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1.

Draft Activity Funding Impact Statements for 30 June 2021

PURPOSE
The matter for consideration by the Council is to give Councillors an early indication of the draft
financial results for 2020/2021, and for Council to approve the proposed allocations to carry
forwards, special funds, and between activities for the 2020/2021 Financial Year.
RECOMMENDATION FOR CONSIDERATION
That having considered all matters raised in the report:
a)

That Council receives the report entitled Draft Financial Report and Carry Forwards
for the 2020/2021 Financial Year.

b)

Council approve the proposed allocations to carry forwards and special funds for the
2020/2021 Financial Year.

c)

Council approve that the 2020/2021 activity surpluses in the general rate funded
activities be used to fund the deficits in the general rate funded activities as
proposed.

d)

Council approves funding the $428k shortfall in drinking water renewal budget via
loan funding.

EXECUTIVE SUMMARY
This report brings to Council the draft unaudited Financial Statements for the Council for the year
ended 30 June 2021.
Contained in the report is a list of movements in Special Funds/Carry Forwards that are proposed
to be funded from this year’s activities, and a proposal that where a general rate funded activity
has a surplus, that this surplus be applied to those general rate rated activities that have deficits.
BACKGROUND
Throughout the year Council has received quarterly management reports on Council Finances.
This report brings to Council an early draft unaudited financial results for the year ended 30 June
2021, and the funding impact statement for both the whole of Council and each group of activities
undertaken by Council.
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DISCUSSION
Set out below is a summary of the draft unaudited financial results for the 2020/21 financial year:
Statement of Comprehensive Revenue and Expense for the year ended 30 June 2021

It is important to note that this is based on traditional accounting presentation requirements and is
more akin to how a “For Profit” entity would report. It is quite different to the Funding Impact
Statement that the Local Government Act requires which looks at all sources of income/funds
received and then how it has been applied/spent.
This years financial results have significantly been impacted by unbudgeted revenue and costs that
relate to Central Government initiatives such as the Provincial Growth Fund, 3 Waters Reform, and
economic stimulus packages post Covid.
Councils revenue is nearly $20m ahead of budget, but almost all of this is in subsidises and grants
received from external parties, and hasn’t come from the rate payer.
This includes subsidises and grants include such projects as:
•

3 Waters Reform (water infrastructure upgrades)
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Route 52 Roading Upgrade (PGF)
Nga Ara Tipuna – Cultural Tourism (MBIE and others)
Economic Recovery/Job Creation (MBIE)
Responsible Camping (MBIE)

12 August 2021
$6.2m
$2.4m
$3.6m
$0.1m

In additional to the earnt subsidies and grants listed above, Council has received a further $3.4m of
unearnt subsidies and grants as at 30 June 2021 and these have been treated a liability (revenue
in advance) rather than revenue. For example to date Council has received $5.5m of 3 waters
reform money, but it had only spent $4.1m of it by balance date and the remaining $1.4m has been
treated as revenue in advance.
The business as usual revenue lines have tracked closely to budget.
Fees and Charges are slightly ahead of budget particularly in the consenting area and reflects the
hot property market, and the higher than normal sub-division and building activity experienced in
our community.
When you turn your attention to expenses, you will note that these too are ahead of budget,
particularly in the operational costs area.
Again much of this relates back to the additional external funding being spent. $1m of the 3 waters
reform money has been used to fund 3 waters operational costs (the balance in asset creation),
the $2.4m Nga Ara Tipuna Project has also been treated as operational (Council is essentially
project managing the project on behalf of an independent trust), and $3.6m Economic Recovery
and $0.1m Responsible Camping are also both operational.
As stated earlier, these financial results are early draft unaudited financial statements. The auditors
don’t arrive on site until the 23rd August 2021 and as a result the results are subject to refinements
and audit adjustments.
For example you’ll note that there is currently no revaluation movements recorded as officers are
waiting on external contractors to pair review the revaluation of Councils roading assets. Stantec
have provided the first draft of their report which shows a increase of Councils roading assets of
$8.9m (although most of this is asset additions during the year).
Also, Council (in conjunction with DOC), sold 5 former reserves in early 2021. To date Council has
incurred significant sales costs and these have been funded through special funds account “S001
Capital Projects Fund” which is why this account is currently overdrawn by $217k. The solicitors
are in the process of finalising the sales proceeds and costs incurred by both parties, but it is
expected that Council will receive approximately $305k once the dust settles. This sale is yet to be
booked as we are waiting on the final details.
External Debt/ Investments/ Asset Creation
During 2020/21 Council’s external debt has remainder unchanged at $20m. This was partly
because we drew some debt early (before it needed) late last year and held this money as an
investment till it was required, and during the year Council has received 3 Waters reform money
which has allowed some capital works to be externally funded.
Council’s weighted average cost of funds is 2.28% (2020: 2.28%), and the maturities are as the
table below:
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Since balance date, Council has drawn a further $2m for a period of 1 year at an interest rate of
1.25% pa.
During 2020/21 Council has spent $25.9m on acquiring new assets or renewing existing assets.
While Council has external debt of $20m, it also has internal debt (i.e. borrowings from other
Council reserves). Total debt at 30 June was $25.5m which means in addition to the $20m external
debt, Council has used $5.5m of Councils internal funds to fund its infrastructure assets. The pie
chart below shows how this debt is allocated to the various Council activities.

Special Funds
Special Funds and Trust Accounts are funded held for a specific purpose and are allocated interest
annually from Councils investments/internal borrowings. Special Funds total just over $7m.
Each year Council allocates its investment revenue to these special funds, and for 2020/21 Council
is proposing to allocate $206k of interest to Councils special funds which will represent an average
2.9% pa return.
Obviously, during 2020/21 Council has seen investment returns fall, so this year Officers propose a
tiered interest payment to its special funds.
Tier One – these special funds are held for infrastructure replacements and require returns
sufficient to offset inflation, and to provide an alternative to 100% rate funding of infrastructure.
Officers propose to pay interest of 3.25% pa to this group.
Tier Two – These are Councils Scholarship Funds where Council gives away the interest to the
scholarship recipients. Officers propose to pay interest of 3.00% pa to this group to maintain the
capital base of these scholarship funds.
Tier Three – Mayoral Fund – this fund requires sufficient interest to top the fund back up to $5k
each year, rather than being based on a pure return basis.
Tier Four – Everything else. Here officers propose to provide a return of 1.5% pa which is in line
with term deposit rates being offered by the high street banks.

Item 6.10

Page 4

Finance and Infrastructure Committee Meeting Agenda

12 August 2021

Below is a table listing the various special funds, the current balance being held, and the proposed
interest return:

The movements in the special funds during the year include the funding of, or the additional
provision for:
Water Security Funding - $69k spent
Nga Ara Tipuna Contribution - $210k spent
Te Paerahi Public Toilet - $23k spent
By Election Costs - $5k spent
Vehicle Replacements – $57k provision
Landfill Aftercare - $51k part repay leachate loan
Mayoral Fund - $3k spent
Adverse/Catastrophic Events – $389k provision ex Reorganisation of balances, and addition
of NZTA refund and surplus budget
Stormwater Renewal - $221k Tutanekai Helicoil Project Spend
Wastewater Upgrade - $200k Wetlands Project Spend
Drinking Water - $9k Spend budget shortfall
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Bridge Replacement - $53k provision
Planting - $20k provision ex bequest
Waste Minimisation - $45k spend on Glass Bunker and education
Retirement Housing - $23k budget shortfall
Carry Forwards
Carry Forwards is the practice where Councils take projects that where budgeted to occur in a
financial year, and therefore rated for but remain unspent at year end. These projects are expected
to be completed in the following financial year so Council “Carries Forward” the rates funding to the
following year to allow that project to be undertaken.
For the 2020/2021 below is a list of the Carry Forwards (note these are cumulative and include any
carry forwards from previous years that remain unspent):
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You’ll note that in the community facilities space there is significant renewals being carried forward.
That is because they tend to rate for capital works over several years, and then undertake a
significant piece of work once the funds are available.
Group Surplus and Deficits
Once you that taken into account the operating result of each Council Activity, and the movements
in Special Funds and Carry Forwards above, Council is still left with a surplus/(deficit) in each
activity.
For those activities are aren’t funded by targeted rates we are able to apply the surpluses against
the deficits and this looks like the following table:

For those activities that are funded through targeted rates (3 Waters and Roading) any surpluses
and deficits are ring fenced to those activities. Any surpluses are carried forward to future years,
and any deficits are funded from prior year surpluses from that activity.
This has been achieved in all cases except Drinking Water. Below is the Funding Impact
Statement (FIS) for Drinking Water and as you can see from the highlighted line Council has spent
$637k more on renewals than budgeted, or rated for. While through the use of carry forwards and
reserves we have managed to fund $209k of this, the remaining $428k could not be covered and
has had to be borrowed.
In the Long Term Plan for years 1-5 Council has programmed a large renewal program that will be
loan funded, however due to failures throughout the year of Councils reticulation network some of
this work has had to be undertaken this year and officers propose to reduce renewal work in year 1
of the Long Term Plan by the $428k to offset this early loan drawdown. Essentially Council has
(due to asset failures) had to get ahead of the curve and do some of the work planned for year 1 of
the Long Term Plan, before the start of the new financial year. This situation was signalled earlier
in the year when Council considered the end of year forecast.
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Having done all done all this Council has a balanced Funding Impact Statement (as per the table
below):

RISK ASSESSMENT AND MITIGATION
The proposed actions ensure that the targeted rates remain ring fenced for the use of 3 waters and
roading, and that the general rate funds are only applied to those activities that are to be funded by
general rates under Council’s Revenue and Financing Policy.
FOUR WELLBEINGS
This report delivers an update on Council’s finances, and shows that Council is acting in a
transparent, fiscally prudent manner, with the best interests of Central Hawkes Bay District in mind.
DELEGATIONS OR AUTHORITY
While much of the movements in special funds and carry forwards reflect previous Council
resolutions, how to deal with the residual activity surplus (deficits) needs to be decided.
SIGNIFICANCE AND ENGAGEMENT
In accordance with the Council's Significance and Engagement Policy, this matter has been
assessed as of some importance.
OPTIONS ANALYSIS
Council as the ability to approve the proposed allocations to carry forwards and special funds, and
the drinking water renewal loan of $428k for the 2020/2021 Financial Year and that the 2020/2021
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activity surpluses in the general rate funded activities be used to fund the deficits in the general
rate funded activities as proposed.
Or Council can chose not approve the proposed allocations, and provide officers with guidance
how they wish to allocate the surplus/ (deficits) between special funds/carry forwards/and activities.

Recommended Option
This report recommends option number one, approving the proposed allocations for addressing the
matter.

NEXT STEPS
Officers will action whatever decision is made, and proceed to have the Auditor General audit
these financial statements.
RECOMMENDATION
a) That Council receives the report entitled Draft Financial Report and Carry Forwards
for the 2020/2021 Financial Year.
b) Council approve the proposed allocations to carry forwards and special funds for the
2020/2021 Financial Year.
c) Council approve that the 2020/2021 activity surpluses in the general rate funded
activities be used to fund the deficits in the general rate funded activities as proposed.
d) Council approves funding the $428k shortfall in drinking water renewal budget via
loan funding.
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