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PART IV - FINANCE 
 
9 BORROWING AND INVESTMENT REPORT 

 
PURPOSE OF THE REPORT 
 
Waitakere City Council enters into treasury related financial contracts in the ordinary 
course of its business.  It is the role of Council's funds management function to manage 
such contracts and the impact that they have on the organisation.  All funds management 
transactions are governed by the Borrowing and Investment Policy prepared in 
compliance with the Local Government Act 1974.  As a requirement of the Borrowing and 
Investment Policy, this report informs Council on the current and future movements of 
Council's debt and cash investments and provides a general commentary of financial 
market conditions. 
 
SUMMARY OF BORROWING AND INVESTMENT MOVEMENTS, SEPTEMBER 2002 
 
The Council’s gross term debt position has decreased by $0.576 million since August with 
a closing balance at September month end of $122.6 million.  Working capital borrowings 
of $12.9 million as at 30 September 2002 have been funded using internal borrowings 
and unsecured loans. 
 
SIGNIFICANT FUNDING TRANSACTIONS ENTERED INTO DURING SEPTEMBER 
2002 
 
- New interest rate swap. Notional value $5 million, maturing 13 September 2012, 

Waitakere City Council pays fixed interest rate of 6.605% and receives floating 
interest rate of New Zealand Bank Bill Rate – FRA (NZD-BBR-FRA). 

- Issued new floating rate note (FRN) of $5 million, maturing 15 March 2005, at an 
interest rate of NZD-BBR-FRA plus 0.10%. 

- Agreed to issue new FRN of $5 million on 15 October 2002, maturing 15 April 
2004 at an interest rate of NZD-BBR-FRA plus 0.10%. 

- Agreed to issue new FRN of $5 million on 15 October 2002, maturing 15 October 
2004 at an interest rate of NZD-BBR-FRA plus 0.10%. 

- Rolled ARST investment of $1,099,508.43 for 60 days at an interest rate of 
5.86%. 

- Reinvest Sinking Fund of $450,000 for 33 days at an interest rate of 5.86%. 
- Reinvest Sinking Fund of $1.5 million for 60 days at an interest rate of 5.86% 
- Reinvest Sinking Fund of $1,697,200 for 32 days at an interest rate of 5.85% 
- Rollover Sinking Fund of $1,667,452.73 for 60 days at an interest rate of 5.87% 
- New interest rate swap. Notional value $5 million, maturing 25 September 2010, 

Waitakere City Council pays fixed interest rate of 6.5% and receives floating of 
NZD-BBR-FRA 

- New forward start interest rate swap. Notional value of $10 million starting 
1 August 2003, maturing 1 August 2012.  Waitakere City Council pays fixed 
interest rate of 6.565% and receives floating interest rate of NZD-BBR-FRA. 
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UNITEDNETWORKS LIMITED SHARE SALE PROCEEDS 29 OCTOBER 
 
Waitakere City Council received on 29 October 2002 an amount of $56,353,589.60 
representing 37.201% of the available proceeds from the shares held in trust by the 
UnitedNetworks Shareholders Society Inc.  The Society retained $8.9 million of the total 
sale proceeds for the continuation of the work to under-grounding power cables over the 
next two years.  
 
The receipted funds were immediately used to offset overnight borrowing costs, with the 
balance invested in the interim in short-term bank deposits.  While this position is not 
optimum, it does represent a tolerable level of risk, until limits for other institutions can be 
adopted.  Next months report to this Committee will reflect the transactions entered into. 
 
AMENDMENTS TO THE BORROWING AND INVESTMENT POLICY 
 
The following amendments are proposed to the Borrowing and Investment Policy to better 
reflect the current and future risk profile associated with certain classes of investments. 
 
Until now, these investment limits have not been challenged, simply because Council has 
not had sufficient investment funds available to consider investing in anything other than 
short term Bank deposits.  With the early release of the UnitedNetwork Limited shares, 
the occasion has arisen that diminishes the possible yield that could be achieved, without 
incurring undue risk, simply because the limits prescribed are restrictive. 
 
It is therefore proposed that the following new investment maximum levels be approved 
for inclusion in the Borrowing and Investment Policy - Section 5.3 Counterparty Credit 
Risk. 

 

Counterparty/Issuer Minimum long 
term credit 

rating – stated 
and possible 

Existing 
Investments 

maximum per 
counterparty 

($m) 

Proposed New 
Investment 

Maximum per 
counterparty    ($m) 

Total maximum 
per 

counterparty 
($m) 

NZ Government A- Unlimited Unlimited unlimited 
State Owned 
Enterprises: 
- Nil approved 

A- 5.0 5.0 5.0 

NZ Registered Bank:  
- Bank of New 

Zealand 
- National Bank 

of NZ Ltd 
- ANZ Banking 

Group 
- Westpac Trust 
- ASB Bank Ltd 
- Commonwealth 

Bank Of 
Australia 

A- 10.0 15.0 25.0 

Corporate Bonds: 
- Nil approved 

A- 2.0* 5.0* 5.0 

LABT  2.0 5.0 5.0 
Local Government 
Finance Corporation 

 2.0 5.0 5.0 

Local Government 
Stock 

A- (if rated) 
Unrated 

2.0** 
0.5** 

5.0** 
5.0** 

5.0 
5.0 

* Subject to a maximum of $20.0m investment in corporate/securitised bonds at any one point in 
time. 

** Subject to a maximum of $30.0m investment in Local Government stock at any one point in 
time, including Local Government Finance Corporation. 
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FINANCIAL MARKET COMMENTARY 
 
Interest Rate Overview 
 
With the introduction to a 1% to 3% medium term inflation outlook, the Reserve Bank of 
New Zealand is now less likely to raise the Official Cash Rate in the short term.  This was 
certainly the thrust of Governor Bollard’s speech to the review conducted on 2 November, 
2002 with a stable approach taken.   
 
New Zealand interest rates have been extremely attractive for the past six months from 
overseas investors who have exited their own equity market.  With US interest rates at 40 
year lows, investors have been attracted to the higher yields achieved from Australian 
and New Zealand interest rate markets.  This has made availability of quality interest rate 
instruments scarce.  However, once the US Federal Reserve start to raise interest rates, 
the most likely outcome will be a sell off of the New Zealand market, effectively saturating 
the local market with corporate bonds, while decreasing liquidity. 
 
News of Moody’s New Zealand country credit rating being upgraded to Aaa, the highest 
rating of credit worthiness, achieved little in the way of media coverage, yet represents 
good news to New Zealand global borrowers. 
 
Interest Rate Expectations 
 
New Zealand short term interest rates have been edging higher over the last few weeks 
with the 90 day bank bill currently ranging between 5.89% to 5.94%.  This suggests the 
markets expectation of Official Cash Rate increases in early 2003.  Volatility in longer 
term local interest rates remains with 10 year bond swap rates ranging between 6.70% 
and 7.0%. 
 
Pressure remains centred on the US economy with the likelihood of further interest cuts 
to US Federal Funds, with December 2002 Federal Funds futures trading at 1.40% and 
March 2003 at 1.275% fully supporting a 0.50% cut.  The perception is that the US 
consumer needs a present to encourage continued expenditure throughout the holiday 
season. 
 
Further offshore interest rate cuts are likely to increase the attractiveness of local returns 
from offshore lenders in the near term, as current interest rate spreads between the US 
and New Zealand at a ridiculously high 250 basis points. 
 
It has become an increasing difficult call on what the Reserve Bank of New Zealand is 
likely to do.  The strengthening of the New Zealand dollar over the past year decreases 
the cost of imports, not necessarily for the consumer, while the opposite position 
negatively effects exportations.  Primary industry income is expected to be lower this year 
than last, leading through to reduced local consumer spending.  Inflation remains 
subdued, hence the necessity to raise the Official Cash Rate in the near term appears 
unjustified. 
 
Up coming dates 
 
Monetary Policy Statement  20 November 2002. 
Official Cash Rate announcement 23 January 2003 
 
CONCLUSION 
 
All transactions covered by this report have complied with the requirements of Council 
Policy.  Council's current net term debt is within the limits approved in the 2002/2003 
Annual Plan. 
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RECOMMENDATIONS 
 
1. That the information be received. 
 
2. That the counterparty credit risk limits presented in this report, affecting section 

5.3 of the Borrowing and Investment Policy be adopted.  
 
Report prepared by Bruce Wilkin, Funds Accountant. 
 
 

 
 
 

12 FIRST QUARTER FINANCIAL REVIEW 
 
PURPOSE OF THE REPORT 
 
The purpose of the report is to inform the Finance and Operational Performance 
Committee of any financial issues in relation to the 2002/2003 Annual Plan as at 
30 September 2002. 
 
BACKGROUND 
 
At each quarterly point in the year a review of revenue and expenditure against budget is 
undertaken including revised forecasts for the balance of the year.  Any issues arising 
from the review are reported through to this Committee. 
 
ISSUES 
 

A130 Overall operational expenditure (net of revenue) is tracking within budget for the first 
3 months.  This is consistent with this early period in the year where some projects and 
programmes have yet to be commenced.  Attached at page A130 is a summary of 
Operational and Capital expenditure for the first quarter.  The forecast to year end, 
overall, is tracking to budget however there are a number of issues within that balanced 
forecast.  These are commented on below:- 
 
1. Parking Fine Revenue (net of costs) is expected to be approximately $200,000 

more than originally estimated. 
2. Legal expenses are tracking high and are forecast to exceed budget by 

approximately $68,000 by year end. This has been a trend over the last few years 
and is being monitored. 

3. The Vehicle Testing Station is unlikely to meet budget projections by 
approximately $100,000 due to a continued down turn in the market coupled with 
an inability to reduce costs without seriously effecting customer service. 

4. It is expected that the dividend from Techscape will be $80,000 short of the 
budget. 

 
The proceeds from the sale of the UnitedNetwork shares is expected to produce a saving 
in interest in the current year of $2.15 million.  It would be appropriate for the use of this 
saving to be determined during the draft Annual Plan process for 2003/2004. 
 
It should be noted that at this early stage in the year projections are preliminary and that 
the main focus is to identify major issues or warning signs.  A clearer picture of the year 
end position will be established at the Half Yearly Review which will feed into the 
2003/2004 Draft Annual Plan Process. 
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Capital Expenditure 
 

A131 A schedule of Capital Expenditure changes is attached at page A131.  The majority of the 
changes, along with associated issues, have already been reported through to the 
appropriate Committees.  In effect any increases have been more than offset by the 
reduction in the Hobsonville Roading Project resulting in minimal effect, at this stage, to 
any overall financial forecasts. 
 
Proposed Carry Forward Projects 
 

A132 A schedule of proposed carry forward projects is attached at page A132.  These amount 
in total to approximately $7 million of which $6.3 million are related to new Library 
projects primarily relating to the proposed New Lynn and Glen Eden Libraries. 
 
The level of carry forwards is likely to increase as the year progresses.  There are always 
issues surrounding the timing of strategic land purchases and, although all infrastructure 
projects, other than those reported,  are on track to be completed, operational issues may 
arise resulting in delays.  Again, it is still relatively early in the year and a clearer picture 
will be drawn at the Half Yearly Review. 
 
It should be noted that interest savings in respect of carry forward projects have already 
been factored into the current years Annual Plan and are unlikely to effect forecasts until 
later in the year when the timing of capital expenditure projects is more certain. 
 
CONCLUSION 
 
All indications at the First Quarter Review are that net expenditure overall is tracking to 
budget.  The exception to this is the interest savings impact of the sale of the 
UnitedNetwork shares.  Although it is too early in the year to accurately forecast the year 
end position, there is nothing of a material nature, at this stage, which is likely to 
significantly impact on these projections.  The Half Yearly Review, due for completion in 
February 2003 will provide a clearer picture of the likely year end position. 
 
RECOMMENDATION 
 
That the information be received. 
 
Report prepared by:  Andrew Pollock, Director:  Finance. 
 
 

 
 
 
 



 

 



 

 



 
 



 

 



 

 



 

 



 

 



 

 



 

 



 

 


