Keeping it affordable

Our Financial Strategy 2021 -2031

Otorohanga

WHAT IS THE FINANCIAL STRATEGY?

The Financial Strategy provides a financial framework for making decisions, and outlines how Council
intends to manage its finances prudently for the next 10 years, and the impacts on rates, debt, levels
of service, and investments.

OUR FINANCIAL STRATEGY

Our Financial Strategy supports Council to achieve our vision of being a place ‘Where Kiwi can fly, a
Diverse, Inclusive and Unique District’, and aids Council’'s move from austerity to vibrancy.

Our District has moved into a period of growth and development, after several decades of static or
declining population and business activity. This brings both opportunities and challenges. Our Financial
Strategy outlines the challenges facing the district, and Council’s responses to those challenges. It also
sets out its financial limits that have been used to guide decision making in the Long Term Plan 2021-
2031.

We aim to create a better future, together. It is about living within our means by keeping our services
and investments affordable and sustainable, while creating vibrant and liveable communities.

WHAT ARE ITS PRINCIPLES?
Council will be guided by the following principles in achieving its Financial Strategy:

9 Financial sustainability:
Council will manage its finances maintaining financial prudence to ensure long-term financial
viability and resilience.

I Financial resources:
Council must have the financial resources to provide services to the standard agreed without
compromising the needs of future ratepayers and customers.

1 Affordability:
The cost of services will broadly reflect the capacity of people to pay.

1 Risk aversion:
Council will assess and minimise business and financial risks.

1 Cost control:
Outputs and processes must be cost effective.

WHERE ARE WE NOW?

Over the last decade Council has concentrated on maintaining core services and reducing debt while
maintaining rates increases at low levels.

Council has maintained a very healthy balance sheet, with low debt levels. This has left Council strongly
placed to be able to respond to the future needs of the community and to the challenges set out below.
A major reason for being in a strong financial position can be credited to decisions made by previous
Council’s to fund depreciation. This resulted in a strong net debt positon and has ensured that Council
has the ability to replace its assets as required.

Council has also kept rate increases at low levels since the last Long Term Plan, while maintaining and
in some areas increasing the levels of service provided to the Community.




WHAT ARE THE ISSUES AND OUR RESPONSE?
COVID-19

The impacts of COVID-19 will continue to be relatively minor, with continued strong local economic
performance and low impact on Council’s operating revenues.

The characteristics of the Otorohanga District’'s economy (when considered in the context of the wider
Waikato region economy) indicate a strong recovery — as referenced by Business and Economic
Research Limited’s (BERL'’s) ‘Faster Rebuild Scenario’.

Our Response:

Council has addressed the issues by updating its rates remission and postponement policy to enable
relief to be provided on a ‘needs’ basis. There is not a major reliance on community facility fees/charges
should those sites be closed. There are effective ‘work from home’ arrangements in place should staff
not be able to attend the workplace.

SERVICE DELIVERY CHANGES

Council’s range and nature of services will remain relatively unchanged from what was included in the
2018 Long Term Plan, however in response to early engagement feedback Council will be increasing
its focus on community development and community amenity.

Council has assumed that the Government’s Three Waters reform will not affect service delivery until
at least 2024/25.

Our Response:

In preparation for water reform Council is proposing to accelerate its Three Waters capital programme.
This is one of the main items for consultation.

Council is also proposing to introduce a food waste collection in the Otorohanga and Kawhia townships.
This is an increase in levels of service in that activity.

In order to deliver on the vision for the district and to support the move from austerity to vibrancy,
Council will be undertaking a number of projects and increasing emphasis in the community
development and community facility activities. The upgrades of both Otorohanga and Kawhia town
centres is a major item for consultation.

IMPACT OF CHANGING REGULATIONS

The current legislative reforms, such as the Resource Management Act and Freshwater reform, are
expected to have only a minor effect on Council’'s governance, levels of services and finances in the
term of this Long Term Plan.

Our Response:

There could be time and cost implications associated with responding to proposed legislative change,
but these are unknown at this time. Once any changes have been confirmed, Council will evaluate their
implications and factor those into future annual/ long term plans.

CHANGE IN POPULATION AND DWELLINGS

1. Population Change

The delay in the availability of the 2018 Census data means our population projections have yet to be
updated from 2013. However, the 2018 Census results and subsequent estimates indicate our
population is growing in line with the ‘High Growth’ projection from 2013. The 2018 Census projection
for the District was 10,105. The current (September 2020) population estimate is 10,600 (being an
annual growth rate of 2% since 2018). The 2013 ‘High Growth’ projection estimated a population of
almost 12,300 for the District in 2043. This equates to an annual growth rate of just under 1%.

The number of households is projected to grow at an annual rate of 1%.




Our Response:

Current infrastructure and services can accommodate the projected growth for the duration of this Plan.
However, significantly higher growth rates than those projected, particularly in urban (serviced) areas,
will likely require infrastructure upgrades being brought forward. The funding of these growth-related
upgrades will be by way of development/ financial contributions, meaning limited overall impact on
existing ratepayers. Council’'s Development Contributions Policy has been amended and is being
consulted on as part of this Long Term Plan.

2. Population forecasts — by household

There are currently 5,475 rating units in the District. The number of rating units is expected to increase
in line with population growth.

Our Response:

Current infrastructure and services can accommodate the projected growth for the duration of this Plan.
However, significantly higher rating unit growth rates than those projected, particularly in urban
(serviced) areas, will likely require infrastructure upgrades being brought forward. The funding of these
growth-related upgrades will be by way of development/ financial contributions, meaning limited overall
impact on existing ratepayers. General rating unit growth has the added benefit of increasing the
ratepayer base, and spreading Council’s costs over a large number of properties.

3. Changes in Land Use

The backbone of the local economy is agriculture, and the District contains some of the best agricultural
land in New Zealand.

With the land itself being such a valuable resource (the value of which will only increase as world
demand for agricultural products rises), and not being in close proximity to any expected centres of very
major urban development it appears unlikely that there will be any significant changes in land use within
the District during the early part of the LTP. During the latter part of the LTP if demand for urban land
continues, there is potential for subdivision of rural land to accommodate the growth.

While there is currently sufficient zoned land to allow for growth, when there is additional pressure for
more residential and commercial land, this will be addressed in upcoming District Plan reviews.

FUNDING CHALLENGES

Over the first three years of the 2018-2028 Long Term Plan, ratepayers have enjoyed an extended
period of low rates increases below 3%.

The level of investment required to address the strategic issues and opportunities above, has resulted
in a need for sustained rates increases between 6.77% and 7.89% during the first three years of this
Long Term Plan.

There are two significant infrastructure issues facing our community:

1 The first overarching issue is maintaining affordability whilst upgrading ageing infrastructure and
improving resilience.

1 The second is meeting increasing environmental and health standards, especially in the areas
of water supply (drinking water standards) and wastewater (resource consent renewals).

To address these infrastructure issues, the Council has significantly increased its capital investment
and renewal programme from what was planned in the 2018-2028 Long Term Plan. This will result in a
significant increase in external debt.

Council has also responded to the feedback from the community through its early engagement process
in mid-2020. The community told us they wanted Council to take some leadership and move the district
into a period of growth and vibrancy. There are changes to some operational budgets to support this,
and there are also some capital projects included in the LTP, the most significant being the upgrades
to the two townships.
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To support the increased capital programme, Council reviewed the limits set in the Liability
Management Policy, resulting in the measures aligning with the limits specified by the Local
Government Funding Agency (LGFA).

Council's Asset Management Plans and Infrastructure Strategy have identified significant capital
expenditure in both water and wastewater to meet the demands of our aging infrastructure. We are
proposing to advance our three waters renewal programme with additional funding of $2.5M being
Otorohanga DC’s share of the Government’s post-covid funding assistance package.

The increased investment in infrastructure, along with additional staffing requirements

has meant increasing costs.

Aside from rates, Council receives significant subsidies from Waka Kotahi (the NZ Transport Agency).
The financial assistance rate Council receives from Waka Kotahi has been increasing and will increase
further from the current 58% rate to 61% for the life of the Plan, and will be extended to include
footpaths. It is assumed that no other capital subsidies will be available, however, if capital subsidies
become available, Council will actively pursue these. This will reduce the debt servicing cost resulting
in a positive outcome for Council.

The following chart shows the distribution of sources of funds for the proposed Long Term Plan and
previous Long Term Plans

Rates Subsidies Fees & Charges | Other Revenue
2015-25 LTP 72% 15% 4% 10%
Year 1
2018-28 LTP 61% 25% 5% 9%
Year 1
2021-31 LTP 59% 33% 6% 3%
Year 1

OUR FUTURE STATE - WHERE WE EXPECT TO BE AT YEAR 10

In response to challenges and opportunities facing the district, Council is planning on investing heavily
to upgrade assets and improve levels of service, as well as significantly increasing the renewal
programme to replace ageing infrastructure. In achieving Council’s Vision, by 2031 we would have:

1 Completed significant capital investments and would have begun to repay external debt;

1 Significantly improved the safety and resilience of the roading network;

1 Made significant progress in building a connected community (digital and physical
infrastructure);




1 Completed our water and wastewater infrastructure upgrades to be fully compliant with relevant
regulations;

1 Created more opportunities for current and future residents to live, play, and work in the

Otorohanga;

Have undertaken our town centre upgrades in Otorohanga and Kawhia;

Started addressing climate change challenges in the district with the introduction of a food waste

collection that will significantly reduce the amount of waste going to landfill

1 Undertaken significant renewals on our ageing reticulation networks, significantly reducing the
risk of network failures.
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OUR FINANCIAL RESPONSE: WHAT IS THE IMPACT OF OUR DECISIONS?
1. Rates

The Council is required to set limits on rates and rates increases. The Council has resolved to keep the
current rates limit of the BERL Local Government Cost Index Inflation (LGCI) plus 5%.

This will enable Council to continue with the plan to deliver our infrastructure upgrades and economic
development projects, while also considering the affordability of ratepayers to pay for these upgrades.
For this limit, the definition of rates excludes metered water rates.

RATES INCREASES
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Increase as % of previous

years rates income
2021/22 3.1 5.00 7.93 8.1
2022/23 2.9 5.00 7.68 7.9
2023/24 2.9 5.00 7.09 7.9
2024/25 2.9 5.00 6.57 7.9
2025/26 2.9 5.00 6.12 7.9
2026/27 2.7 5.00 5.85 7.7
2027/28 2.8 5.00 3.61 7.8
2028/29 2.8 5.00 2.54 7.8
2029/30 2.8 5.00 1.34 7.8
2030/31 2.7 5.00 1.32 7.7




The average rates increase for the 10 years of the plan is 5.00%, compared to 1.78% in the 2018-2028
Long Term Plan. This represents a significant increase in funding required in the 2021-2031 Long Term
Plan. The increase is driven from Council’s response to the strategic issues discussed in Section 4.

2. Uses and Sources of Funds

The below graph shows the total operating expenditure over the 10-year period for each of the groups
of activities the Council provides, while figure x shows the total capital expenditure over the same period
and groupings.

OPERATING EXPENDITURE - TEN YEARS
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CAPITAL EXPENDITURE - TEN YEARS
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The cost of maintaining activities to continue providing existing services is $335.6 million over the 2021-
31 period. The expected capital expenditure on roads, water, wastewater, stormwater and flood
protection over this period is $102.7 million as reflected in the 30-year Infrastructure Strategy.

The graph below shows the trend for rates, borrowings and capital expenditure. Inflation is assumed to
total 28.5% over the 10 years, which is included in all figures in the plan.
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The council is forecasting that its operating expenditure will increase from $20.6 million to $27.1 million
between 2021 and June 2031. These increases are as a result of:

1 Price increases — inflation and the factors that influence it will mean that it costs more to do
business.

1 Increased staffing levels — for many years Council has been under resourced in a nhumber of
areas and this plan includes provision to include staff numbers that enables us to deliver a high
quality service to our ratepayers.

Public consultation will be undertaken on the Long Term Plan in the knowledge that projected Rates
increases, while still kept under control, are higher than previous Long Term Plans. Overall debt is
projected to increase but maintained within the limits contained in the Liability Management Policy,
while still adhering to the overall financial strategy adopted by the Council.

The Council has assessed the Local Government Act requirements and has adopted strategies to
ensure that over the period of the 10-year plan, we continue to maintain a financially sustainable

position.

The Council pays for its services from a variety of sources with rates being the largest portion. The
graph below shows how the Council’s activities are funded.
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The income sourced from rates is allocated across the various groups of activities as per the below
graph -

RATES INCOME BY GROUP OF ACTIVITIES

2030/31 ® Land Transport

m Water Supply

m Wastewater
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m District Development
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m Regulatory Services

m Governance & Support Services




3. Depreciation Funding

Most assets lose their value over time as they wear out (in other words, they depreciate), and must be
replaced once the end of their useful life is reached. Depreciation is a method of allocating the cost of
an asset over its useful life. Depreciation represents the charge to the current ratepayers for the use of
the asset during each year. This means that today’s generation does not pay for future generation’s
use of Council’s assets.

The objective of depreciation funding is to ensure that those who receive the benefit of Council’s assets,
pay a fair share towards the eventual replacement cost of the asset. The Council will review the amount
of funded depreciation each Long Term Plan to ensure that we are funding for our future renewals in a
sustainable and prudent manner. The assumptions that are made when undertaking the depreciation
modelling are conservative, and are reviewed every three years.

Compounding interest - Depreciation reserves are available for internal borrowing and earn interest.
The compounded interest earned on depreciation funds over the long term life of assets needs to be
considered to ensure that we do not over fund for the future renewal of the asset.

Internal debt repayment is currently funded from the depreciation reserve fund. Depreciation modelling
shows that for the 10 years of the Long Term Plan we will continue to have sufficient depreciation
reserves.

The following graph shows the impact of Council’s decisions in relation to the funding of depreciation
in relation to renewal expenditure for the next 2021-31 period.
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The Council is required under the Local Government Act 2002 to ensure that each year’s projected
operating revenues are set at a level sufficient to meet that year’s projected operating expenses.




The Council may set projected operating revenues at a different level from that required, if the Council
resolves that it is financially prudent to do so.

In addition to ensuring Council meets the balanced budget requirement, it has to consider the resulting
financial position for future years. In particular, that it has maintained the level of borrowings and
investments at a sustainable level to leave capacity for future generations.

For the 10 years in the Long Term Plan, Council has resolved not to balance the budgets mainly due
to the unfunding of depreciation in the following areas:

1 Community Facilities — depreciation has not been funded on some of these assets as they are
considered non-strategic and will not be replaced once they are no longer useful.

1 Roading — Council has made a decision not to fund depreciation on the basecourse and subbase
for sealed and unsealed roads for the Waka Kotahi portion of funding (assumed to be 61%).
Given the nature of these assets, the replacement of these is highly likely to be funded at the
prevailing funding assistance rate by Waka Kotahi, so funding this is not deemed necessary by
Council.

1 Waipa Rural Water Supply — after consultation with the Water Supply Committee the decision
was made not to fund depreciation. It was considered that the scheme was relatively new with
minimal renewal work required over the next 20 years and consumers had also paid a capital
contribution to join the scheme. It is envisaged that sustaining current income levels over the
term of the LTP will result in sufficient surpluses to fund desired capital expenditure.

POLICIES GOVERNING BORROWING LIMITS AND FINANCIAL INVESTMENTS
COUNCIL APPETITE FOR RISK

The Council is largely funded from collecting rates in return for the provision of services for the benefit
of the district. Therefore, the Council is risk adverse and has strict limitations on what investments it
can make. These limitations are contained in the Investment and Liability Management Policies.

BORROWING

Council uses both external and internal borrowing to fund the acquisition of assets. Council’s Liability
Management Policy governs the borrowing mechanisms and current limits.

The term of borrowings is to be the lesser of the estimated useful life of the asset or twenty years. Loans
principal is repaid over the life of the loan by regular principal repayments throughout the life of the loan.

LIMITS FOR BORROWING

In previous Long Term Plans, Council has projected to significantly reduce debt and is in a strong
financial position.

However, in the 2021-2031 Long Term Plan Council is planning to undertake an ambitious capital
investment programme, focusing on Water, Wastewater and Stormwater. As a result, Council’s debt is
projected to increase significantly from $0.5 million to a peak of $17.5 million during the course of the
Plan.

Council complies with all of the debt limits for the 10 years of the Long Term Plan as per the Liability
Management Policy. However, due to the increase in borrowings, the available headroom has
significantly reduced.

The graph below highlights the measure where the debt headroom is the lowest. This measure, Net
Debt: Total Revenue, must be less than 175% and is a Local Government Funding Agency (LGFA)
covenant.
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Council still has sufficient available headroom if required. For example, if an unplanned future event
occurred (such as a major earthquake) that required additional borrowings, Council could re-prioritise
planned projects to remain within the debt limits.

INTERNAL BORROWING

Internal borrowing is a mechanism available to manage both the level of funds available and external
debt.

This facility enables an activity to borrow from the Council treasury function as opposed to borrowing
externally, with an appropriate interest rate charged.

Utilising internal borrowing enables Council to manage its cash/investment portfolio to take advantage
of the moving margins between interest rate receivable and interest rate payable.

Internal borrowing is used when external borrowing costs are higher than investment returns.

In keeping with the Council’s objective to adopt a conservative approach to managing its finances, any
surplus funds are usually used for debt repayment rather than financial investment. It does not intend
to undertake financial investments for the purpose of generating significant returns, now or in the future.
As such, the Council does not seek to hold financial investments other than those that are short term
surpluses.

EQUITY INVESTMENTS

Council generally holds investments for strategic reasons where there is some community, social,
physical or economic benefit accruing from the investment activity.

Generating a commercial return on strategic investments is considered a secondary objective.
Investments and associated risks are monitored and managed, and regularly reported to Council.
Council equity investments are in Civic Financial Services Limited, Waikato Regional Airport Ltd,
Balance Agrinutrients, Local Government Funding Agency and the Waikato LASS.

SECURITY FOR BORROWING

Many of Council’s assets are not readily saleable so are less attractive as security items. Council will
secure borrowings by a charge over our rating revenue either directly or through a debenture trust deed.
Council will not secure other assets unless circumstances show it to be appropriate.




FINANCIAL INVESTMENTS

The Council holds financial investments as part of its day to day working capital management, cash
backed special funds, and as required by the Local Government

Funding Agency (Borrower Notes).

The Council may invest in approved financial instruments as set out in their Treasury Management
Policies.

SENSITIVITY

The Long Term Plan is sensitive to many risks and events.
The effects are set out in the assumptions sections of the Long Term Plan.
Some general examples of sensitivity to change include:

1 For every 1% increase in external debt interest rates, interest costs may increase by up to
$200,000 in 2025/26 when debt is at its peak.
1 A $100,000 increase in operating cost in Year 1 results in a 0.85% increase in rates.

CONSEQUENCES FOR NOT FOLLOWING THE PLAN

The consequences of not following the plan vary across a continuum from unnoticed to

catastrophic. The contingencies include having sufficient cash reserves, access to credit, and a
community able to afford unexpected events. Council has insurance and access to Government
funding for emergencies.




