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Audit and Risk Subcommittee — Terms of Reference

A subcommittee of the Finance and Operations Committee

Fields of Activity
The Audit and Risk Subcommittee is responsible for assisting Council in its general overview of
financial management, risk management and internal control systems that provide:

a Effective management of potential risks, opportunities and adverse effects; and

a Reasonable assurance as to the integrity and reliability of the financial reporting of Council;
and

u Monitoring of the Council’s requirements under the Treasury Policy

Membership

Chairman appointed by the Council

The Mayor

Deputy Mayor

Chairman of Policy and Strategy Committee
Chairman of Finance and Operations Committee
Chairman Planning and Regulatory Committee
Chairman Hearings Committee

Quorum — 4 members
Delegated Powers
Authority to consider and make recommendations on all matters detailed in the Fields of Activity and

such other matters referred to it by the Council or the Finance and Operations Committee

The subcommittee reports to the Finance and Operations Committee.






HASTINGS DISTRICT COUNCIL

AUDIT AND RISK SUBCO MMITTEE MEETING

WEDNESDAY, 18 APRIL 2012

VENUE: Landmarks Room
Ground Floor
Civic Administration Building
Lyndon Road East
Hastings

TIME: 1.00pm

AGENDA

Apologies
At the close of the agenda no apologies had been received.

That an apology from Councillor Lester for leave of absence, be
received.

Conflict of Interest

Members need to be vigilant to stand aside from decision-making
when a conflict arises between their role as a Member of the Council
and any private or other external interest they might have. This note
is provided as a reminder to Members to scan the agenda and assess
their own private interests and identify where they may have a
pecuniary or other conflict of interest, or where there may be
perceptions of conflict of interest.

If a Member feels they do have a conflict of interest, they should
publicly declare that at the start of the relevant item of business and
withdraw from participating in the meeting. If a Member thinks they
may have a conflict of interest, they can seek advice from the Chief
Executive or Group Manager Corporate & Customer Services
(preferably before the meeting).

It is noted that while Members can seek advice and discuss these
matters, the final decision as to whether a conflict exists rests with the
member.

Consideration of:

a) Additional Business Items

b) Extraordinary Business Items



TRIM File No. CG-10-3-5-008
4. Confirmation of Minutes

a) Minutes of Audit and Risk Subcommittee for Confirmation

(Previously circulated) 7
5. Audit Management Letter 9
6. Treasury Activity and Funding 13
7. Additional Business Items
8. Extraordinary Business Iltems
9. Recommendation to Exclude the Public from Items 10 and 11 27

10. Confirmation of the Minutes of Audit and Risk Subcommittee
held 15 February 2012 while the Public were Excluded

11. 2012/13 Insurance Renewal
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HASTINGS DISTRICT COUNCIL

AUDIT AND RISK SUBCOMMITTEE MEETING
ADDITIONAL BUSINESS ITEMS

WEDNESDAY, 18 APRIL 2012

RECOMMENDATION

That the following items of additional business be included on the agenda for
reasons of urgency:

NB: Additional items are those which have been notified two clear working days
prior to the meeting. Resolutions can be made in respect of these items.

CG-10-3-5-008
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HASTINGS DISTRICT COUNCIL

AUDIT AND RISK SUBCOMMITTEE MEETING
EXTRAORDINARY BUSINESS ITEMS

WEDNESDAY, 18 APRIL 2012

RECOMMENDATION

That the following items of extraordinary business be included on the agenda for
reasons of urgency:

CG-10-3-5-008



File Ref: 12/337

REPORT TO: AUDIT AND RISK SUBCOMMITTEE
MEETING DATE: WEDNESDAY 18 APRIL 2012

FROM: COMMITTEE SECRETARY
CHRISTINE HILTON

SUBJECT: MINUTES OF AUDIT AND RISK SUBCOMMITTEE FOR
CONFIRMATION

RECOMMENDATION

That the minutes of the Audit and Risk Subcommittee meeting held 15
February 2012 be confirmed as a true and correct record and be adopted.

Attachments:
There are no attachments for this report.

Audit and Risk Subcommittee 18/04/2012 Agenda Item: 4a Page 7
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File Ref: 12/265

REPORT TO: AUDIT AND RISK SUBCOMMITTEE

MEETING DATE: WEDNESDAY 18 APRIL 2012

FROM: CHIEF FINANCIAL OFFICER
TONY GRAY

SUBJECT: AUDIT MANAGEMENT LETTER

1.0 SUMMARY

1.1  The purpose of this report is to update the Subcommittee on progress on a
number of matters arising from the Audit New Zealand Management letters.

1.2  This issue arises from the receipt of the Audit New Zealand Management
letters and a request of the subcommittee to provide reports on progress in
dealing with issues raised in those letters.

1.3 The Council is required to give effect to the purpose of local government as
prescribed by Section 10 of the Local Government Act 2002. That purpose
includes the promotion of the social, economic, environmental and cultural
wellbeing of communities. The Council seeks to meet this obligation and the
achievement of community outcomes through the strategic objectives set out
in the 2009-2019 Long Term Council Community Plan. The matters raised in
this report are administrative in nature and therefore relate to all Council’s
Strategic Objectives.

1.4  This report concludes by recommending that the report of the Chief Financial
Officer dated 18 April 2012, titled Audit Management Letter be received.

2.0 BACKGROUND

2.1 Audit New Zealand have issued management letters on the Statutory
Accounts. The Subcommittee requested that Council Officers report back on
progress on these issues at each meeting of the subcommittee

3.0 CURRENT SITUATION

3.1 Attached in Attachment 1 is the Action List of items arising from the Audit New
Zealand Management letter with progress on each of the items reported.

3.2  There are only two items to complete and these are on track. The revised
procurement policy review is being submitted to the 26 April 2012 Policy and
Strategy Committee meeting.

3.3 Audit NZ have been provided with a copy of this report and have been
updated on progress being made on the matters raised in their Audit
Management letter.

40 RECOMMENDATION

A) That the report of the Chief Financial Officer titled Audit

Audit and Risk Subcommittee 18/04/2012 Agenda ltem: 5 Page 9
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File Ref: 12/265

Management Letter dated 18 April 2012 be received.

Attachments:

1 Action List - Items from Audit New Zealand Management Letter FIN-07-01-12-190

Audit and Risk Subcommittee 18/04/2012 Agenda ltem: 5
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Action List - ltems from Audit New Zealand Management Letter

Attachment 1

Audit and Risk Sub Committee
Action List - Iltems from Audit New Zealand Management Letter

Meeti Previous Revised
Action . .
ng Action Resegs;lc;ri]ble Due Date Revised D(lig E;t)e Status
No. | pate P Due Date
mtg)
1 9 Nov | Procurement Policy Review David Fraser 30/6/2011 | 28/2/2012 | 15/4/2012 | Revised Procurement Policy to Policy
2010 and Strategy Committee on 26 April 2012
2 9 Nov | Procurement Policy Review David Fraser 30/6/2011 | 28/2/2012 | 30/6/2012 | Revised Procurement Manual to be
2010 completed and approved by Leadership
Management Team

Audit and Risk Subcommittee 18/04/2012

Agenda ltem: 5

Page 11
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File Ref: 12/277

REPORT TO: AUDIT AND RISK SUBCOMMITTEE

MEETING DATE: WEDNESDAY 18 APRIL 2012

FROM: BUSINESS ANALYST
CAROLINE THOMSON

SUBJECT: TREASURY ACTIVITY AND FUNDING

1.0 SUMMARY

1.1  The purpose of this report is to update the Subcommittee on treasury activity
and funding issues.

1.2 The Council is required to give effect to the purpose of local government as
prescribed by Section 10 of the Local Government Act 2002. That purpose
includes the promotion of the social, economic, environmental and cultural
wellbeing of communities. The Council seeks to meet this obligation and the
achievement of community outcomes through the strategic objectives set out
in the 2009-2019 Long Term Council Community Plan. The matters raised in
this report are administrative and relate to all strategic objectives.

1.3 This report concludes by recommending that the report on treasury activity
and funding is received.

2.0 BACKGROUND

2.1 The Hastings District Council has a Treasury Policy in the LTCCP and a
Treasury Management Policy. Under these policy documents responsibility for
monitoring treasury activity is delegated to the Audit and Risk Subcommittee.

2.2  Council is provided with independent treasury advice by Stuart Henderson of
Asia Pacific Risk Management and receives weekly and monthly updates on
market conditions.

2.3 Under the Treasury Policy, formal reporting to Council occurs quarterly and
regular reporting is provided for the Audit and Risk Subcommittee.

3.0 CURRENT SITUATION

3.1 The Council is actively managing its interest rate and funding risk and
currently has adequate interest rate cover in place based on the projected
funding requirements.

3.2  Council has adequate facilities to access funding over the next 12 months.

3.3 There has been very little change in the status of Council’s risk profile since

the last report to the Subcommittee. A swap for $5m at an interest rate of
6.84% with ASB maturing on 20" January 2016 has recently been extended
to mature on 20™ July 2019 at an interest rate of 5.9%. This swap extension
has assisted in reducing the average interest rate on the swap book by 0.8%.
We are fully compliant with our interest rate risk management policy.

Audit and Risk Subcommittee 18/04/2012 Agenda ltem: 6 Page 13
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3.5

3.6

3.7

3.8

3.9

3.10

The current total gross external debt is $58.9m as at 29 February 2012
compared to $63.7m as 31 December 2011. The reduction in debt is due to
receipt of the February quarterly rates instalments ($4.4m). We predict
external debt to be around $63m by the end of March. This is supported by
the Debt Status Report as at 29 February 2012 (attached as Attachment 1).

Attachment 2 shows the Council’s position for funding risk. This shows that
at $90 million the Council has sufficient facilities to meet its current and future
requirements. Council is fully compliant with its funding policy limits.
Attachment 2 shows that 44% of facilities are in the 0—3 year band compared
to a policy maximum of 50%; 44% of facilities are in the 3-5 year band and 11
% of facilities are in the 5-10 year period. It is projected that the liquidity ratio
will be 125% at year end which is well in excess of the policy minimum of
110%.

Attachment 3 shows the level of interest rate cover in place based on the
projected debt requirement for the next 12 months is 72% with full policy
compliance in the bands.

The weighted average cost of debt has decreased from 6.63% as at 31
December 2011 to 6.4% as at 29 February 2012. The interest costs for the
guarter have been managed effectively with officers taking advantage of
favourable interest rates arising from the commercial paper market, effective
management of the interest rate swap book and taking advantage of the
continued low base interest rates. No new cover has been taken out resulting
in Council’s level of interest rate cover reducing from 86% as at 30 June 2011
to 72% as at 29 February 2012. This together with active treasury
management and favourable interest rate movements has contributed to the
decrease in the weighted average cost of debt.

Council’'s debt is managed within the macro limits set out in the Treasury
Policy. This table below compares the actual against the macro limit in the
policy and shows that Council is within policy limits by significant margin.

- Macro | Actual 30 June| Actual 29 Feb
Ratio o

Limits 2011 2012
Net debt as a percentage of equity <20% 4.0% 4.0%
Net debt as a percentage of budgeted <150% 61204 59 10
income ? o7 7P
Net interest as a percentage of income <15% 3.9% 4.0%
Net interest as a percentage of annual <20% 6.4% 6.6%
rates income ' '
Liquidity (term debt + committed loan >110% 154. 7% 152 7%
facilities to existing debt) ? 70 70

A cashflow forecast to 29 February 2013 has been undertaken. The forecasts
continue to indicate projected external debt levels of circa $72.0m and based
on projected funding requirements this is considered reasonable for Treasury
Management. The forecast at this stage assumes that no significant growth
expenditure will be incurred during this period.

Audit and Risk Subcommittee 18/04/2012

Agenda ltem: 6 Page 14
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3.11 The drivers of the forecast reduced debt levels in 2011/12 from the Annual

4.0
4.1

4.2

4.3

Plan of $81.232m to $72.0m is due to the relative low level of current year to
date capital expenditure compared to budget and in particular growth capital
expenditure being put on hold until development progresses and the
difference between forecast and actual debt as at 1 July 2011.

MARKET COMMENTARY

The Official Cash Rate remains unchanged at 2.5% since the last report. The
RBNZ at the latest release (8 March 2012) stated;

“The domestic economy is showing signs of recovery. Household spending
appears to have picked up over the past few months and a recovery in
building activity appears to be underway. That recovery will strengthen as
repairs and reconstruction in Canterbury pick up later in the year. High export
commodity prices are also helping to support a continuing recovery in
domestic activity.

“Policy actions from a number of central banks have boosted global
confidence. While encouraging, financial market sentiment remains fragile and
risks to the global outlook remain. Furthermore, the easing in global monetary
policy and resultant recovery in risk appetite has contributed to a marked
appreciation in the New Zealand dollar.

“While helping contain inflation, the high value of the New Zealand dollar is
detrimental to the tradable sector, undermines GDP growth and inhibits
rebalancing in the New Zealand economy. Sustained strength in the New
Zealand dollar would reduce the need for future increases in the OCR.

“Given the medium-term outlook for inflation, it remains prudent to hold the
OCR at 2.5 percent.”

The impact on interest rates for corporates is still being muted to some extent,
as the underlying borrowing rate is driven by the banks cost of funding which
is significantly higher because of the international markets and new
regulations requiring banks to obtain funding from more stable sources -
namely retail deposits or longer-term wholesale funding.

The New Zealand swap yield curve has moved higher since the last report
with the 30 basis point increase in US 10 year government bonds being the
main driver. Over the medium-term the profile for short and long-term rates
remains upwards. For now, however, there appears to remain little urgency
for the RBNZ to begin this process with significant uncertainties globally (and
their impact on New Zealand) remaining in place.

90 Day BB | 3yrSwap | 5yrSwap | 10 yr Swap

(%) (%) (%) (%)
Feb 11 2.89 3.80 4.38 5.18
Mar 11 2.63 3.80 4.44 5.23
Apr 11 2.68 3.85 4.55 5.35
May 11 2.69 3.86 4.44 5.17
June 11 2.66 3.76 4.38 5.16
July 11 2.92 4.04 451 5.15
Aug 11 2.94 3.67 4.17 4.84

Audit and Risk Subcommittee 18/04/2012 Agenda ltem: 6 Page 15
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5.0
5.1

5.2

5.3

Sep 11 2.88 3.32 3.78 4.51
Oct 11 2.71 3.43 3.97 4.73
Nov 11 2.71 3.07 3.56 4.36
Dec 11 2.75 2.93 3.38 4.12
Jan 12 2.73 2.90 3.32 4.07
Feb 12 2.75 3.31 3.77 4.46

Interest Rate Movements Feb 2011 to Feb 2012
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FUNDING FACILITIES

Attached in Attachment 4 are details of our current debt facilities together
with details of expiry dates and margins. Bearing in mind the current market
conditions, the debt facilities put in place last year were priced very
competitively. Our current debt profile is within policy.

As advised at the February 2012 Audit and Risk Subcommittee meeting our
forecast debt portfolio as at 30 June 2012 and 31 December 2012 will be
outside of policy if no action is taken. Attachment 5 and 6 are details are
details of our forecast debt portfolio if no action is taken as at 30 June 2012
and 31 December 2012. Officers are working to bring this into policy and have
advised the LGFA that it will be seeking $15m for a period of 7 years in late
May early June 2012. This is expected to require a cancellation of an
equivalent amount of short term (0-3 years) bank facilities but that will be
considered closer to the time.

With margins expected to increase over time it may be more cost effective for
Council to retain more facilities in the 0-3 year period than required under
policy rather than to cancel facilities. Attachment 7 shows the impact of an
additional debt facility of $15m in the 7 year period. This increases the liquidity
ratio to 140% and puts the 0-3 year facilities at 57% of the debt portfolio
compared to a policy limit of 50%. All other time periods are within policy. The

Audit and Risk Subcommittee 18/04/2012 Agenda ltem: 6 Page 16
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cost of holding these facilities, which would be largely unutilised, will cost
$3,333 per month or $40,000 per annum (commitment fees only). This will
result in Council being out of policy until May 2013 (when the CBA facility
matures). It does mean however that this protects Council from incurring
potentially substantial increases in fees (margins and commitment fees) by
not having to replace these facilities in the market in May 2013. Officers are of
the view that this is an appropriate strategy (with forecast increases in
commitment fees and margins) but will result in Council being out of policy in
the debt maturity period of 0-3 years. The forecast breach is only minor and
officers consider that this is in the best interests of Council. These facilities
are expected to be unutilised and this is reflected in a higher liquidity ratio.
Officers would appreciate feedback from the Subcommittee on this proposed
strategy.

5.4  Officers continue to take advantage of the favourable commercial paper
market at margins of around 50 basis points which is circa 50 basis points
cheaper than our bank facilities. This has resulted in a reduction in the
average cost of debt. Council will continue to participate in this market while it
is cost effective to do so. Council has adequate committed bank facilities to
accommodate and refinance this commercial paper. Officers will continue to
take advantage of the commercial paper market while it is favourable.

6.0 RECOMMENDATION
A) That the report of the Business Analyst titled Treasury Activity

and Funding dated 18/04/2012 be received.

B) That the Subcommittee note the forecast minor breach of treasury
policy in the 0-3 year debt maturity profile of 67% (compared to
the policy band of 10-60%) as at 30th June 2012 continuing until
May 2013 if all existing financial facilities are maintained and that
it is considered that the maintenance of these facilities is in the
best interests of Council.

Attachments:

1 Public Debt Status Report as at 29 February 2012 CG-02-17-19-12-127

2 Funding Risk Profile as at 29 February 2012 CG-02-17-19-12-128

3 12 month Debt Profile CG-02-17-19-12-129

4 Council Debt Facilities CG-02-17-19-12-123

5 Projected Funding Risk Profile at 30 June 2012 CG-02-17-19-12-124

6 Projected Funding Risk Profile at 31 December 2012 CG-02-17-19-12-125

7 Projected Funding Risk Profile (including additional $15m facility) CG-02-17-19-12-130

Audit and Risk Subcommittee 18/04/2012 Agenda ltem: 6 Page 17
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Attachment 1

Public Debt Status Report as at 29 February 2012

Attachment 1

Status Report on Council Debt
As at 29 February 2012
1. Loan Funding Requirement 2011/12
Budget Budget Actual to
Annual Plan  {Incl C\Fwds) 29-Feb-2012
$ $ $
Proposed New Loans 16,431,000 ‘ 16,431,000 5372,795
Existing loans repaid 500,000 500,000 -
Less Debt repayment -6,601,000 -6,601,000 -3,753,868
Tofal Required 10,330,000 10,330,000 1,618,928
2 External Borrowing (Net Debt)
Bank Facitities 33,200,000
Term Funding 25,740,565
3. Summary of Internal Borrowings
Balance 1 July 2011 33,430,069
Plus: Reguirement to date 1,618,928
Less: Movement in bank facilities -770,000
Internal Borrowings at 31 December 2011 34,279,897
Funding of internal borrowings
Total Internal Borrowings 34,279,887
Funded from Special Fund Reserves (interest bearing) 6,198,138
Funded from Special Fund Reserves (non interest) 14,408,707
General Funds used for internal borrowings 13,673,052
4. Gross Council Debt allocated to activities
Actual External Debt on Issue 58,940,585
Plus: Internal Borrowings 34,279,887
Gross Debt at 31 December 2011 93,220,462
Interest Rate Profile
Year of Profile at | Percentage| Profile at Percentage Ave
Maturity 1/07/2011 of Total 29/02/2012 of Total Interest
Rate
2013/14 10,000,000 19.14% 4,000,000 7.66% 5.93%
2014/15 10,500,000 20.10% 10,500,000 20.10% 5.57%
2015116 8,000,000 15.31% 4,000,000 7.66% 5.01%
201617 §,000,000 9.57% 10,000,000 19.14% 6.10%
2017118 13,003,000 24.88% 13,000,060 24.88% 6.24%
2018719 §,000,000 9.57% 5,000,000 9.57% 6.25%
beyond 2019 740,565 1.42% 5,740,565 10.99% 0%
Totals 52,240,565 100%| 52,240,565 100% 5.27%
Average Term (years) 4.18
Average Interest Rate {excl margins) 5.27%
Swaps -5,930,000 ok -6,700,000
External Debt 58,170,565 58,940,565
Total 52,240,565 52,240,565
e Represents swaps held where no external debt held to offset.

Audit and Risk Subcommittee 18/04/2012
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Public Debt Status Report as at 29 February 2012

Attachment 1
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Attachment 2

Funding Risk Profile as at 29 February 2012
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12 month Debt Profile

Attachment 3

Months
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Attachment 4 Council Debt Facilities
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Appendix 4
Type Banking Facility Facility Margin %
Institution Amount Maturity
Floating Rate | ANZ 10.0 10 March 2014 2.00
Notes ANZ 5.0 18 April 2014 0.13
Forsyth Barr 5.0 20 July 2015 0.15
Westpac 5.0 24 April 2016 0.15
Debt Facilities | CBA 25.0 6 May 2013 0.70
Wesitpac 20.0 1 July 2015 1.00
Westpac 10.0 1 July 2017 1.30
ANZ 10.0 6 Aug 2015 1.20
Local Housing New 0.74 30 June 2028 0.00
Government | Zealand

Audit and Risk Subcommittee 18/04/2012 Agenda Item: 6 Page 22
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Projected Funding Risk Profile at 30 June 2012

9 waj

G Juswyoeny

a|qe|leAy m umelqm

lL-0L OL-6 L=9 9+=§ S-v V-

%0 %<E %19

%09-%01 %09-%0¢ %05-%01L
sn|d sieah g siealg-¢ sieal ¢ -0

%SZ1 oney Apinbiqjusiing

Wiz /$ 3Se29104 199Q YIUo Z1L

%011 oney Aipinbig Aa1jod W6$ SalH|IoeN20}S/UBOT pajiwwo)

[1Iouno9) 3o13s1q sbunseH

cl-unp-0¢

Page 23

Agenda Item: 6

Audit and Risk Subcommittee 18/04/2012



Projected Funding Risk Profile at 31 December 2012

Attachment 6
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Attachment 7

Projected Funding Risk Profile (including additional $15m facility)
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HASTINGS DISTRICT COUNCIL
AUDIT AND RISK SUBCO MMITTEE MEETING

WEDNESDAY, 18 APRIL 2012

RECOMMENDATION TO EXCLUDE THE PUBLIC

SECTION 48, LOCAL GOVERNMENT OFFICIAL INFORMATION AND MEETINGS
ACT 1987

THAT the public now be excluded from the following part of the meeting, namely:

10 Confirmation of the Minutes of Audit and Risk Subcommittee held 15
February 2012 while the Public were Excluded

11 2012/13 Insurance Renewal

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

GENERAL SUBJECT OF EACH REASON FOR PASSING THIS GROUND(S) UNDER
MATTER TO BE CONSIDERED RESOLUTION IN RELATION TO SECTION 48(1) FOR THE
EACH MATTER, AND PASSING OF EACH
PARTICULAR INTERESTS RESOLUTION
PROTECTED
10 Confirmation of the As stated in the minutes Section 48(1)(a)(i)
Minutes of Audit and Risk Where the Local Authority is
Subcommittee held 15 named or specified in the
February 2012 while the First Schedule to this Act
Public were Excluded under Section 6 or 7 (except
Section 7(2)(f)(i)) of this Act.
11 2012/13 Insurance Section 7 (2) (h) Section 48(1)(a)(i)
Renewal The withholding of the information is Where the Local Authority is

necessary to enable the local named or specified in the
authority to carry out, without First Schedule to this Act
prejudice or disadvantage, under Section 6 or 7 (except
commercial activities. Section 7(2)(f)(i)) of this Act.
Section 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).

Commercial activity.

Audit and Risk Subcommittee 18/04/2012 Agenda ltem: 6 Page 27



