft financial statements and any 
material changes will be explained at the Annual Report workshop on the 11th 
September 2018. 
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 Discussion 
Overview of Annual Report and Summary Annual Report 

5. The Annual Report comprises of four main sections: Introduction, Overview of our 
performance, Our performance in detail and Financial Statements. 

6. 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. 

7. No change is proposed to the broad approach to the Annual Report or the Summary 
Annual Report from the 2016/17 Annual Report and Summary Annual Report.  

8. The near-final draft of the Annual Report will be circulated at the Annual Report 
workshop on 11th September 2018 for feedback. 

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

 

Overview of our performance 

10. As per the 2016/17 Annual Report, the Overview of our performance – will be split into 
two parts. The first is called “the money” and is a series of key financial messages on 
the Council performance. It will take the form of key headline messages with a short 
explanation underneath to explain the messages / themes that are wanted to be 
conveyed. This will be followed by graphs on revenue, expenditure and capital 
expenditure and a further explanation on the “underlying Surplus”. Depending on the 
performance of the capital expenditure programme, there may be a section explaining 
how the capital expenditure programme has performed during the 2017/18 year. 

11. The second part is the “Highlights for the year”, which will provide a summary of non-
financial performance by activity. Incorporating a series of non-financial performance 
measures, graphs and narrative to summarise Council’s performance during the year. 

12. The two summaries will be useful for those who are not experienced readers of 
financial information but want to understand the Council’s financial performance in non-
technical terms. For those who wish to achieve greater understanding, detailed 
explanations of financial information will be referenced in the summary, rather than 
having all the detailed information contained in the summary. 

 
Overview of Financial Statements 

13. The financial overview and financial statements template has been drafted by the 
Council’s Financial Accounting team, who are mindful of the Subcommittee desire to 
enhance the presentation of the financial overview and statements to increase 
readability to a wide range of readers. 

14. The draft financial statements contained in Attachment 1 will undergo further 
presentational format changes, such as colour coding various financial sections e.g. 
Statement of Comprehensive Revenue and Expense, Statement of Financial Position 
etc in the published Annual Report. 

15. The financial statements have been prepared where possible using plain english 
explanations but given the complexity of Council operations and the requirements of 
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 accounting standards, they will include technical explanations that only experienced 
readers of financial statements will understand. 

16. It is important to note that the financial statements template reflects applicable PBE 
accounting standards as at the date of preparation and any subsequent changes to 
accounting standards will be updated at the next Subcommittee meeting. 

17. These changes in format are subject to Audit NZ review and any changes / 
recommendations arising from that review will be incorporated into the financial 
statements to be presented at the workshop on 11th September 2018. 

  
Key changes in the financial statements template 
18. The attached financial statements template have only had minor editorial changes 

made and follows the same format and principles of the previous two years Annual 
Report.  

19. There are no changes to the financial statements arising from any new PBE standards 
reflected in these draft statements. 

20. The impact of proposed new or revised PBE standards will be outlined under a 
separate paper to the Subcommittee. 

Proposed sign-off process for the 2017/18 financial statements 

21. On the basis that the Subcommittee has been delegated the primary responsibility for 
the sudit of the Council’s financial statements, a proposed sign-off process and 
timetable is outlined below. 

 

Date: Action: 

7 March 2018 Finance, Audit and Risk Management Subcommittee meeting 

Subcommittee to review and conditionally approve draft format for the 
2017/18 financial statements and th eproposed sign-off process. 

 

20 August 2018 

(scheduled) 

Audit New Zealand commence final audit fieldwork. 

 

11 September 2018 

(scheduled) 

Finance, Audit and Risk Management Subcommittee briefing on major 
provions and issues. 

 

18 September 2018 

(scheduled) 

Finance, Audit and Risk Management Subcommittee meeting 

Subcommittee to review consolidated draft financial statements, 
including results of operations and cash-flows for th eyear ending 30 
June 2018, financial position as at 30 June 2018 and financial 
overview, subject to final Audit New Zealand clearance. 
Subcommittee to also review Statements of Service Performance 
including reports on CCOs and mana whenua partnership. 

Audit New Zealand to provide update as to whether an unqualified, or 
qualified audit opinion will be issued. 

Subcommittee to recommend adoption of 2017/18 financial 
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 statements to City Strategy Committee and the letter of 
representation. 

  

26 September 2018 

(scheduled) 

 

City Strategy Committee meeting 

Committee to recommend adoption of 2017/18 financial statements to 
Council. 

 

26 September 2018 

(scheduled) 

 

Council meeting 

Council to adopt 2017/18 financial statements. 

Management Letter of Representation issued to Audit New Zealand. 

Audit New Zealand sign audit opinion. 

Media release – financial results for the year ending 30 June 2018. 

 

TBC October 2018 Release of published Annual Report. 

  

 
 
 
 
 

Attachments 
Attachment 1. Draft Financial Statements 2018 template   Page 12
  
 

Author Richard Marshall, Manager Financial Accounting  
Authoriser Andy Matthews, Chief Financial Officer  
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 SUPPORTING INFORMATION 
Engagement and Consultation 
There are no requirements to consult on the issues raised in this paper or report. 
 
Treaty of Waitangi considerations 
There are no specific Treaty of Waitangi considerations. 
 
Financial implications 
There are no new financial implications arising from this paper. 
 
Policy and legislative implications 
There are no new policy or legislative impliciations arising from this paper. 
 
Risks / legal  
There are no new risks or legal impliciations arising from this paper. 
 
Climate Change impact and considerations 
There is no climate change impliciations arising from this paper. 
 
Communications Plan 
No communication plan is required for this paper. 
 
Health and Safety Impact considered 
There are no impacts on Health and Safety. 
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 AUDIT NEW ZEALAND JUNE 2018 AUDIT PLAN 
 
 

Purpose 
1. The purpose of this report is to update the Subcommittee on the Audit New Zealand 

arrangements for the audit of financial statements, including statements of service 
performance for the year 30 June 2018. 

 

Recommendations 
That the Finance, Audit and Risk Management Subcommittee: 

1. Receive the information. 

2. Note the draft Audit Plan prepared by Audit New Zealand (attachment 1) and their 
approach to auditing the Council and Group.  

3. Delegate the authority to finalise the Audit Plan to the Chief Financial Officier and Chair 
of the Finance, Audit and Risk Management Subcommittee.    

 

 

Background 
2. With the approach of the June 2018 year end, it is appropriate to review the draft 

approach Audit New Zealand is proposing to take with the audit of the financial 
statements and provide the Subcommittee the opportunity to highlight any others 
matters or areas that they would like Audit New Zealand to focus on during the audit. 

3. The Audit Plan document has a number of changes to previous years, firstly a name 
change as the Audit Plan was previously called the Audit Arrangements Letter, the look 
of the document has been updated and the Mayor is no longer required to sign the 
document on behalf of Council.  

Discussion 
4. Audit New Zealand’s approach to the audit is set out on page 2 of attachment 1 of the 

Audit Plan to Council where it identifies business risks and issues. Management has no 
other business risks or issues to bring to the Subcommittee or Audit New Zealand’s 
attention. 

5. Karen Young, Appointed Auditor and Audit Director will be in attendance. If there are 
any matters which the Subcommittee would like to discuss, seek clarification on or if 
there are additional matters that the Subcommittee think should be included, they can 
be discussed at the meeting.  

6. In addition to the presentational changes outlined in para 3, this year Audit New 
Zealand is taking a different approach across the sector towards its audit of fraud risk. 
This includes a more explicit expectation of the role of the governing body and 
Subcommittee, as outlined on page 8 of attachment 1.  Management will continue to 
work with the Subcommittee to ensure consistency in expectation and understanding of 
how the risk of fraud is managed in the organisation. 

7. Audit New Zealand has outlined the key dates of the audit on page 12 of attachment 1, 
with the proposed date for the audit opinion being the 26th September 2018. 
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Management has in place a programme of work to ensure the financial statements with 
be completed within this timeframe. 

8. Audit New Zealand professional fees for the audit will be as per the Audit Proposal 
letter signed last year for $300,000 (excl GST). 

 
 
 
 

Attachments 
Attachment 1. Audit Plan 2018   Page 122
  
 

Author Richard Marshall, Manager Financial Accounting  
Authoriser Andy Matthews, Chief Financial Officer  
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 SUPPORTING INFORMATION 
Engagement and Consultation 
There are no requirements to consult on the issues raised in this paper or report. 
 
Treaty of Waitangi considerations 
There are no specific Treaty of Waitangi considerations. 
 
Financial implications 
There are no new financial implications arising from this paper. 
 
Policy and legislative implications 
There are no new policy or legislative impliciations arising from this paper. 
 
Risks / legal  
There are no new risks or legal impliciations arising from this paper. 
 
Climate Change impact and considerations 
There is no climate change impliciations arising from this paper. 
 
Communications Plan 
No communication plan is required for this paper. 
 
Health and Safety Impact considered 
There is no Health and Safety impliciations arising from this paper. 
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 AUDIT NEW ZEALAND GOVERNING BODY REPORT 
 
 

Purpose 
1. The purpose of this report is to present the Audit New Zealand Report to Council on the 

2016/17 audit to the Subcommittee. This report contains audit recommendations from 
Audit New Zealand related to the 2016/17 audit as well as progress against 
recommendations made in prior years. 

2.  
 

Recommendations 
That the Finance, Audit and Risk Management Subcommittee: 

1. Receive the information. 

2. Note the content of the 2016/17 Report to Council from Audit New Zealand. 
 

 

Background 
3. Every year after the completion of the audit of the annual report, Council auditors, Audit 

New Zealand produce a report to the Council on the audit conducted, and within the 
report provide a number of recommendations on matters that they believe will 
strengthen the Council’s control environment, or enable greater efficiencies or 
effectiveness.  

4. The report outlines their recommendations and officers response to those 
recommendations.The progress of implementing these recommendations will be 
monitored and reported on by Internal Audit. 

Discussion 
5. The key findings from Audit NZ audit are: 

 An unmodified audit opinion on the Council parent and group’s annual report on 
27th September 2017 

 The Council’s control environment continues to operate effectively 

6. There are seven recommendations on which officers have provided comments, that 
cover the following areas: 
 Specifying payment dates and penalty in the rates resolution 
 Network password security settings improvement 
 Periodic review of Technology One User Accounts  
 No regular restoration from backup media 
 High number of Local Administrator Rights for Staff 
 Reporting on patch compliance can be improved 
 Payroll reconciliation  

7. The report also has an update on the status of 16 previous outstanding 
recommendations, 11 of which were closed. 
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Attachments 
Attachment 1. Audit New Zealand Management Report 2017   Page 144
  
 

Author Richard Marshall, Manager Financial Accounting  
Authoriser Andy Matthews, Chief Financial Officer  
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 SUPPORTING INFORMATION 
Engagement and Consultation 
There is no requirement to consult on the issues raised in this paper or report. 
 
Treaty of Waitangi considerations 
There are no specific Treaty of Waitangi considerations. 
 
Financial implications 
There are no new financial implications arising from this paper. 
 
Policy and legislative implications 
There are no new policy or legislative impliciations arising from this paper. 
 
Risks / legal  
There are no new risks or legal impliciations arising from this paper. 
 
Climate Change impact and considerations 
There is no climate change impliciations arising from this paper. 
 
Communications Plan 
No communication plan is required for this paper. 
 
Health and Safety Impact considered 
There is no Health and Safety impliciations arising from this paper. 
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 REVIEW OF CHANGES TO INVESTMENT AND LIABILITY 
POLICIES 
 
 

Purpose 
1. The purpose of this report is to present the changes to the Council’s Investment Policy 

and Liability Management Policy to the Subcommittee. This report outlines the changes 
and the reasons for their adoption.  

Summary 
2. <insert text here> 
 

Recommendation/s 
That the Finance, Audit and Risk Management Subcommittee: 

1. Receive the information. 

2. Note the changes to the Investment Policy and Liability Management Policy. 

 

 

 

Background 
3. The Local Government Act 2002 (LGA) requires councils to have an Investment Policy 

and Liability Management Policy, which set the broad parameters of how a council will 
manage its investments and borrowings and related financial risks. The policy sets out 
the general policy objectives, borrowing maturities, interest rate profiles, liquidity and 
security of a Council. 

4. Section 102 of the LGA also allows or requires Council to adopt funding and financial 
policies on rates remissions, rates postponement, liability management, and 
investments.  

5. A review of the policy is required to be completed as part of the 2018/28 Long-Term 
Plan (LTP).  

6. During a review undertaken by the Treasury Management Committee, some changes 
have been identified and are now proposed for adoption.  

 

Discussion 
1. Some changes have resulted from the latest review and these are discussed below. In 

addition, some minor editorial changes have been made to wording to ensure the 
terminology used is accurate. 

2. Adapting a corridor approach 

Council manages its interest rate risk position within approved interest rate control 
limits. Through fixing its debt within set limits there is a reduction in interest rate risk 
volatility.The current policy limits are more focused on a situation where debt levels are 
maintained at a fairly consistent level. 
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With significant capital investments throughout the LTP, debt is forecasted to go up. 
The existing control limits are not addressing this scenario, and as a result interest rate 
risk exposure is expected to increase. 

In order to minimise this exposure to interest rate risk, the Liability Management Policy 
is introducing a move towards a “corridor” approach when managing this risk. The 
corridor approach provides a minimum/maximum range and enforces a spread of fixed 
rate maturities over multiple periods to reduce concentration of risk and reduce 
uncertainty around interest cost and cash flows.  

The corridor approach considers debt forecast figures for every year of the Long-Term 
Plan, rather than the existing approach that is only forward looking by 12 months.  

The following considerations have been taken into account when looking into this 
change to policy: 

 
- Increasing debt levels over the 2018/28 Long-Term Plan period 

 
- An ability to prudently manage future debt levels over a prolonged period with 

far greater flexibility than a rolling 12 month forecast period 
 

- Forecast miss-hits and phasing delays are managed through a declining 
corridor (lower maximum/minimum fixed rate hedge percentages beyond 24 
months) 

 

The following two charts illustrate Council’s fixed rate portfolio (swaps/fixed rate bonds) 
under the existing interest rate limits, and the recommended corridor limits approach.  

As seen under the corridor approach, the risk profile considers not only the 12 month 
debt forecast, but also the subsequent years. In doing so the Council has greater 
flexibility to implement proactive risk management decisions beyond a rolling 12 month 
horizon. As mentioned above, this allows for a more prudent approach given the size of 
the capital programme over the next ten year period. 

 

 

 

Current policy approach:  
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Corridor policy approach: 

 

 

 

 

The table below illustrates the fixed/floating interest rate risk control limits which are 
now included in the revised version of Liability Management Policy: 
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Debt Interest Rate Policy Parameters (calculated on rolling monthly basis) 

Debt Period Ending Minimum Fixed Rate Maximum Fixed Rate 
Year 1 50% 80% 
Year 2 45% 80% 
Year 3 40% 80% 
Year 4 35% 75% 
Year 5 30% 70% 
Year 6 20% 65% 
Year 7 10% 60% 
Year 8 0% 55% 
Year 9 0% 50% 

Year 10 0% 45% 
Year 11 0% 40% 
Year 12 0% 35% 
Year 13 0% 30% 
Year 14 0% 30% 
Year 15 0% 30% 
Year 16 0% 30% 

 
The “Fixed Rate” percentage is based on the projected gross debt level on a rolling 
forward basis. Gross debt is the amount of total borrowing forecast. This allows for pre-
hedging in advance of projected physical drawdowns of new debt. When forecasts are 
changed, the amount of fixed rate cover in place may have to be adjusted to comply 
with the policy minimums and maximums. In the event of one-off significant changes 
caused by asset sales/purchases or capital expenditure in advance of the forecast, 
then a 3 month period of adjustment is permitted. 

 

3. Borrowing Maturity Profile Limits 

The Council avoids exposure to liquidity risk by managing the maturity of its borrowing 
programme within set maturity limits. Liability Management Policy defines these limits 
based on the the term of debt instruments: 0 to 3 years; 3 to 5 years and 5 years plus. 
The maturity profile of the total committed funding in respect to all debt instruments is 
to be maintained within a specifically defined ranges. These limits had been matched 
across all periods to be within the range of 15% to 60%. The change (lowering the 
minimum range from 20% to 15%) reflects the sector practice and to allow for a greater 
flexibility for debt maturities beyond three years. The change also helps to ensure debt 
levels are maintained within the limits and any increase in debt levels supports Council 
true requirements.  

The changes are highlighted in the tables below.  

 

Before changes: 

 

 

1. Period 2. Minimum 3. Maximum 

0 to 3 years 20% 60% 
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 3 to 5 years 20% 60% 
5 years plus 15% 60% 

 

After changes: 

 

4. Period 5. Minimum 6. Maximum 

0 to 3 years 15% 60% 
3 to 5 years 15% 60% 
5 years plus 15% 60% 

 

4. Carbon price risk 

Liability Management Policy has been updated to reflect the changes in Council 
practice through the Emissions Trading Scheme (ETS) Policy.  

 
 
 

 
 
 

Attachments 
Attachment 1. Investment and Liability Management Policies   Page 173
  
 

Authors Alina Manko, Funding Analyst 
Martin Read, Manager Financial Strategy & Treasury 
Deirdre Reidy, Specialist Funding Advisor  

Authoriser Andy Matthews, Chief Financial Officer  
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SUPPORTING INFORMATION 
Engagement and Consultation 
There is no requirement to consult on the issues raised in this paper. 
 
Treaty of Waitangi considerations 
There are no specific Treaty of Waitangi considerations.  
 
 
Financial implications 
Implementation of changes proposed in the Liability Management Policy should help Council 
reduce its exposure to Interest Rate Risk and hence reduce overall financial risk. Details of 
implications are addressed above.  
 
Policy and legislative implications 
Changes to the policies are highlighted above, and there are are no new legislative 
implications. 
 
Risks / legal  
There are no new risks or legal impliciations arising from this paper. 
 
Climate Change impact and considerations 
Implications of climate change have been considered and are reflected in the review of 
Liability Management Policy. 
 
Communications Plan 
Communication will be through the 2018-28 Long-term Plan communication plan. 
 
Health and Safety Impact considered 
There is no Health and Safety impliciations arising from this paper. 
 
 



FINANCE, AUDIT AND RISK 
MANAGEMENT SUBCOMMITTEE 
7 MARCH 2018 
 
 

 

Attachment 1 Investment and Liability Management Policies Page 173
 

 

 It
em

 2
.4

 A
tta

ch
m

en
t 1Investment and Liability 

Management Policies 
 
GENERAL POLICY OBJECTIVES 
 
The Council’s general policy objectives relating to its investment and liability 
management are to: 
 
 Minimise the Council’s overall costs and risks associated with its 

borrowing activities and the general management of its other liabilities. 
 Manage its borrowings and cash assets on a “net debt” basis in order to 

reduce the overall net cost to the Council. 
 Optimise the return on its investment portfolio and other financial assets. 
 Manage the Council’s exposure to adverse interest rate movements. 
 Borrow and invest funds and transact risk management instruments within 

an environment of control and compliance. 
 Regularly review and consider the performance of the Council’s financial 

assets and investments. Where appropriate, the Council will dispose of 
under performing assets or those assets and investments that are not 
essential to the delivery of services and activities set out in the Council’s 
Long Term Plan (LTP). 

 
More detail on the Council’s investment and borrowing policies, operating 
procedures and associated internal controls is contained in the Treasury 
Management Policy. 
 
 

INVESTMENT POLICY 
Policy Statement 
The Council operates on a “net debt” basis, and does not separately maintain 
significant long term cash investments. The general policy with respect to 
surplus short term cash is to invest any short term surplus cash or to utilise it 
to reduce borrowings.  

 

The Council currently maintains an equity interest in Wellington International 
Airport Limited (WIAL) and an ownership and financial interest in ground 
leases and investment properties. The Council will continue to review the level 
of investment as well as the return it receives on these investments.  
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Where appropriate, the Council may choose to dispose of 
investments/financial assets that no longer meet our investment objectives. 

 

Investment Mix and Associated Objectives 
The Council categorises its investments into 5 broad categories: 

 

Cash and Cash Equivalents 
The Council may invest funds with approved registered banking institutions. 
These investments generally mature in less than one year, and are held 
primarily for working capital/liquidity purposes or the pre-funding of debt 
maturing within twelve months. 

 

Income generating commercial debt instruments 
These are principally loans to other organisations (on commercial terms) 
which deliver a cash-flow return to the Council.  

 

Income generating commercial equity investments 
Equity investments arise from the Council owning or controlling an equity 
holding (e.g. shares) in another entity.  

 

The Council currently maintains a 34% shareholding in Wellington 
International Airport Limited (WIAL). In the event that a call for capital is made 
by WIAL the Council’s objective is to maintain its shareholding at 34% unless 
a specific resolution is passed not to do so. As a result, should the Council be 
required to inject additional capital in WIAL to maintain its existing 
shareholding, it will do so without further consultation. 

 

Income generating commercial property investments 
Investment properties are the Council’s ground leases and land and buildings 
held primarily for investment purposes. The Council periodically reviews its 
continued ownership of investment properties by assessing the benefits of 
continued ownership in comparison to other arrangements that could deliver 
similar benefits.  Any assessment is based on both the strategic benefit of the 
investment/ownership to the City and in terms of the most financially viable 
method of achieving the delivery of Council services. 

 

Non income generating investments 

This includes loans to other organisations, and equity investments in Council 
Controlled Organisations. The Council may consider the provision of loans to 
Community groups but only in exceptional circumstances. The Council’s non 
income generating investments are held for strategic or ownership reasons.  
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In addition to the above investment categories, the Council may assume 
financial risk associated with providing contributions, guarantees and 
underwrites, where these meet the Council’s strategic objectives and 
outcomes. Such undertakings require a Council resolution.  

 

 

New Zealand Local Government Funding Agency Limited 
Despite anything earlier in this policy, the Council may invest in shares and 
other financial instruments (including borrower notes) of the New Zealand 
Local Government Funding Agency Limited (LGFA) and may borrow to fund 
that investment. 

 

The Council's objective in making any such investment is to: 

a. obtain a return on the investment; and  

b. ensure that the LGFA has sufficient capital to remain viable, 
meaning that it continues as a source of debt funding for the 
Council. 

 

Because of this dual objective, the Council has invested in LGFA shares in 
circumstances in which the return on that investment is potentially lower than 
the return it could achieve with alternative investments. If required in 
connection with the investment, the Council may also subscribe for uncalled 
capital in the LGFA and be a Guarantor. 

 

 

Investment Acquisition/Addition/Disposal 
With the exception of the day to day investment of short term cash and cash 
equivalents, all new investments, additions to existing investments, and/or 
disposals of existing investments must be approved by the Council. The day 
to day management and investment of short term cash and cash equivalents 
may be made by Council officers in accordance with the Treasury 
Management Policy.  

The Council will continue to maintain its current level of investment in WIAL 
(being a 34% equity interest) until it considers that it is strategically, financially 
and economically prudent to dispose of the investment.  

Proceeds from the sale of investments will be used to repay existing 
borrowings, unless the Council specifically directs that the funds be put to 
another use. 

 

Reporting  

Investments in CCOs 
Monitoring of the Council’s equity investment and ownership interest in 
Council Controlled Organisations (CCOs) is undertaken by the Council 
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Controlled Organisations Subcommittee. The Subcommittee reports to the 
City Strategy Committee and is responsible for: 

 communicating the Council’s priorities and strategic outcomes to 
Council Controlled Organisations (CCOs) 

 ensuring delivery through the development of Statements of Intent and 
integration of CCO outcomes with the Council’s Long-term Plan and 
Annual Plan funding processes and decisions, and  

 monitoring the financial performance and delivery on strategic   
          outcomes of the Council’s CCOs.  
 

All other investments 
The City Strategy Committee is responsible for monitoring all other 
investments and providing recommendations to the Council in regard to 
strategies, policy and guidelines in relation to those investments.  The City 
Strategy Committee will receive and review the quarterly Treasury report 
contained within the consolidated quarterly report. 

 

Risk Management 
The Council’s principal exposure on its financial investments is credit risk. 
Credit risk is minimised by the Council investing in approved institutions with 
satisfactory credit ratings which are assessed and reviewed by independent 
credit rating organisations. Limits are spread amongst a number of 
counterparties to avoid concentrations of credit exposure. 

 

Assessment and management of specific risks associated with the Council’s 
investment in WIAL, LGFA and investment properties will be performed on a 
regular basis. Any significant changes in the risk profile for these investments 
will be reported to the City Strategy Committee.  

 

Investment Ratios 
For the purposes of setting its Borrowing and Investment Ratios, the Council 
defines investments as assets which are cash or readily convertible to cash 
(either through fixed repayment and maturity profiles, or through sale or 
exchange) and assets which are held primarily for investment purposes 
(either for capital growth, commercial rental or interest). This is likely to 
include: 

 Cash and cash equivalents (e.g. term deposits), 

 Income generating commercial debt instruments 

 Income generating commercial equity instruments 

 Income generating commercial property instruments 
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LIABILITY MANAGEMENT POLICY 
 
In broad terms, the Council manages both current and term liabilities. 
 
CURRENT LIABILITIES 
Current liabilities reflect those obligations, expressed in monetary terms, 
which the Council has to meet within relatively short timeframes, at a 
maximum within the next 12 months. In respect of its day to day obligations 
for both operational and capital expenditure, the Council’s policy is to pay 
these liabilities in full by the due date. This eliminates any credit exposure or 
risk. Current liabilities also include the maturing portions of any term liabilities 
that are due for repayment within the following 12 months. 
 
TERM LIABILITIES 
Term liabilities represent the Council’s obligations which, in general terms, are 
not immediately payable, i.e. not due within the following 12 months. 
Borrowings comprise the majority of the Council’s term liabilities. 
 
The Council approves the borrowing programme for each financial year as 
part of the LTP or Annual Plan. Additional borrowings may be approved by 
Council on a case by case basis. The Council primarily borrows to fund its 
new and upgraded capital expenditure programme. In approving new 
borrowings the Council considers the impact of the proposed level of 
borrowings on its overall borrowing limits and impact on rates and rates limits. 
 
POLICY OBJECTIVES 
The Council primarily borrows to pay for the upgrading of existing assets and 
the construction/purchase of new assets. These assets generally provide new 
or enhanced benefits to Wellington for many years. Borrowing is therefore 
considered the most cost-effective and equitable way to fund these assets as 
it spreads the cost of the asset over the future generations of ratepayers who 
will benefit from the use of the asset. In addition, Council borrows to meet the 
costs associated with settling liabilities arising with respect to weathertight 
homes issues, and the borrowings are repaid from future rates revenues.  
Accordingly, borrowings have a strategic benefit of making the cost of the 
asset investment or weathertight homes liabilities affordable to today’s 
ratepayers. Borrowings are maintained at a prudent level, in accordance with 
the Council’s overall financial strategy and specific borrowing limits. 
 
POWER TO BORROW 
The Council borrows as it considers appropriate and in accordance with the 
provisions of the Local Government Act 2002 and its Treasury Management 
Policy. The Council approves the level of new borrowing in general terms as 
part of the LTP or Annual Plan. The Council delegates the authority to officers 
to raise the approved borrowing during the financial year as and when the 
funding is required. Any additional borrowing beyond that approved in the LTP 
or Annual Plan must be approved by the Council. 
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INTEREST RATE RISK MANAGEMENT LIMITS 
Borrowings issued at variable (floating) interest rates expose the Council to a 
cash flow interest-rate risk. The Council manages its cash flow interest-rate 
risk by using floating to fixed interest rate swaps. Such interest rate swaps 
have the economic effect of converting borrowings from floating rates to fixed 
rates. 
 
Council debt/borrowings must be within the following fixed/floating interest 
rate risk control limits: 
 

Debt Interest Rate Policy Parameters (calculated on rolling monthly basis) 
Debt Period Ending Minimum Fixed Rate Maximum Fixed Rate 

Year 1 50% 80% 
Year 2 45% 80% 
Year 3 40% 80% 
Year 4 35% 75% 
Year 5 30% 70% 
Year 6 20% 65% 
Year 7 10% 60% 
Year 8 0% 55% 
Year 9 0% 50% 
Year 10 0% 45% 
Year 11 0% 40% 
Year 12 0% 35% 
Year 13 0% 30% 
Year 14 0% 30% 
Year 15 0% 30% 
Year 16 0% 30% 

 
“Fixed Rate” is defined as an interest rate repricing date beyond 3 months 
forward on a continuous rolling basis. 
 
The “Fixed Rate” percentage is based on the projected gross debt level on a 
rolling forward basis. Gross debt is the amount of total borrowing. This allows 
for pre-hedging in advance of projected physical drawdowns of new debt. 
When forecasts are changed, the amount of fixed rate cover in place may 
have to be adjusted to comply with the policy minimums and maximums. In 
the event of one-off significant changes caused by asset sales/purchases or 
capital expenditure in advance of the forecast, then a 3 month period of 
adjustment is permitted. 
 
LIQUIDITY 
The Council minimises its liquidity risk by avoiding concentration of debt 
maturity dates and by maintaining committed borrowing facilities at a level that 
exceeds 115% of the existing external net debt level. The Council will only 
drawdown or borrow against these facilities as required. 
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Where special funds are maintained to repay borrowings, these investments 
are held for maturities not exceeding borrowing repayment dates.  
 
The Council avoids exposure to liquidity risk by managing the maturity of its 
borrowing programme within the following maturity limits: 
 
BORROWING MATURITY PROFILE LIMITS

Period Minimum Maximum 

0 to 3 years 15% 60%

3 to 5 years 15% 60%

5 years plus 15% 60%

 
CREDIT EXPOSURE 
The Council borrows from approved institutions with satisfactory credit ratings. 
Borrowings are managed to ensure the Council is not exposed to material 
concentrations of credit risk. Limits are spread amongst a number of 
counterparties to avoid concentrations of credit exposure. 
 
LOCAL GOVERNMENT FUNDING AGENCY 
Despite anything earlier in this Policy, the Council may borrow from the New 
Zealand Local Government Funding Agency Limited (LGFA) and, in 
connection with that borrowing, will enter into the following related 
transactions to the extent it considers necessary or desirable: 
 

a. contribute a portion of its borrowing back to the LGFA as an equity 
contribution to the LGFA (for example borrower notes that may 
convert into redeemable preference shares). 

b. provide guarantees of the indebtedness of other local authorities to 
the LGFA and of the indebtedness of the LGFA itself 

c. commit to contributing additional equity (or subordinated debt) to 
the LGFA if required 

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

e. Subscribe for shares and uncalled capital in the LGFA 
 
 
BORROWING REPAYMENT 
The Council will repay borrowings from a combination of excess depreciation 
over and above renewals, sale of surplus or underperforming assets, 
operating surpluses, and any rates specifically set to repay borrowings, 
including those associated with settling weathertight homes liabilities, or from 
the renewal of borrowings. 
 
SPECIFIC BORROWING LIMITS 
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In determining a prudent level of borrowings the Council assesses the level of 
net borrowing against the Council’s operating income. 
 
Total Council Net Borrowings will be managed within the following macro 
limits: 
 
RATIO LIMIT 

 

Net borrowing as a percentage of income <175% 

Net Interest as a percentage of income <15% 

Net Interest as a percentage of annual rates income <20% 

Liquidity (Term borrowing + committed loan facilities to 
existing external net debt) 

>115% 

 
SECURITY 
Council borrowings are secured by way of a Debenture Trust Deed 
(representing a charge over Council rates revenue). This security relates to 
any borrowing and to the performance of any obligation under any incidental 
arrangement. However, if it is considered advantageous, the Council’s 
borrowings and other financial arrangements may be undertaken on an 
unsecured basis, or secured by way of a charge over its physical assets. 
 
CREDIT RATING 
To provide an independent assessment of the Councils’ credit quality, Council 
maintains a credit rating with an independent rating agency. 
 
CARBON PRICE RISK 
Council maintains a stock of NZU credits and is a projected to remain a net 
holder of carbon credits for the foreseeable future. Within this context, Council 
manages its annual carbon liabilities through surrendering existing holdings 
and purchasing NZUs in the spot/forward market, where required. The 
Treasury Management Committee is responsible for carbon 
strategies/decisions and the CFO has responsibility for implementing the 
strategies. 
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 AUDIT OF THE CONSULTATION DOCUMENT AND LONG TERM 
PLAN  
 
 

Purpose 
1. The purpose of this report is to advise the Subcommittee on the Audit New Zealand 

engagement and arrangements for the audit of the Consultation Document (CD) and 
Long-Term Plan (LTP) for the period commencing 1 July 2018. 

 
 

Recommendations 
That the Finance, Audit and Risk Management Subcommittee: 

1. Receive the information. 

2. Note the Audit Engagement Letter prepared by Audit New Zealand (attachment 1) and 
their approach to the audit of the CD and the LTP.  

 

Background 

2. The Council is responsible for preparting the CD and LTP in accordance with the Local 
Government Act 2002 and in accordance with the generally accepted accounting 
practice in New Zealand. 

3. Audit New Zealand is required to provide two separate reports: 

 On the CD, a report on: 

o whether the CD gives effect to the purpose specificed in section 93B; and 

o the quality of the information and assumptions underlying the information in 
the consultation document. 

 On the LTP, a report on: 

o whether the LTP gives effect to the purpose in section 93(6); and  

o the quality of the information and assumptions underlying the forecast 
information provided in the LTP. 

Discussion 

4. Bede Kearney, Appointed Auditor and Audit Director will be in attendance to answer 
any questions or clarify any matters the Subcommittee may have. 

5. Audit New Zealand has outlined the key dates of the audits on pages 10 and 11 of 
attachment 1, with the proposal to issue the opinion on the CD on 28 March 2018, and 
the opinion on the LTP on 28 June 2018.  
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6. Management has reviewed the Letter and have no matters to bring to the 
Subcommittee’s attention. 

7. Management has in place a programme of work to ensure the CD and LTP document 
are completed within this timeframe.  

8. Audit New Zealand’s professional fees covering both the consultation document and 
the LTP is $143,000 (plus GST and disbursements). 

 
 
 
 

Attachments 
Attachment 1. Engagement Letter for the audit of the Consultation Document 

and the Long Term Plan   
Page 184

  
 

Authors Baz Kaufman, Manager Strategy 
Phyllis Lee, Principal Advisor Internal Audit  

Authoriser Kane Patena, Director Governance and Assurance  
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 SUPPORTING INFORMATION 
Engagement and Consultation 
There are no requirements to consult on the issues raised in this paper or report. 
 
Treaty of Waitangi considerations 
There are no specific Treaty of Waitangi considerations. 
 
Financial implications 
There are no new financial implications arising from this paper. 
 
Policy and legislative implications 
There are no new policy or legislative implications arising from this paper. 
 
Risks / legal  
There are no new risks or legal implications arising from this paper. 
 
Climate Change impact and considerations 
There is no climate change implications arising from this paper. 
 
Communications Plan 
No communicaton plan is required for this paper. 
 
Health and Safety Impact considered 
There is no Health and Safety implications arising from this paper. 
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3. Public Excluded 

Resolution to Exclude the Public: 

THAT the Finance, Audit and Risk Management Subcommittee : 
 
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 

Reasons for passing this resolution 
in relation to each matter 

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

3.1 Health and Safety Report 7(2)(b)(ii) 
The withholding of the information is 
necessary to protect information where 
the making available of the information 
would be likely unreasonably to 
prejudice the commercial position of the 
person who supplied or who is the 
subject of the information. 

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. 

3.2 Risk Management Update 7(2)(c)(ii) 
The withholding of the information is 
necessary to protect information which 
is subject to an obligation of confidence 
or which any person has been or could 
be compelled to provide under the 
authority of any enactment, where the 
making available of the information 
would be likely to damage the public 
interest. 

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. 

3.3 Status of Audit Findings 7(2)(c)(i) 
The withholding of the information is 
necessary to protect information which 
is subject to an obligation of confidence 
or which any person has been or could 
be compelled to provide under the 
authority of any enactment, where the 
making available of the information 
would be likely to prejudice the supply 
of similar information or information 
from the same source and it is in the 
public interest that such information 
should continue to be supplied. 

7(2)(c)(ii) 

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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The withholding of the information is 
necessary to protect information which 
is subject to an obligation of confidence 
or which any person has been or could 
be compelled to provide under the 
authority of any enactment, where the 
making available of the information 
would be likely to damage the public 
interest. 

3.4 Progress on Internal Audit 
Plan and Roadmap 

7(2)(c)(i) 
The withholding of the information is 
necessary to protect information which 
is subject to an obligation of confidence 
or which any person has been or could 
be compelled to provide under the 
authority of any enactment, where the 
making available of the information 
would be likely to prejudice the supply 
of similar information or information 
from the same source and it is in the 
public interest that such information 
should continue to be supplied. 

7(2)(c)(ii) 
The withholding of the information is 
necessary to protect information which 
is subject to an obligation of confidence 
or which any person has been or could 
be compelled to provide under the 
authority of any enactment, where the 
making available of the information 
would be likely to damage the public 
interest. 

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. 

 


