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FINANCIAL STRATEGY

FINANCIAL
STRATEGY

INTRODUCTION

This financial strategy continues the focus Council set investing in the assets and services for the Districts progress
in previous Long-term Plans on prudently managing our and ensuring that the impacts on rates, debt, levels of service
investments and borrowings, keeping rates affordable and and investments are acceptable to the community. It will
sustainable and looking after the assets we have while guide the Council’s future funding decisions and, along with
maintaining levels of service. the Infrastructure Strategy, informs the capital and operational

spending for the Long-Term Plan 2021-31. The strategy
This strategy outlines the Council’s financial vision for the next  identifies the challenges that we will face over the next ten
10 years and our approach for achieving the balance between years, and how we plan to respond financially.

PRUDENCE AND SUSTAINABILITY
Council will manage it’s finances prudently and in a way that
promotes the current and future interests of the community

FINANCIAL STRATEGY INFRASTRUCTURE
The Council’s financial strategy informs and guides H STRATEGY

the assessment of funding and expenditure proposals

FUNDING AND FINANCIAL POLICIES
Council adopts a set of funding and financial policies to provide predictability and
certainty over the sources and levels of funding

BALANCED BUDGET REQUIREMENT
Operating revenues will be set at a level that meets operating expenditure

The strategy identifies the challenges that we will face over
the next ten years, and how we plan to respond financially. ”
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FINANCIAL STRATEGY

THE PAST

In previous financial strategies, we identified a number of
financial challenges that faced the district and the measures
to address them. This strategy supports this approach

and illustrates how we are currently tracking against

our objectives.

Council made significant investments in infrastructure

and community assets from the mid 2000’s including the
Eastern Arterial Bypass (ETA), the upgrade of the AC Baths,
upgrades to water treatment plants in Taupo, Turangi

and Mangakino to meet Ministry of Health drinking water
standards, and wastewater treatment plant upgrades in
Taupo, Mangakino and Turangi.

As these investments provide intergenerational benefit it is
appropriate that they were funded by loans to share the cost
across todays and tomorrows ratepayers. This has resulted in
Council’s current high gross debt level.

Over the period 2009 -2015 Council’s revenue from sources
other than rates was lower than projected. This was partially

a consequence of the global financial crisis that resulted in a
slow-down in the creation of new subdivisions and building
activity. In addition, development and sales of Council land did
not proceed as planned.

The package of interconnected measures Council implemented

in 2012 to ensure we had a prudent and sustainable financial

strategy for the future included:

¢ Selling some investment assets - we sold some land and
forestry assets to fund previously capitalised interest

THE PRESENT AND THE FUTURE

From 2015 onwards the District has enjoyed a period of
strong growth particularly in the northern regions of the
District with multiple new subdivisions and strong
housing growth.

As a result of this strong growth and an increasing regulatory
framework, particularly around water and wastewater Council
has had to investment more in core infrastructure in order to
keep pace with this growth and provide for future

anticipated growth.

The impact of this can be seen in a significantly increased
capital programme (including renewals) to service both this
growth but also the increased regulatory framework for water
and wastewater services.

To fund this Council will need to borrow more and this

is reflected in a growing debt balance in this strategy.
Accordingly, Council has revised its debt to revenue limit
from 200% of operating revenues to 225% of operating

payments and reduce debt

¢ A new funding model was introduced to improve fairness,
sustainability and efficiency

* Reviewed infrastructure spending, operating costs and
levels of service - we maintained operational levels of
service, so that residents and ratepayers continued to
enjoy the facilities we already have. We also deferred some
infrastructure development, because growth, and therefore
demand was lower, or because of the very high costs on small
communities.

¢« Economic development investment for the district to attract
new industries and create new jobs.

Council has been successful in implementing previous
financial strategies.

Rates have been within the limits set in the financial
strategies. Debt has reduced from a peak of $168m in 2014 to
$147m by 2020 and we have maintained our levels of service.

We have continued with our strategy of selling surplus non-
strategic land both as bare land parcels for private sector
development and we have successfully completed a few
Council subdivisions.

Council harvested its forestry block at Tirohanga from 2017-
2020. Net proceeds from these sales has been set aside for
debt reduction.

revenue to accommodate this need. Council still considers
debt to be the most appropriate funding tool for long

life intergenerational assets. Council is confident that it
continues to take a prudent and sustainable approach to
its finances in a way that promotes the current and future
interests of the community. One of the ways that Council
manages this is to ensure that it maintains its AA+ credit
rating from Standard and Poors.

Nationwide reform of the three waters (drinking water,
wastewater and stormwater) and the Resource Management
Act 1991 will impact on Council’s finances in the future. As
these Government reforms are yet to be finalised we are
unable to assess the impact on Councils financial strategy
and have developed this strategy on the basis of status quo.

The value of Council’s three Waters assets as at 30 June
2020 was $297m. This accounted for $79m (53%) of Councils
borrowings and $25.8m (37%) of Councils total rates.
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TAUPO DISTRICT COUNCIL

COVID-19

The impact of the Covid-19 pandemic, which first affected
both New Zealand and the wider world in early 2020 will
have significant ongoing impacts for the Taupo economy
which will have resultant social impacts.

As an organisation responsible for undertaking a large number
of infrastructure related projects, Council has the ability to
help stimulate the economy through undertaking capital
projects and renewals. This requires a fine balance between
balancing the community’s ability to pay, with providing
economic activity through undertaking capital projects.

FUNDING OF WATER

Council operates 18 water schemes throughout the district.
Each of these schemes has it’s own treatment plant and
network. Previously the schemes were all separately
funded ie the ratepayers connected to a scheme funded the
capital and operational costs associated with the scheme.
Council has a programme of works in place to upgrade the
schemes to achieve compliance with the Drinking Water
Standards New Zealand.

To date, the Mangakino, Turangi and Taupd schemes have
been upgraded, and the upgrade for the Kinloch scheme

is underway. The upgrades are expensive, and for the
smaller schemes which have a low number of ratepayers
connected, this can significantly increase the targeted water

In the Annual Plan 2020/21, Council adopted a 0% rates
increase in recognition of the significant impact that Covid-19
had on some ratepayers. While Council may have adjusted
the timeframes for some projects in order to ‘smooth’ the
costs over the first couple of years of this strategy, it is
acknowledged on the whole that Council is committed to
undertaking the required capital projects, upgrades and
renewals that are needed to ensure the efficient running of
the District. Covid-19 has not resulted in significant deviations
from the course of the previous financial strategies.

rate that they pay. By 2031, the targeted water rate will be
unaffordable some ratepayers.

Central Government have provided the direction that all New
Zealanders should have access to safe, affordable drinking
water. Council has reviewed how our drinking water schemes
are funded and through the Long-term Plan 2021 decided

to move to district-wide water funding. This will mean that
from 1 July 2021, customers connected to Council’s drinking
water scheme will pay the same fixed targeted.

Council believes that this change to how we fund water
better aligns with one of the key financial principles of this
strategy being “Keeping rates affordable and sustainable”.
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TAUPO DISTRICT COUNCIL

DEMOGRAPHICS

GROWTH THEN DECLINE IN POPULATION

The population of the Taupd district has seen steady growth
in recent times but projected growth into the future remains
modest before peaking in late 2030s. The district population
is projected to increase over the next two decades before
declining. This will have financial implications as Council will
need to provide and fund infrastructure for this growth and
then continue to fund it through the decline in the population.
However, as discussed in the Infrastructure Strategy, we do not
know how the decline in population and therefore the number
of houses for sale will impact on the number of holiday
homes in the district and how this will impact on the provision
of infrastructure.

AGING POPULATION AND AFFORDABILITY

While an aging population is a worldwide phenomenon, it is
anticipated that this will be highly pronounced in the Taupd
District over the next 30 years. The population aged 65
years and over is projected to make up 28.5 per cent of total
population in 2043, which is a significant increase from today.
As most of these people will be retired and many on fixed
incomes affordability of rates will be an issue for some. With
increasing expenditure required for infrastructure in the next
30 years, the desire to reduce Council debt, and the aging of

-

the population affordability of rates will need to be taken into
account in future financial strategies.

CHANGES IN NUMBERS OF DWELLINGS

The long-term trend for the past 50 years, has been for a
decrease in the number of people living per dwelling. This is
true across all ages but particularly with an increasing aging
population. As retirees disinvest from larger family, to smaller
homes suitable for one or two residents, the reduction in
average occupancy per household will result in an increase in
household formation. Projections show a growth in households
at a rate slightly faster than the population. However, the
growth in households also peaks in the 2038. The increase in
households potentially enables a greater rate take but as many
of these new households will be on fixed incomes, the ability to
pay increased rates will be limited.

As these changes are long term trends we need to keep
monitoring them in subsequent long-term plans. We do not
consider that there will be changes in capital and operating
costs in this long-term plan in providing for these trends.

The population of the Taupo district
has seen steady growth in recent times.”
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INFRASTRUCTURE ISSUES

INFRASTRUCTURE ISSUES

The Infrastructure Strategy outlines the main themes and issues
that arise from these over the next 30 years. These are:

THEME 1: NATIONWIDE REFORMS AND POPULATION AND
DEMOGRAPHIC CHANGE

Issue 1: Nationwide reform of the three waters (drinking water,
wastewater and stormwater) and the Resource Management
Act 1991 will impact the delivery of Council’s infrastructure in the
future.

Issue 2: New infrastructure is required to cater for growth,
primarily in Taupd town and Kinloch

Issue 3: An aging population may drive a change in demand for
the services that we provide

Issue 4: An aging population on fixed incomes facing increasing
infrastructure costs may result in rates that are unaffordable for
our ratepayers

Issue 5: It is projected that our population will decline but there
is uncertainty about what the impact will be on the number of
dwellings that need to be serviced by infrastructure

THEME 2: PROTECTING THE HEALTH OF OUR COMMUNITIES
Issue 6: Some of our communities may face a health risk without
safe and clean drinking water supplies.

THEME 3: PROTECTING THE HEALTH OF OUR ENVIRONMENT
Issue 7: Protection of the environment will drive increased costs
for council’s wastewater and stormwater discharges

Issue 8: We need to determine how best to dispose of our solid
waste in the future.

THEME 4: MAINTAINING AND RENEWING OUR
INFRASTRUCTURE

Issue 9: A range of council’s assets may be nearing the end or are
already at the end of their useful life and need renewal, however
we do not know how many assets this issue potentially affects
Issue 10: Limited guidelines for the minimum standard of reserve
land that we accept from developers.

THEME 5: RESILIENT INFRASTRUCTURE

Issue 11: The district is vulnerable to a wide range of events,
(including natural hazards), that could cause significant damage
and disruption to council’s services at any time

Issue 12: The district is vulnerable to climate change, which

is likely to have long-term impacts on the provision of our
infrastructure.

THEME 6: PROVIDING FOR THE MAORI WORLD VIEW
Issue 13: We will consider fundamental concepts such as Te
Mana o Te Wai when making decisions about our infrastructure

Further information on these themes and issues can be
found in the Infrastructure Strategy which can be viewed at
taupo.govt.nz.

DISPERSED INFRASTRUCTURE DEMANDS

The district has 18 water supply schemes and 12 wastewater
treatment plants dispersed around the district, many of them
servicing smaller communities. The dispersed nature of these
smaller networks can result in higher costs to operate them,
from communications to enable automation and remote
monitoring to staffing levels to respond to and maintain the
networks and plants. There is also increased costs to ensure
each of the plants/networks irrespective of size meets the
required national standards and consent conditions. All these
issues mean that dispersed infrastructure results in higher
operating costs than in other districts with less dispersed
infrastructure assets.

This has been addressed by the whole of the district
contributing to the cost of most infrastructure across the
district. For example, water, wastewater, transport and
stormwater are rated district wide.

RENEWALS

In the 2015 and 2018 Long-term Plans we identified that we

did not have complete information about the condition of our
underground infrastructure. As a result, we have invested in
condition assessment programmes over the past six years. The
results of these investigations have shown us that we need to
invest more in the renewal of our infrastructure assets over the
next 10 years to ensure that we maintain levels of service. This
has been reflected in this 2021-31 Long-term Plan where our ten
year renewals programme has increased from 149 million to
192 million.
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CAPITAL EXPENDITURE

There have been a number of factors that have resulted in an
increase to the capital expenditure programme within this
long-term plan. These include the accelerated growth in some
areas of the district such as Taup6 town and Kinloch, which has
required additional projects such as Tauhara ridge reservoir to be
included. There are several projects in this long term plan which
will increase the level of service provided to the community such
as the transportation project for the roundabout at the Kiddle
drive / Arrowsmith intersection.. This long-term plan provides for

upgrades to the remaining water schemes required to meet the
NZ drinking water standards which will increase the levels of
services to those communities.

Due to the success of the financial strategy over the last 5 years
this has enabled the council to include some place making
projects in this long-term plan. This supports the Council’s
current vision of being the most prosperous and liveable region
in the North Island by 2022.

e

Due to the success of the financial

t 5 years this has




OUR APPROACH GOING FORWARD

OURAPPROACH GOING FORWARD

We have set ourselves a number of financial goals that we intend to achieve by 2031.
These goals support our three key principles of this financial strategy:

+ Keeping rates affordable and sustainable
¢ Looking after the assets we have while maintaining levels of service
¢ Prudent management of our investments and borrowings

These goals are intended to assist in addressing the challenges that we have identified.

FINANCIAL PRUDENCE

Run a balanced budget in every year of the Long-term Plan. This means that
operating income will meet or exceed operating expenditure in each year.

. Maintain Council’s AA+ Standard & Poors (S&P) credit rating

INCOME

. Annually review fees and charges revenue to ensure that they are set at the

appropriate levels.

. Continue the sale of surplus land assets to reduce debt.
. Investigate opportunities for growing non-rate revenue to reduce the reliance

on rates.

RATES

. Maintain the limit on rates revenue at 80% of operating revenue.

Limit rates increases to LGCI + 2.5% in each year of the long-term plan.

EXPENDITURE

10.

1.

12.

. Continue to fund 100% of the wearing out of assets over their lifetime

(funding of depreciation) in each year of the long term plan.

. Continue to fund the growth component of capital expenditure projects by

development contributions and developer agreements.

Improve the delivery performance of the planned capital expenditure
programme by implementing a new planning and project management
framework.

Increase third party funding for new community projects by building closer
relationships with other agencies, government departments and community
groups.

Look after the assets we have by providing sufficient renewal budgets from

reserve funds or loans to meet the asset renewal programmes outlined in the
asset management plans.

BORROWING

13.

14.

Maintain gross external borrowing below 225% of
operating revenue.

Maintain borrowing costs to below 10% of revenue in each year of the long
term plan.

LEVELS OF SERVICE

15.

Maintain levels of service as set out in the Long term
plan 2021-31.

PLANNING FOR EMERGENCY
EVENTS AND CONTINGENCIES

16.

17.

18.

Grow the disaster recovery reserve contributions from $50k per annum to
$550k per annum by 2028. This will grow the disaster recovery reserve to
$6.7m by 2031. Due to the uncertainty of disaster events, no drawdown of
the fund has been budgeted.

Maintain the capital of the TEL community fund to be available as part of a
disaster recovery fund.

Maintain appropriate insurance cover, activity budgets and committed
borrowing facilities to mitigate costs related to unexpected events.
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KEEPING RATES AFFORDABLE AND SUSTAINABLE

KEEPING RATES AFFORDABLE

AND SUSTAINABLE

It is always a balancing act between meeting the wants and
needs of our communities whilst keeping rates affordable
and sustainable. This financial strategy has been prepared
with this at the forefront of our thinking.

FINANCIAL PRUDENCE

Council will maintain a balanced budget in every year of

the long term plan. This means that Council will ensure that
operating revenue is set at a level that meets or exceeds
operating expenditure. Council aims to provide certainty around
affordable rates increases over time and to plans to avoid
volatility of large rate increases in some years followed by
smaller increases in other years. Council manages this by
smoothing the capital works programme where appropriate
and in the outer years of this strategy we plan to run some
small surpluses. These surpluses will be applied to

debt reduction.

Standard & Poors (S&P) upgraded Council’s credit rating
to AA+ in February 2021 from AA. This is reflective of
Council’s strong financial management and budgetary
performance. Council’s strategy is to retain its AA+ credit
rating by ensuring that it operates in a financially prudent
manner and stays within the limits imposed within this
financial strategy.

INCOME

Council’s main source of operating revenue is from rates,

both general and targeted. In addition to this Council receives
revenue from fees and charges for a wide variety of the services
that we deliver. Council’s Revenue and Financing Policy sets out
the funding sources for services that Council delivers. Council
will review its fees and charges annually to ensure that they are
set at appropriate levels and comply with the funding ranges set
in the revenue and financing policy.

Council has identified surplus non-strategic land that it owns
(which includes residential, commercial and industrial land),
and has been actively marketing this land as market conditions
allow. Council has forecast property sales throughout the 10
years of the Long-term Plan. The proceeds will be used for debt
reduction. Given the nature of the property market the timing
of these sales may vary from what has been forecast. This will
have a flow on impact to the timing of debt reduction to what is
forecast in the Long-term Plan. Council owns forests at Tirohanga
and Rangataiki. These forests will be harvested as they reach
maturity with the net proceeds to be applied to reducing debt.

Council will investigate opportunities for growing non-rate revenue
to reduce the reliance on rates whilst remaining cognisant that

the current rates revenue stream significantly shields Council from
cycles in the national and regional economy.

12 FINANCIAL STRATEGY



KEEPING RATES AFFORDABLE AND SUSTAINABLE

KEEPING RATES AFFORDABLE

AND SUSTAINABLE

RATES

To help achieve what we think is a good balance we have set

the following limits on rates:

* Total rates revenue must not exceed 80% of operating
revenues.

* Rate increases (calculated on the average rate per property
after adjusting for growth in rateable properties) may not
exceed the forecast Local Government Cost Index (LGCI)
+2.5%.

On current economic projections, this equates to a rate
increase limit of between 5.0% - 6.2% (after adjusting for
growth in rateable properties) over the 10 years of the Long-
term Plan.

Council will slightly breach the rates limit in years 1 & 2 of this
LTP, partially as a result of the 0% rates increase in 2020/21
and partial as a result of the large capital programme in years
1 & 2 of this plan.

The average rate per property after adjusting for growth in
rateable properties is calculated by dividing the total rates
requirement in any given year by the total rateable properties
for that year to derive an average rate per property. This

average rate per property is then divided by the prior

years average rate per property to determine the average
percentage increase for the year. It should be noted that this
calculation includes all property types.

Rates for individual properties are not restricted by the rates
increases limit of LGCI| +2.5% average rates increase limit and
will vary depending on a range of factors including property
revaluations and whether the property is used for business,
residential or farming purposes.

Local government infrastructure costs, as measured by the
Local Government Cost Index (LGCI) increase at a higher
rate than the Consumer Price Index (CPI). We believe that
the limits that we have set for rates still allow us to provide
for and maintain existing levels of service and to meet any
additional demand for services.

Council currently has a heavy reliance on rates as the main
source of operating income. The current limit on rates
revenue “that it must not exceed 80% of total operating
revenue” will be maintained in this strategy.

Prospective average rates increases

e=e==Financial Strategy Limit (LGCl +2.5% )

Prospective average rates % increase
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LOOKING AFTER THE ASSETS

LOOKING AFTERTHE ASSETS WE HAVE
WHILE MAINTAINING LEVELS OF SERVICE

It is always a balancing act between meeting the wants and
needs of our communities whilst keeping rates affordable and
sustainable. This financial strategy has been prepared with
this at the forefront of our thinking.

EXPENDITURE

Council will continue to fund 100% of depreciation of its
assets over the assets lifecycle. This methodology is used to
provide intergenerational equity in that each year ratepayers
are contributing to the consumption or wearing out of the
assets used in that year. This also means that Council is setting
aside funding for the eventual replacement of those assets.

Council will continue to use Development Contributions
and Developer agreements to fund the growth proportion

of new assets required as a consequence of growth. This
methodology ensures an equitable funding split to the cost
of new assets.

Council has had a poor record of delivering all of its capital
works programme in recent years. As a result we have
implemented a new project management framework and have
an increased focus on improving the planning and delivery of
capital projects. (refer to the infrastructure strategy for more
details on how we will deliver our capital and

renewal projects)

Council will investigate opportunities to grow its sources
of third party funding for new capital projects. Council
will achieve this by building closer relationships with other

14 FINANCIAL STRATEGY



LOOKING AFTER THE ASSETS

A key strand of Councils financial strategy for
many years has been to look after the assets that
we have whilst maintaining levels of service.”

agencies, government departments and community groups.

Recent examples of this are:

* the Ministry of Health funding on upgrading water schemes
and Crown Infrastructure Project funding for Taupo Town
Centre upgrades, ETA cycle paths and Turangi town centre
upgrades.

< Government funding for three waters upgrades.

* Government funding for new terminal at Taupd Airport.

A key strand of Councils financial strategy for many years has
been to look after the assets that we have whilst maintaining
levels of service. Council will maintain its existing levels of
service. Council will achieve this by continuing its investment
in condition assessment programmes for its assets and also
by continuing its investment in robust asset management
systems that capture the full the information about the
assets to enable Council to plan asset renewal programmes
and provide for the funding of those renewals as outlined in
the asset management plans. Due to the ongoing condition
assessment programmes over the last six years we now better

understand the condition of our assets which has resulted in a
more accurate and increased renewals programme. The focus
on increasing the knowledge of the condition of Council’s
assets will continue in this strategy along with an increased
delivery programme.

Asset renewal planning is at various stages of maturity across
the Council’s asset groups, from renewals based on detailed
asset condition information to renewals based on

life expectancy.

Our proposed capital programme reflects the existing
capacity within our infrastructure network and is considered
sufficient to cater for the expected changes in population and
land use and maintain our current levels of service. The graph
below illustrates our proposed combined capital and renewal
expenditure for each of the network infrastructure activities
over the ten years of the plan.

Network Infrastructure Capital Expenditure
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PRUDENT MANAGEMENT

PRUDENT MANAGEMENT
OF OURINVESTMENTS AND
BORROWINGS

This strategy maintains Councils current prudent and conservative approach to the
management of its investments and borrowings to ensure that todays and future generations of
ratepayers share both the benefits and the costs of Council services.

This financial strategy continues to build capacity within our balance sheet through the
management of our investments and borrowings to accommodate any unforeseen financial
circumstances in the future.

BORROWING

This strategy targets maintaining Councils gross external borrowing below 225% of operating
revenue. This will be achieved by a combination of prioritising the timing of new capital
expenditure and applying property and forestry sales to debt reduction. This approach needs to
be actively managed and monitored by Council to achieve the goal.

Council currently meets the Debt servicing benchmark (borrowing costs to be below 10% of
revenue) set by the Governments financial prudence regulations. This strategy will ensure that
Council continues to meet this benchmark. This will be achieved by a combination of managing
debt levels, borrowing costs and increasing revenue.

INVESTMENTS

Council has significant financial investments, including the TEL Fund, these investments offset a
relatively high level of gross debt, which results in a current net debt as at 30 June 2020 of $24
million. This level of net debt is prudent and sustainable for the size of the district and the assets
the Council owns.

Gross Debt, Investments and Net Debt
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" This financial stratégy continues to build capacity
within our balance sheet through the management
of our investments and borrowings.”
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PRUDENT MANAGEMENT

PRUDENT MANAGEMENT OF OUR
INVESTMENTS AND BORROWINGS

PLANNING FOR EMERGENCY EVENTS AND CONTINGENCIES
Council maintains a disaster recovery reserve as one element
of planning for unexpected natural disasters. Currently Council
contributes $200,000 per annum to this reserve. This strategy
aims to increase that contribution by $50,000 per annum

in each year of this strategy until the contribution reaches
$550,000 per annum in 2028. Provided no withdrawals are
required from this disaster recovery fund over the 10 year life
of this strategy the balance available in the fund in 2031 will
be $6.7 million.

POLICY ON GIVING SECURITY FOR BORROWING

The Council normally secures its borrowings against rates
income. The Council has a Debenture Trust Deed that provides
the mechanism for lenders to have a charge over its

rates income.

The Council may provide security over specific assets. This is

limited to where:

* There is a direct relationship between the debt and the
purchase or construction of the asset, which it funds (e.g.
project finance).

* Council considers a charge over physical assets to be
appropriate.

* Any pledging of physical assets must comply with the terms
and conditions contained within the security arrangement.

For further information on Council’s approach to borrowing,
refer to the Liability Management Policy (part of the Treasury
Management Policy).

FINANCIAL INVESTMENTS AND EQUITY SECURITIES

FINANCIAL INVESTMENTS

In its financial investment activity, Council’s primary objective
when investing is the protection of its investment capital and
that a prudent approach to risk/ return is always applied.
Council will act effectively and appropriately to:

* Protect the Council’s investments.

* Ensure the investments benefit the Council’s ratepayers.

* Maintain a prudent level of liquidity and flexibility to meet
both planned and unforeseen cash requirements.
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PRUDENT MANAGEMENT

Council seeks to achieve an acceptable rate of return on
all its equity investments consistent with the nature of

the investment.”

Council’s general and special fund investment returns are
benchmarked to a market interest rate. The market interest
rate is the mid-point Policy benchmark rate based on 0-12
months where there are enforced minimum percentages. The
benchmark is constructed as follows:
¢ 50.0% 6-month BKBM mid-rate

(average of reporting month)
¢ 50.0% 6-month BKBM mid-rate, 6 months ago

(average of month)
¢ =100%

TEL FUND

The TEL fund was established after Taupd Electricity Limited
(TEL) and Taupd Generation Limited (TGL) were sold in 1995.
Council historically used the TEL revenue to fund Council
projects and/or subsidise rates.

Council decided in 2015 to use the assets of the TEL Fund

to create a community fund and that the revenue be used to
fund community projects. Council has been steadily reducing
the amount of income applied as a rates subsidy since 2015.

This means that in June 2021 the TEL fund would be inflation
proofed with a projected value of approximately $64 million,

and the income from the fund after inflation proofing could be

dedicated to community projects.

The TEL fund has additional benefits to our community.
Council’s Standard and Poor’s (S&P) credit rating is enhanced
by the high level of liquidity that the fund offers. In the

event of a natural disaster Government funds 60 per cent of
underground assets with Council being required to fund the

rest. Having the TEL fund means that Council can fund its
share without having to pay a significant insurance premium.

Council would like the TEL Fund Portfolio to earn at least a
return of between 100 and 200 basis points higher than the
90 day bill rate.

EQUITY SECURITIES

The Council maintains equity investments and other minor
shareholdings. Council’s equity investments fulfil various
strategic, economic development and financial objectives as
outlined in the LTP. Equity investments may be held where
Council considers there to be strategic community value.

The Council’s main equity investments are held in the TEL
Fund. The Council also has an equity shareholding in the
Taupo Airport Authority, the New Zealand Local Government
Funding Agency Limited, and the New Zealand Local
Government Insurance Corporation Limited.

The Council seeks to achieve an acceptable rate of return
on all its equity investments consistent with the nature of
the investment.

Taupo District Council also holds other asset investments.
These comprise commercial, industrial and residential land
investments, forestry investments, commercial and semi
commercial property, including community housing and
camping grounds.
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TAUPO DISTRICT COUNCIL

RATES AFFORDABILITY BENCHMARKS

Council meets the rates affordability benchmark if:

* Its planned rates income equals or is less than each quantified limit on rates; and

* Its planned rates increases equal or are less than each quantified limit on rates increases.

RATES (INCOME) AFFORDABILITY

The following graph compares the council’s planned rates with a quantified limit on rates
contained in the financial strategy included in this long-term plan. The quantified limit is that
total rates revenue must not exceed 80% of operating revenues.

RATES (INCOME) AFFORDABILITY
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RATES (INCREASES) AFFORDABILITY

The following graph compares the council’s planned rates increases with a quantified limit on rates
increases contained in the financial strategy included in this long-term plan. The quantified limit is
LGCI + 2.5%. The rates increase is calculated based on the average rates payable factoring in the
forecast growth in the number of rateable properties.
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TAUPO DISTRICT COUNCIL

DEBT AFFORDABILITY BENCHMARKS

The council meets the debt affordability benchmark if its planned borrowing is within each quantified
limit on borrowing. The following graph compares the council’s planned debt with a quantified limit on
borrowing contained in the financial strategy included in this long-term plan. The quantified limit is that
gross external borrowing may not be more than 225% of annual operating income.
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BALANCED BUDGET BENCHMARK

The following graph displays the council’s planned revenue (excluding development contributions,
financial contributions, vested assets, gains on derivative financial instruments, and revaluations of
property,plant, or equipment) as a proportion of planned operating expenses (excluding losses on
derivative financial instruments and revaluations of property, plant, or equipment).

The council meets the balanced budget benchmark if its planned revenue equals or is greater than
its planned operating expenses.
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TAUPO DISTRICT COUNCIL

ESSENTIAL SERVICES BENCHMARK

The following graph displays the council’s planned capital expenditure on network services as a proportion of
expected depreciation on network services. The council meets the essential services benchmark if its planned
capital expenditure on network services equals or is greater than expected depreciation on network services. In
2026, 2027 and 2029 we do not meet this benchmark as the capital expenditure programme is reduced as many
of the major infrastructure projects in water, wastewater and transportation are budgeted in the preceding and/or
subseqguent years in order to meet project delivery timeframes.
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DEBT SERVICING BENCHMARK

The following graph displays the council’s planned borrowing costs as a proportion of planned revenue
(excluding development contributions,financial contributions, vested assets, gains on derivative financial
instruments, and revaluations of property, plant, or equipment).

Because Statistics New Zealand projects the council’s population will grow more slowly than the national

population is projected to grow, it meets the debt servicing benchmark if its planned borrowing costs
equal or are less than 10% of its planned revenue.
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