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TO THE MAYOR AND COUNCILLORS OF THE
MACKENZIE DISTRICT COUNCIL
Membership of the Finance Committee:
Cr Graham Smith (Chairman)
Claire Barlow (Mayor)
Cr Russell Armstrong
Cr Murray Cox
Cr Noel Jackson
Cr James Leslie
Cr Evan Williams

Notice is given of a meeting of the Finance Committee to be
held on Thursday, July 24, 2014, at 9.40am, following an
Extraordinary Meeting of Council at 9.30am.

VENUE:

Council Chambers, Fairlie.

BUSINESS:

As per agenda attached

WAYNE BARNETT
CHIEF EXECUTIVE OFFICER
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FINANCE COMMITTEE
Agenda for Thursday, July 24, 2014, at 9.30am
APOLOGIES – An apology has been received from Cr Murray Cox.
DECLARATIONS OF INTEREST
VISITORS:
At 10am Meridian Energy will present to councillors in the public excluded
session.
At 10.30am a group of Japanese students from Mackenzie College will attend for
morning tea with the Mayor and councillors.
At 11am Jason Gaskill from Alps2Ocean will present his report to councillors.
At 11.30am Miles O’Connor from Bancorp will present his report to councillors.
MINUTES:
Confirm and adopt as the correct record the minutes of the Finance Meeting held
on Thursday, June 12, 2014, including such parts as were taken with the public
excluded.
REPORTS:
Financial Activity Report – May 2014 (attached).
Alpine Energy Ltd Annual Report 2014 (attached).
Fraud Event, Twizel Office (attached).
Alps2Ocean Report and presentation from Jason Gaskill (report to be
circulated before the meeting).
5. Bancorp Quarterly Report and presentation from Miles O’Connor
(attached).

1.
2.
3.
4.

PUBLIC EXCLUDED:
Resolve that the public be excluded from the following part of the proceedings of
this meeting namely:
1. Public excluded minutes of the Finance Committee meeting held on June
12, 2014, taken in public excluded session.
2. Land Sale Twizel (attached).
3. Website Credit Card Transaction Fees (attached).
4. Development Update (attached).
5. Tekapo Commercial Subdivision (attached).
6. Status of Land Sale (attached).
7. Development Proposal (attached).
8. Sale Contract Update (attached).
9. Development of Lakeside Drive land (attached).

General subject of
each matter to be
considered

Reason for passing
this resolution in
relation to each
matter

Ground(s) under
section 48(1) for the
passing of this
resolution

Previous minutes of the
Finance Committee,
June 12, 2014
Land Sale Twizel

Enable commercial
negotiations

48(1)(a)(i)

Enable commercial
negotiations
Commercial sensitivity

48(1)(a)(i)

Commercial sensitivity
Maintain legal
professional privilege
Enable commercial
negotiations
Commercial sensitivity
Enable commercial
negotiations
Enable commercial
negotiations

48(1)(a)(i)
48(1)(a)(i)

Website Credit Card
Transactions
Development Update
Tekapo Commercial
Subdivision
Status of Land Sale
Development Proposal
Sale Contract Update
Development of
Lakeside Drive Land
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48(1)(a)(i)

48(1)(a)(i)
48(1)(a)(i)
48(1)(a)(i)
48(1)(a)(i)

This resolution is made in reliance on Section 48(1)(a)(i) of the Local Government Official
Information and Meetings Act 1987 and the particular interest or interests protected by Section 6
or Section 7 of that Act, which would be prejudiced by the holding of the whole or the relevant
part of the proceedings of the meeting in public are as follows: Previous minutes of the Finance
Committee, Land Sale Twizel, Status of Land Sale, Sale Contract Update, Development of
Lakeside Drive Land all under section 7(2)(i). Website Credit Card Transactions, Development
Update and Development Proposal under section 7(2)(b)(ii), Tekapo Commercial Subdivision
under section 7(2)(g).

RESOLUTION TO RESUME OPEN MEETING
ADJOURNMENTS:
10.30am: Morning Tea
12.00pm: Lunch
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MACKENZIE DISTRICT COUNCIL
MINUTES OF A MEETING OF THE FINANCE COMMITTEE HELD IN
THE COUNCIL CHAMBERS, FAIRLIE, ON THURSDAY, JUNE 12,
2014, AT 9.30AM
PRESENT:
Cr Graham Smith (Chairman)
Claire Barlow (Mayor)
Cr Murray Cox
Cr Russell Armstrong
Cr James Leslie
IN ATTENDANCE:
Wayne Barnett (Chief Executive Officer)
Paul Morris (Finance and Administration Manager)
Nathan Hole (Planning and Regulation Manager)
Arlene Goss (Committee Clerk)
APOLOGIES:
Apologies were received from Cr Noel Jackson and Cr Evan Williams.
DECLARATIONS OF INTEREST:
There were no declarations of interest.
MINUTES:
Resolved that the minutes of the meeting of the Finance Committee held on
May 6, 2014, including such parts as were taken with the public excluded, be
confirmed and adopted as the correct record of the meeting.
Claire Barlow/Murray Cox
MATTERS ARISING:
The chairman questioned whether councillors need to have a workshop to
review council’s insurance risks. Paul Morris agreed. Decisions need to be
made on whether some assets need to be insured for full replacement.
Council has already done a preliminary exercise to pull out items that are
worth less than the excess. Need to look at whether LAP is a better option.
Resolved that council holds a workshop regarding insurance and risk.
Claire Barlow/Murray Cox
Regarding the LGNZ communications proposal, the chairman reported that at
the provincial meeting this was not supported by many councils and has been
dropped. The Mayor has had a conversation with the chairs and supports
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doing this out of the existing LGNZ budget. The chairman noted that minutes
from the provincial conference have been sent to councillors by email.
SUB COMMITTEE MINUTES:
Resolved that the minutes of the meeting of the Tekapo Property Group held
on June 4, 2014, including such parts as were taken with the public excluded,
be received.
Graham Smith/Russell Armstrong
REPORTS:
FINANCIAL ACTIVITY REPORT TO APRIL, 2014:
Resolved that the report be received.
Claire Barlow/Russell Armstrong
Finance and Administration Manager Paul Morris drew councillor’s attention
to page 43, which is the part of the report that details the planning area.
Nathan Hole, Planning and Regulation Manager, was at the meeting to
discuss this.
The chairman said this area shows money is not being spent and he is
concerned that work is not being done. Mr Hole said a planner finished work a
week ago and her position is being advertised. He hopes to be able to find the
right person to replace her.
A lot of background work has been done and he is expecting to launch into
some workshops with councillors to go through some issues. Due to the
resignation of the planner, work has stopped on this but he hopes there won’t
be more than a few months delay.
The Mayor said this is a critical role and she would rather wait for the right
person to be recruited.
The chairman asked how much time would be lost. Nathan Hole said a few
months, but not 12 months. He is also considering using an external resource
if the right person cannot be found in the recruitment process.
Continuing to have discussions with Ecan on how they can provide
assistance. Nathan Hole prefers an internal resource doing the consultation
with the community.
Cr Cox said an MOU between Ecan and council needs to be drawn up with
clear objectives outlined by both parties. Toni Morrison is working on this.
Paul Morris said the planning deficit is $46,000. The reason why that looks
good is due to receiving reserve contributions from developers. This is a little
misleading if you are looking at the bottom line.
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The Finance meeting halted consideration of the financial report to welcome Wendy
Smith and Raewyn Bell from ADBT.
REPORT FROM AORAKI DEVELOPMENT BUSINESS AND TOURISM
Wendy Smith and Raewyn Bell from Aoraki Development Business and
Tourism (ADBT) attended the meeting at 10am to present the ADBT report to
council. The chairman welcomed them to the meeting and introduced them to
councillors.
Wendy Smith spoke to her report at page 19 in the agenda. ADBT has been
thrilled with the response from Mackenzie businesses. Raewyn Bell comes to
the district monthly to visit businesses and makes phone contact with them.
Business information in the report is anonymous to respect commercial
sensitivity.
The website www.southcanterbury.org.nz is used as a portal for many
businesses who pay to have a profile on the site. It is also used as a place for
the business excellence awards to be voted on. There has been a rise in
business partners from the Mackenzie District joining the site.
ADBT has run China workshops for businesses, which have been very
successful. Details were provided on how ADBT supports businesses and
their projects or issues.
The Mayor asked regarding the Twizel profile on the website. This and the
Mount Cook sections are still being developed. The Mayor suggested putting
an advert in the local newsletters encouraging businesses to use the website
and services.
Cr Leslie asked how he could assist ADBT in Twizel as a local councillor.
Wendy Smith suggested walking around with a guide to business services, but
ADBT is reaching a level where they need to be careful not to over commit.
The chairman said this was originally a trial to see if businesses and the
community would respond well.
The chief executive suggested that ADBT recommend to local business
people that they speak to an elected member about the service they receive. If
the people using the service can provide informal feedback to elected
members, they will be more comfortable to fund this further.
Wendy Smith continued to speak to the items in the report including the South
Canterbury brand mark.
There was discussion held on the freedom camping bylaw. There is a need to
have this by early November so it can be printed by ADBT in their guide, and
this can also go on their website.
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There will be strong representation from the Mackenzie District in this year’s
business excellence awards.
Raewyn Bell spoke regarding her experiences with businesses and the types
of enquiries they had.
A two day health and safety workshop in Tekapo was well received. A
disciplinary process workshop in Tekapo was held yesterday and this was a
smaller group. The expert was able to talk to businesses one-on-one about
their disciplinary issues.
The chairman congratulated ADBT on what has been achieved so far. A
referral arrangement with CCT is working well.
Cr Cox asked if they were getting enquiries from people who want to move to
South Canterbury. Yes some. A lot of our own businesses are growing. Do
they get enquiries from potential investors? Yes at times. Not really set up to
manage investors so will point people in the right direction if they have an area
of interest. If an investor is from offshore ADBT go to government agencies to
validate them.
The meeting adjourned for morning tea at 10.30am and reconvened at 10.50am.
PRESENTATION FROM EDUCATION SOUTH CANTERBURY:
A presentation was made by Julie McLean, chairperson of Education South
Canterbury, on the Education South Canterbury Strategic Plan. A copy of the
plan was handed to councillors.
This group hosts international fee paying students and offers international
education. They are looking to have a coordinated marketing plan for South
Canterbury offering a wide range of schools to larger markets than what
schools would reach individually.
International students are worth $11 million to South Canterbury. Every
student brings their family who frequently stay and visit the region. They are
often wealthy individuals who also look at business opportunities. The social
and cultural aspect that students bring to the district is also important.
One of the main purposes of the Strategic Plan is to secure further funding to
go out to our main markets.
Mackenzie College is not a member of Education South Canterbury and has
not hosted fee paying international students for some time.
Julie McLean said she is not asking for money. She would like a letter or
statement from council to say it supports in principal what they are trying to do
for the region. She requested a letter of support in the next week or two, which
would go to Education New Zealand.
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The Mayor asked regarding collaboration between the Mackenzie District and
the Chinese market. Exchange students and fee paying students are two
different things. Exchanges and scholarships cost money for the schools and
the district and don’t necessarily lead to fee paying students. Economic
returns are from students who stay 1-2 years or longer and are fee paying.
Can the schools in the region provide the quality of education that fee paying
students want? Yes they go through the NCEA programme and we have an
understanding of what they need to do to enter university in their own
countries when they return.
Julie McLean said she is planning to talk to Mackenzie and Twizel High
Schools. She thanked council for the opportunity to speak. The chairman
thanked Julie McLean for the presentation.
Julie McLean and Wendy Smith left the meeting at 11.12am. The committee went
back to considering the Financial Activity Report.
FINANCIAL ACTIVITY REPORT TO APRIL, 2014:
Election costs were discussed. The chairman said some election activities
could have been done in-house. Paul Morris explained that election costs are
rated over three years and spent in one year. There is benefit in doing some
election activities in-house but the time required by some staff would be
significant.
Corporate services. The chairman asked regarding the Audit NZ fees.
On roading on page 40 Paul Morris commented that roading expenditure is
above budget. Next year is the critical year to spend NZTA money as it is the
last year of the NZTA programme. There was some discussion on the
spending of NZTA money.
The chairman noted that the next financial report will be an important one as
council nears the end of the financial year.
ALPINE ENERGY LTD DRAFT STATEMENT OF CORPORATE INTENT 2014/17:
Paul Morris apologised for the lateness of this report. The chairman attended
the meeting of Alpine Energy at which this Statement of Intent was adopted.
Alpine Energy is increasing their dividend. At the same time they have also
increased their debt and reduced capital expenditure. This financial year the
council received a dividend of $378,000 from Alpine Energy, and will get an
extra $20,000 next year.
Resolved :
1. That the report be received.
Claire Barlow/Russell Armstrong
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2. That the draft Alpine Energy Statement of Corporate Intent for the year
ended 30June, 2015 and two subsequent years be adopted.
Claire Barlow/James Leslie
EXEMPTION MACKENZIE HOLDINGS LTD UNDER SECTION 7(3) OF THE
LOCAL GOVERNMENT ACT:
Paul Morris said this organisation arose as part of the Pukaki Airport Land
Development. Council thought it would be good for this company to develop
the airport and sell the land around it. However, when you create a council
controlled organisation it has tax liabilities. So council brought the
development back in house and created the Pukaki Airport Board to manage
it. The board has three commercial directors/members appointed and a
councillor who is Cr Leslie. This has left the company as a shelf company. Mr
Morris is asking council to exempt the company from the full rules of the Local
Government Act to avoid a complex tax situation.
There was a discussion regarding the tax and GST responsibilities of the
company. The company has tax losses sitting in it. Paul Morris cannot think of
any reason why council would want a council controlled information with tax
losses for any reason in the future. Council is tax exempt.
Resolved:
1. That the report be received.
Russell Armstrong/Murray Cox
2. That council considers Mackenzie Holdings Ltd to be a small
organisation that is not a council-controlled trading organisation. As
Mackenzie Holdings Ltd does not provide any activity on behalf of the
council, and that benefits, in terms of cost savings, will accrue to
council and ultimately, the community, that an exemption under
Section 7(3) of the Local Government Act 2002 be granted in respect
of Mackenzie Holdings Ltd.
Claire Barlow/James Leslie
FUNDING REQUEST FROM FAIRLIE COMMUNITY BOARD:
Paul Morris said the land subdivision reserve is an amount of money
generated when residential developers undertake subdivisions. The Resource
Management Act says council can ask for land for reserves up to 5% of the
value of the subdivision, or cash to the same value. This allows council to put
in social amenities like playgrounds. Council tends to require the cash so we
can spend it on reserve works.
On page 43 of the agenda, a line item called ‘reserve contributions’ stands at
$153,000. This money is the land subdivision reserve. This is a district wide
fund allocated on merit rather than by location.

10

The chairman says the village green has had a lot of community support and
has enhanced Fairlie. Cr Leslie asked questions regarding the design, the
potential for vandalism and the timeline. These questions were answered by
the chairman and the Mayor.
Resolved:
1. That the report be received.
Claire Barlow/Russell Armstrong
2. That council provides a maximum of $5,200 funding from the Lands
Subdivision Reserve toward this project.
Graham Smith/Russell Armstrong
3. That the project be run through the Fairlie Township Account.
Graham Smith/Russell Armstrong
PUBLIC EXCLUDED:
Resolve that the public be excluded from the following part of the proceedings
of this meeting namely:
1. Public excluded minutes of the Finance Committee meeting held on
May 6, 2014, taken in public excluded session.
2. Public excluded minutes of the Tekapo Property Group meeting held
on June 4, 2014, taken in public excluded session.
3. Loan - Mackenzie Tourism Development Trust (attached).
4. Lot 26 DP52089 26 Glen Lyon Road (attached).
5. Tekapo Parking and Landscape Review Proposal (attached).
6. Aurecon Subdivision Fee Proposal (attached).

General subject of
each matter to be
considered
Previous minutes of
the Finance
Committee, May 6,
2014
Previous minutes of
the Tekapo Property
Group, June 4, 2014
Loan – Mackenzie
Tourism Development
Trust
Lot 26 DP52089 26
Glen Lyon Road
Tekapo Parking and

Reason for passing
this resolution in
relation to each
matter
Enable commercial
negotiations

Ground(s) under
section 48(1) for the
passing of this
resolution
48(1)(a)(i)

Commercial sensitivity
Maintain legal
professional privilege
Maintain legal
professional privilege

48(1)(a)(i)

Enable commercial
negotiations
Commercial sensitivity

48(1)(a)(i)

48(1)(a)(i)

48(1)(a)(i)

11

Landscape Review
Aurecon Subdivision
Fee Proposal

Commercial sensitivity

48(1)(a)(i)

This resolution is made in reliance on Section 48(1)(a)(i) of the Local Government Official
Information and Meetings Act 1987 and the particular interest or interests protected by
Section 6 or Section 7 of that Act, which would be prejudiced by the holding of the whole or
the relevant part of the proceedings of the meeting in public are as follows: Previous minutes
of the Finance Committee under section 7(2)(i), previous minutes of the Tekapo Property
Group under section 7(2)(b)(ii) and 7(2)(g), Loan – Mackenzie Tourism Development Trust
under section 7(2)(g), Lot 26 DP52089 26 Glen Lyon Rd under section 7(2)(i).Tekapo Parking
and Landscape Review and Aurecon Subdivision Fee Proposal under section 7(2)(b)(ii).

Murray Cox/Russell Armstrong
The Finance Committee continued in open meeting. The following resolutions relate
to a matter discussed in the public excluded session that is to be confirmed in open
meeting.
LOAN – MACKENZIE TOURISM DEVELOPMENT TRUST:
Resolved:
1. That the report be received.
Claire Barlow/Russell Armstrong
2. That the Council write-off the loan of $255,000 issued to MTDT
immediately.
Graham Smith/James Leslie
3. That the Council instruct the Trustees of MTDT to dissolve the Trust.
Graham Smith/James Leslie
4. That the Council write-off the settled amount of $27,637 in MTDT as a
consequence of there being no assets in the Trust to repay the settled
amount.
Graham Smith/James Leslie

Resolved that the resolutions regarding the winding up of the Mackenzie Tourism
Development Trust loan be confirmed in the public part of the meeting.
Claire Barlow/James Leslie

THE CHAIRMAN DECLARED THE MEETING CLOSED AT 12.22PM
CHAIRMAN:
DATE:

____________________________________
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MACKENZIE DISTRICT COUNCIL
REPORT TO:

MACKENZIE DISTRICT COUNCIL

SUBJECT:

FINANCNE REPORT – MAY 2014

MEETING DATE:

24 JULY 2014

REF:

FIN 1/2/1

FROM:

MANAGER FINANCE & ADMINISTRATION

ENDORSED BY:

CHIEF EXECUTIVE OFFICER

PURPOSE OF REPORT:
To update the Committee as to Council’s financial position to 31 May 2014.

STAFF RECOMMENDATIONS:
1. That the report be received.

PAUL MORRIS
MANAGER FINANCE & ADMINISTRATION

2014-07-24 finance report

may 2014

WAYNE BARNETT
CHIEF EXECUTIVE OFFICER
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MACKENZIE DISTRICT COUNCIL
REPORT TO:

FINANCE COMMITTEE

SUBJECT:

ALPINE ENERGY LTD ANNUAL REPORT 31 MARCH 2014

MEETING DATE:

24 JULY 2014

REF:

FIN 9/3/3

FROM:

MANAGER FINANCE & ADMINISTRATION

ENDORSED BY:

CHIEF EXECUTIVE OFFICER

PURPOSE OF REPORT:
To brief Council on the results for Alpine Energy Ltd full year to 31 March 2014.

STAFF RECOMMENDATIONS:
1. That the report be received and the contents noted.

PAUL MORRIS
MANAGER FINANCE & ADMINISTRATION

2014-07-24 ael annual

report to 31 march 2014

WAYNE BARNETT
CHIEF EXECUTIVE OFFICER

50

ATTACHMENTS:
Appendix 1 – Alpine Energy Ltd Annual report to 31 March 2014.
BACKGROUND:
Council is a shareholder in the Alpine Energy Ltd (AEL) Group with a shareholding of
4.96%.
RESULTS OVERVIEW:
The network delivered 752Gwh against 750Gwh for the same period last year.
Annual capex totalled $21.18million compared with budget of $22.21million.
Maintenance expenditure totalled $7.3million compared to a budget of $5.35million
with the increase largely attributable to responses to the severe weather events
throughout the year.
AEL had one serious harm incident that impacted on the organisation impeccable
Health & Safety record.
Earnings from operation after tax were $11.33million which was 3.8% higher than the
previous year of $10.90million.
Comprehensive income was $12.02million compared to $10.76million in 2013.
Group revenue was $53.59million, higher than the budgeted $50.67million.
Group expenses were $38.16million compared to a budget of $34.65million. This
was higher than budget due to the additional costs associated with the storm events
and also as a result of AEL subsidiary, NETcon winning an international project that
was not budgeted for.
Pre-tax surplus was lower than budget due mainly to accelerated write-off of old
metering assets of $0.43million and storm related costs of $1.0million plus.
Network reliability was materially impacted during the year by severe weather
events.
The total SAIDI (System Average Interruption Duration Index) for the year was 865
minutes. By way of comparison SAIDI for 2013 was 148 minutes and 2012 was 162
minutes.
The total SAIFI (System Average Interruption Frequency Index) was 2.22
interruptions while AEL’s allowable limit is 1.69.
Interim dividends of 3.66 cents per share were paid in September and December
2013 and March 2014. A final fully imputed dividend will be paid on 31 July 2014.
CONCLUSION:
AEL investment has performed to expectation during the year.

2014-07-24 ael annual

report to 31 march 2014
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MACKENZIE DISTRICT COUNCIL
REPORT TO:

FINANCE COMMITTEE

SUBJECT:

FRAUD EVENT TWIZEL OFFICE

MEETING DATE:

24 JULY 2014

REF:

STA

FROM:

MANAGER FINANCE & ADMINISTRATION

ENDORSED BY:

CHIEF EXECUTIVE OFFICER

PURPOSE OF REPORT:
To brief council on the fraud event that occurred December 2013 – February 2014.

STAFF RECOMMENDATIONS:
1. That the report be received and the content noted.

PAUL MORRIS
MANAGER FINANCE & ADMINISTRATION

2014-07-24 twizel fraud event

WAYNE BARNETT
CHIEF EXECUTIVE OFFICER
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BACKGROUND:
Between December, 2013, and February, 2014, $3,480 in cash takings from the
Twizel swimming pool went missing.
This was discovered when staff routinely checked month end results for the Twizel
swimming pool income against the expected budget. Over three months the income
was consistently below budget, when the expectation was that it should have been
on budget or higher.
The community facilities manager made initial enquiries with the Twizel Pool
supervisor as to whether things were slow at the pool, as indicated by the lower
revenue. The supervisor said that the pool had been well patronised and in her
opinion, takings should be up. The community facilities manager then asked the
Twizel council office staff about the banking of the money and it became apparent
that no pool banking had been done for some time. The reason given was that staff
had been very busy with the demands of the Information Centre and needed time to
complete the banking reconciliation.
When the banking was finally done, pool takings showed a significant difference
between YTD income when compared to the previous year.
Council staff in Fairlie then collated information from the Twizel office to reconcile the
daily bankings with the banking sheets and multiple discrepancies were discovered.
Some swimming pool till tapes were missing from the period of the discrepancies
and the amounts banked did not correlate with the pool supervisor’s records
provided directly.
Twizel office staff were interviewed individually and an independent person was
called in to investigate. This person was chosen due to his knowledge of our
systems and his background in fraud detection. The Twizel Information Centre
supervisor, resigned immediately after her interview, stating health grounds.
The internal investigation reviewed the actions of remaining staff and found no
evidence of inappropriate actions.
As the matter had not been resolved our findings were handed to the police who
then investigated. During a police interview the former employee admitted stealing
the money.
Keri-Ann Burgess was charged with theft as a servant and falsifying a document for
personal gain. She appeared in court and entered a guilty plea on the 24 th of June.
She now awaits sentencing on or about the 4th of August, 2014.
Council has an option to undertake restorative justice prior to her sentencing.
Because of the nature of the issue, AuditNZ and the Office of the Auditor General
were notified. Council has also notified its insurers.

WHY DID THIS OCCUR?
This is an unfortunate situation where a person who was placed in a position of
responsibility has taken the opportunity to use her authority and the lack of
experience of the other staff to manipulate the situation to her advantage.
2014-07-24 twizel fraud event
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PROCESSES:
What have we changed?
These situations, although unfortunate, do have a bright side in that they cause staff
to review processes and procedures to ensure they are robust.
The process is fundamentally sound. It works well in Fairlie. However, due to
distance and a lack of personal oversight in Twizel we have introduced the following
measures:
1. Swimming pool takings are reported to the community facilities manager by
the pool supervisor each day.
2. Pool banking records are forwarded to the Fairlie office for reconciliation
against #1 above, after the funds are banked.
3. The community facilities manager will inform the finance and administration
manager and his staff how much to expect from pool bankings.

2014-07-24 twizel fraud event
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MACKENZIE DISTRICT COUNCIL
REPORT TO:

FINANCE COMMITTEE

SUBJECT:

BANCORP QUARTERLY REPORT – JUNE 2014

MEETING DATE: 24 JULY 2014
REF:

FIN 9/1/9

FROM:

MANAGER – FINANCE AND ADMINISTRATION

ENDORSED BY:

CHIEF EXECUTIVE OFFICER

PURPOSE OF REPORT:
The report has been tabled to inform Councillors of the performance of the Council’s
investment portfolio, which is managed by Bancorp Treasury Services Limited.

STAFF RECOMMENDATIONS:
1.

That the report be received.

PAUL MORRIS
MANAGER – FINANCE & ADMINISTRATION

2014-07-24 bancorp quarterly report june 2014

WAYNE BARNETT
CHIEF EXECUTIVE OFFICER

98

ATTACHMENTS:
Appendix 1:

Quarterly report from Bancorp Treasury Services to 30 June 2014.

PARTICULAR POINTS TO NOTE:
Comparison with the Benchmark
The Council’s portfolio increased in value by 1.58%, whereas the benchmark portfolio
increased in value by 1.31% over the quarter, therefore the Council’s Portfolio outperformed
compared to the benchmark.
The main reason why Councils portfolio outperformed the benchmark index is as follows;
Councils portfolio duration assisted with the outperformance of the benchmark with Councils
portfolio duration of 2.49 years being longer than that of the Benchmark (2.22 years). Also
assisting in Councils performance were the rise in short-term interest rates compared to the
fall in longer-term rates.
Council currently invests surplus funds in the Retail term deposit market rather than the bond
market. Currently Council has $8.3million invested in this way. By way of comparison,
Council earns 4.32% on a $3.5million investment for 90 days. To earn an equivalent return
in the bond market it would need to invest for approximately 1 ½ years.
Movements in the Portfolio
The portfolio stands at $3.28 Million. The portfolio remained the same over the period.
At the end of June the weighted average running yield of Councils bond portfolio was 6.40%.
$8.3mil has been reinvested in term deposits of varying duration up to 90 days.
Policy Adherence
 All financial market investments comply with the counterparty exposure limits as
outlined in the Treasury Policy.
 All investments are readily tradable (liquid) on the secondary market.
 The duration of MDC’s portfolio at 2.49 years is within the 25% allowable fluctuation
band of the benchmark portfolio’s duration of 2.22 years.
 Assets category percentages are as follows (excluding the call deposit):
o Registered Banks 66.96%
o Local Authorities 33.04%
Financial Market Movements
There were no movements in the Official Cash rate during the period.

2014-07-24 bancorp quarterly report june 2014
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QUARTERLY PORTFOLIO REPORT

PREPARED FOR

For the quarter ended 30 June 2014

PREPARED BY BANCORP TREASURY SERVICES LIMITED

AUCKLAND



WELLINGTON



CHRISTCHURCH
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PORTFOLIO REPORT
Below is a summary of the performance of Mackenzie District Council’s (“MDC”) Long Term Funds
Portfolio (“LTFP”) and the benchmark portfolio for the quarter ended 30 June 2014.

MDC’s LTFP, on an open to close valuation basis with coupons received during the quarter included,
increased in value by 1.58%.
MDC portfolio value at 31 March 2014

$ 3,136,058

MDC portfolio value at 30 June 2014

$ 3,134,589

Add coupon payments

$

50,948

Net – purchases/sales/maturities

$

Nil

Total

$ 3,185,537

Percentage change in effective cash value

+1.58%

The benchmark portfolio, on an open to close valuation basis with coupons received during the quarter
included, increased in value by 1.31%.
Benchmark portfolio value at 31 March 2014

$ 10,415,373

Benchmark portfolio value at 30 June 2014

$ 10,429,022

Add coupon payments

$

Total

$ 10,552,197

Percentage change in effective cash value

123,175
+1.31%
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OVERVIEW
A summary of the performance of MDC’s LTFP during the June 2014 quarter is as follows:



The LTFP outperformed the benchmark index, increasing in value by 1.58% compared to the
benchmark portfolio’s increase of 1.31%.



The running yield of the portfolio as at 30 June 2014 was 6.40%.



The nominal value of the portfolio remained constant at $3,027,000 during the quarter. However,
$8.3 million has been invested in term deposits.
1 year

2 year

3 year

5 year

10 year

swap

swap

swap

swap

swap

3.12%

3.60%

4.05%

4.32%

4.63%

5.03%

3.25%

3.63%

3.93%

4.20%

4.38%

4.60%

4.89%

+0.50%

+0.51%

+0.33%

+0.15%

+0.08%

-0.03%

-0.14%

OCR

90 day

31 Mar 14

2.75%

30 Jun 14
Change

During the June 2014 quarter, money market and short term swap rates continued to rise, as the markets
reacted to two further 25 basis point increases in the Official Cash Rate (“OCR”) and to the prospect
of two more OCR hikes to come in 2014. However, longer term swap rates declined in line with moves in
offshore markets, the latter pushed lower by geopolitical tensions in the Ukraine, a softer global growth
and inflation outlooks and the prospect of a prolonged period of historically low cash rates in
industrialised economies.

The yield curve flattened further over the quarter with the benchmark spread between the 2 year and 10
year swap rates declining from an opening level of 98 basis points to close at 69 basis points. The yield
curve is pivoting around the 4 year mark, with the 4 year swap rate virtually unchanged from the
beginning of the year at 4.49%, whereas the 1 year swap rate is up by 51 basis points, while the 10 year
swap rate fell 37 basis points in the first six months of the year.

Credit spreads in New Zealand continued to decline during the quarter as investors and banks alike
competed for quality credit names. The chart on the following page shows credit spreads for the
New Zealand Corporate A Grade Bond index (the grey shaded area), the yield of the index (the blue
line) and the 3 year swap (red line) dating back to the beginning of 2007. The sub chart below the
main chart shows the duration of the index which is currently 2.87 years.
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PORTFOLIO ACTIVITY
The LTFP outperformed the benchmark portfolio over the June quarter, increasing in value by 1.58%
compared to the benchmark portfolio’s increase of 1.31%. This outperformance is due to the longer
duration of the LTFP (2.49 years) compared to the benchmark portfolio (2.22 years) and the direction
that interest rates took during the quarter. While short term rates rose, longer term rates fell and, with
MDC having a longer duration than the benchmark portfolio, it benefited more from the fall in interest rates
at the longer end of the yield curve. The LTFP had 67% of its portfolio maturing more than three years
ahead, whereas the benchmark portfolio had 50% of its portfolio maturing more than three years ahead.
The LTFP also outperformed the ANZ Corporate A Grade Bond index which increased by 1.40% during the
quarter.

During the quarter MDC continued to invest in term deposits rather than corporate bonds, as term
deposits provided a higher yield than bonds of a similar term. At the end of the June quarter, MDC held
$8.3 million on term deposit, the largest being $3.5 million deposited for 90 days at a rate of 4.32%.

The table on the following page shows the yields on various corporate bonds as at 30 June 2014 which
MDC would be able to invest in under the parameters of its Treasury Policy. This indicates that to achieve
an equivalent yield to the one that MDC received for the $3.5 million term deposit it would have needed
to invest for a term of around 1½ years in the bond market.
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Security

Maturity

Coupon

Rating

Yield

Auckland Council

02-10-14

6.68%

AA

3.85%

Westpac

16-03-15

4.86%

AA-

4.05%

BNZ

27-05-15

8.67%

AA-

4.16%

ANZ

16-02-16

6.31%

AA-

4.55%

Tauranga CC

15-04-16

6.25%

A+

4.56%

Dunedin City Treasury

15-11-16

6.79%

A+

4.71%

ASB Bank

08-06-17

6.06%

AA-

4.89%

Transpower

30-11-18

5.14%

AA-

5.17%

BNZ

20-12-18

6.10%

AA-

5.23%

Rabobank

19-03-19

6.10%

AA-

5.32%

As at 30 June 2014, MDC complied with the credit rating criteria contained in the Treasury Policy.
Bancorp Treasury continues to classify the ANZ Bank April 2018 bond under the Moody’s Investors
Service (“Moody’s”) ‘equivalent test’ which is permissible under the Treasury Policy. Currently its
Moody’s long term rating is ‘A3’.

Overall, Bancorp Treasury is satisfied with the makeup and profile of MDC’s portfolio. The running
yield of the LTFP, at 6.40%, still delivers considerable benefits over the interest rates available for shorter
term money market investments, which themselves are trading at ‘elevated’ levels compared to
deposit rates available in the wholesale market.

GLOBAL MARKETS OVERVIEW
In the US, economic data was mixed over the June quarter. The employment market was strong with the
important non-farm payrolls data showing that the US added 217,000 jobs in May, following a 282,000
increase in April and 203,000 in March. Taken with the February increase of 222,000, this is the first time
in 14 years that more than 200,000 jobs have been added in four consecutive months. On the other
hand, economic growth as measured by GDP has disappointed, with the revised March quarter figure
showing an annualised contraction of 2.9%, a big change from the ‘mere’ 1.0% contraction that was first
reported. A decrease in both consumer and healthcare pending were cited as the reasons for the poor
number, highlighting how important these two sectors are to the US economy.

Despite the weak GDP data print, the Federal Reserve (‘Fed”) continued along the path of tapering the
bond buying programme, by the end of June it has been reduced to USD35 billion per month
with expectations that the bond buying programme will be finished before the end of the year.
However, it is expected that policymakers will keep the Fed Funds cash rate near zero through to at least
mid 2015, safe in the knowledge that core inflation is well contained.
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The benchmark US 10 year Treasury bond yield started the quarter at 2.80% but fell to a low of 2.40% by
the end of May on the back of a low growth and inflation outlook for the global economy and
geopolitical tensions in the Ukraine. While it failed to break through the important 2.35% support level,
the quarterly closing level of 2.53% still suggests some unease about the prospects for global growth over
the next year or so.

The European Central Bank (“ECB”) finally gave way to threats of deflation, low growth and high
unemployment by announcing further monetary policy easing measures at its meeting in early June. Not
only did it reduce its overnight lending rate from 0.25% to 0.15% and the deposit rate for banks from
0.00% to -0.10%, but it also announced that it will conduct a series of targeted longer term refinancing
operations to provide longer term cheap funding for banks.

Despite these measures, there are still real concerns about the future prospects for the Eurozone
economy, given the reluctance of governments to implement the structural reforms that are needed to lift
the area out of the economic doldrums. Many feel that the ECB will ultimately be forced to undertake a
programme of quantitative easing to engender some form of meaningful economic growth.

In an effort to maintain China’s 7.50% growth target, the People's Bank of China implemented cuts to its
reserve requirement rate, the level of deposits banks are required to keep at the central bank. The
decelerating economy shows just how much China is struggling to make the transition to the desired
domestic-led growth model but Premier Li Keqiang announced that the government will make sure China
reaches its 7.5% growth target this year - considered gospel when it comes to economic data outcomes.

NEW ZEALAND MARKET OVERVIEW
The New Zealand economy continues to surge ahead despite the constraining effects of a rising New
Zealand dollar and falling commodity prices (notably, dairy and timber). The March quarter GDP release
showed 1.0% growth to take average annual growth to 3.3%. Although the GDP rise was dominated by
the Canterbury rebuild, and to a lesser extent construction spending in Auckland, there is little to
suggest a broad based expansion. Nonetheless, the New Zealand economy remains on a solid footing
with consumer and business confidence still at high levels.

Given the softening dairy and lumber prices and the elevated New Zealand dollar, the domestic market
expected the Reserve Bank of New Zealand (“RBNZ”) to signal an easing in its tightening cycle at the
12 June Monetary Policy Statement (“MPS”). Instead, the RBNZ kept with its March interest rate track,
saying that migration was providing an equally strong offsetting effect and that this factor was “expected
to remain an important boost to activity and inflationary pressures over the medium term.”
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Migration remains historically very strong, with the May data showing a monthly net inwards migration
figure just shy of 4,000. While net departures to Australia may have finally found a floor, consistent with
an Australian labour market that is no longer deteriorating, they are still at historically low levels. At this
rate, the annual figure should pass the significant 40,000 level before the end of 2014 and will continue
to worry the RBNZ given the potential impact on an already overheated housing market.

Currently, there is some dislocation between the RBNZ’s projected path for the 90 day bank bill rate and
the markets pricing of where it will track. There was some narrowing of the spread between the two after
the MPS. However, the RBNZ projects the 90 day rate to reach 5.00% by June 2016, whereas the market
is more restrained at around 4.65%. Whether the high New Zealand dollar causes the RBNZ to blink first
remains to be seen but, with New Zealand out on a limb as far as central bank rate hikes are concerned
and international investors attracted by some of the highest interest rates in the developed world, the
‘weight of money’ factor will continue to place upward pressure on the currency.

Medium and longer term swaps remain largely, but not totally, subject to moves in offshore markets.
The 10 year swap rate started the quarter at 5.03%, but not surprisingly fell to 4.63% by the end of May,
before closing the quarter 26 basis points higher at 4.89%, a 26 basis point increase from the low. By
comparison, the US 10 year Treasury bond yield only increased by 13 basis points during the same
period. This disparity reflects the relative economic performances and outlooks for the two economies.

The chart on the following page shows current 90 day bank bill futures pricing and the RBNZ’s
projections from the last three MPSs. The black line shows the RBNZ’s most recent projection in the June
MPS and the dotted blue line the current 90 day bank bill futures pricing.
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LOCAL AUTHORITY SECTOR
The LGFA held its most recent tender on 18 June. In total, $155 million of bonds and Floating Rate Notes
(“FRN”) were issued, with $369 million of bids received. Details of the tender are as follows:


15 March 2019 maturity - $10 million issued at a margin of 64 basis points over swap for an
unrated borrower.



15 May 2021 maturity - $10 million issued at a margin of 74 basis points over swap for an unrated
borrower.



15 April 2023 maturity - $135 million issued at a margin of 86 basis points over swap for an
unrated borrower.

Late in the June quarter, there was resurgence in standalone bond issuance by local authorities. This
resulted from a desire by a number of borrowers to diversify some of their funding away from the
LGFA and to seek a term of six years (2020 maturity) that the LGFA does not offer. Also, there was a
need from some investors to achieve ‘name diversification’ away from the LGFA. Three ‘AA-‘ borrowers
issued 6 year FRNs at a margin over swaps of 42 basis points while an unrated borrower issued a
6 year fixed rate bond at a margin over swaps of 55 basis points. In addition, one ‘AA’ rated local
authority issued a 3 year fixed rate bond at a margin over swaps of 31 basis points.

Margins for bank funding fell slightly during the quarter with three year facilities for unrated borrowers
priced around 100 to 105 basis points all up. However, bank funding is increasingly regarded as a
liquidity type facility for those borrowers who can access the capital markets, either through the LGFA or
by issuing in their own names.
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POLICY ADHERENCE


As at 30 June 2014, MDC was compliant with the investment parameters contained in its Treasury
Policy.



The duration of the LTFP at 2.49 years is within the 25% allowable fluctuation band of the
benchmark portfolio’s duration of 2.22 years.



As far as liquidity is concerned, all of the bonds in the portfolio have been traded regularly on
the secondary market during the September quarter. We are confident that the portfolio would
be able to be sold at short notice if required.



As at 30 June 2014, the asset category percentages complied with the Treasury Policy. These are as
listed below and are graphically illustrated in the chart:-

Banks

66.96%

-

Local Authorities

33.04%
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Benchmark
Security

Issue Date

3 month Bank Bill
Fonterra*
BNZ
Chch City Holdings
NZ Post
Telstra
Auckland Council
ANZ/National Bank
ASB
Rabobank NZ

30-Jun-14
15-Mar-09
21-Apr-04
27-Jun-10
15-Nov-11
15-Jul-12
20-Apr-04
16-Feb-11
19-Jul-12
19-Mar-12

Value as at 31/03/2014

*Quarterly coupon

Maturity Date Coupon

30-Sep-14
15-Mar-15
27-May-15
27-Jun-16
15-Nov-16
11-Jul-17
29-Sep-17
16-Feb-18
18-Jul-18
19-Mar-19

7.75
8.67
6.87
5.22
7.51
6.52
6.85
5.06
6.10

31-Mar-14
Nominal
$
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
$10,000,000

Yield

Value
$

30-Jun-14
Nominal
$

3.12
3.92
4.04
5.01
5.12
5.33
4.81
5.28
5.37
5.51

992,290
1,039,140
1,081,452
1,056,616
1,021,976
1,081,115
1,054,757
1,062,508
998,218
1,027,301
$10,415,373

1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
1,000,000
$10,000,000

$10,415,373

Coupons
01/04 to 30/06
$
$19,375
$43,350
$34,350
$26,100

Yield

Value
$

3.63
4.11
4.16
5.03
5.02
5.25
4.80
5.11
5.16
5.32

991,047
1,028,461
1,047,709
1,035,019
1,010,890
1,097,802
1,067,533
1,082,261
1,019,142
1,049,158
$10,429,022

$123,175

30/06/2014
Coupons
Net Purchases/Sales

Effective change in cash
% change
Duration-years

Effective cash
30/06/2014
$
991,047
1,047,836
1,091,059
1,069,369
1,036,990
1,097,802
1,067,533
1,109,111
1,109,112
1,049,158
$10,669,017
10,429,022
123,175
Nil
10,552,197
$136,825
1.31%
2.22
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Mackenzie District Council
Security

Issue Date

ROTORUA DC
BNZ
AUCKLAND COUNCIL
ANZNATIONAL
ANZNATIONAL
BNZ

25-Sep-09
27-May-08
27-Sep-10
18-Apr-08
20-Sep-11
20-Dec-11

Value 31/03/2013

Maturity Date Coupon

25-Sep-14
27-May-15
27-Sep-17
18-Apr-18
20-Sep-18
20-Dec-18

6.49
8.67
6.52
5.28
6.08
6.10

31-Mar-14
Nominal
$
500,000
500,000
500,000
500,000
500,000
527,000
$3,027,000

Yield

Value
$

30-Jun-14
Nominal
$

3.63
4.04
4.81
6.32
5.34
5.38

507,320
540,726
527,515
493,550
515,440
551,507
$3,136,058

500,000
500,000
500,000
500,000
500,000
527,000
$3,027,000

$3,136,058

Coupons
01/04 to 30/06

21,675
13,200
16,073
$50,948

Yield

Value
$

Effective Cash
30/06/2014

3.93
4.16
4.80
5.94
5.18
5.23

511,497
523,854
533,904
494,138
525,251
545,944
$3,134,589

511,497
545,529
533,904
507,338
525,251
562,017
$3,185,537

Value 30/06/2014
Coupons
Net maturities and adjustments

3,134,589
50,948
3,185,537

Effective change in cash
% change
Duration-Years

$49,479
1.58%
2.49
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