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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 Tuesday 4 February, 2014, 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 Tuesday 4 February 2014, at 9.30am
Jason Gaskill, the general manager of Tourism Waitaki, will arrive at 9.30am to
speak to his Public Excluded financial report.
APOLOGIES
DECLARATIONS OF INTEREST
MINUTES:
Confirm and adopt as the correct record the minutes of the Finance Meeting held
on Tuesday September 3, 2013, including such parts as were taken with the
public excluded.
COMMITTEE MINUTES:
Receive the minutes of the meeting of the Tekapo Property Group held on
January 21, 2014, including such parts as were taken with the public excluded.
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
Tuesday September 3, 2013, taken in public excluded session.
2. Public excluded minutes of the Tekapo Property Group meeting held on
January 21, 2014, taken in public excluded session.
3. Alps2Ocean monthly financial report. Jason Gaskill, the general manager
of Tourism Waitaki, will arrive at 9.30am to speak to his report.
4. Resource Consent and Construction Tender.

General subject of
each matter to be
considered
Previous minutes of
the Finance
Committee,
September 3, 2013
Previous minutes of
the Tekapo Property
Group, January 21,
2014
Alps2Ocean monthly
financial report

Resource Consent
and Construction
Tender

Reason for passing
this resolution in
relation to each
matter
Commercial sensitivity

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

Commercial sensitivity

48(1)(a)(i)

Disadvantage
commercial
negotiations and
commercial sensitivity
Commercial sensitivity

48(1)(a)(i)
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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 and Tekapo Property Group and Resource consent and Construction Tender under
section 7(2)(b)(ii). Alps2Ocean monthly financial report under section 7(2)(i) and section
7(2)(b)(ii).

RESOLUTION TO RESUME OPEN MEETING
REPORTS:
1. Financial Report December, 2013.
2. Bancorp Quarterly Report – December, 2013.
3. Report from public workshops on the Tekapo Lakefront Development
held on January 15 and January 25 (verbal).
GENERAL BUSINESS:
1. Appointment of two new members to the Tekapo Property Group
(discussion).
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MACKENZIE DISTRICT COUNCIL
MINUTES OF A MEETING OF THE
FINANCE COMMITTEE HELD IN THE COUNCIL CHAMBERS, FAIRLIE,
ON TUESDAY 3 SEPTEMBER 2013 AT 11:46AM
PRESENT:
Cr Graham Smith (Chairman)
Claire Barlow (Mayor)
Crs Annette Money
Graeme Page
Evan Williams
John Bishop
Peter Maxwell
IN ATTENDANCE:
Wayne Barnett (Chief Executive Officer)
Paul Morris (Manager – Finance and Administration)
Keri-Ann Little (Committee Clerk)
I

APOLOGY:
There were no apologies.

II

MINUTES:
Resolved that the Minutes of the meeting of the Finance Committee held on 30 July
2013, including such parts as were taken with the Public Excluded, be confirmed and
adopted as the correct record of the meeting.
Graeme Page/Annette Money
Matters arising from the Minutes:
Update Section Sale; Armstrongs
Cr Money asked a question in relation to the progress on the Market Place sale to
Armstong’s. The CEO reported he is awaiting a letter from the Armstrong’s and that
the letter will confirm the Armstrong’s accept responsibility for provision of power
from the transformer site to the site of the section. Council will then be able to issue a
section 224 notice and have titles issued, this will allow the sale to be completed.
Old Library Café:
The CEO said an Architect is providing specifications for the additional finishing
work and working with a local builder to get a firm price. The CEO is expecting that
information to be available at the next Council meeting. Cost estimates for repair of
the roof and earthquake strengthening will enable Council to determine the economics
of repairing the building.
Sale and Purchase Agreement:
The Sale and Purchase agreement for 41 Jollie Road, Twizel of the Twizel section to
the Camps is completed and payment has been received.
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III
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REPORTS:
1. FINANCIAL REPORT JUNE 2013:
This report from the Manager – Finance and Administration, Mr Morris, was
accompanied by the financial report for the period to 30 June 2013.
Mr Morris spoke to any significant variances.
Resolved that the report be received.
Annette Money/ Evan Williams
Plant account figures were distributed to members and discussed. Mr Morris said
he will have these figures available on a quarterly basis for members.
Cr Smith said the roading budget has worked out very well with an excellent
result.
The Mayor congratulated the Roading Manager.
Mr Morris was thanked for his hard work this year and Cr Smith added he has
been a pleasure to work with.

IV

ADJOURNMENT:
The meeting was adjourned at 12:49pm and reconvened at 1:20pm.

V

PUBLIC EXCLUDED
Resolved that the public, be excluded from the following part of the proceedings of
this meeting namely:
1. Economic Development Contract Update

General subject
of each matter
to be considered
Economic Development
Contract Update

Reason for passing
this resolution in
relation to each
matter
Commercial Sensitivity

Ground(s) under
Section 48(1) for
the passing of
this resolution
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: Economic Development Contract Update Section 7(2)(b)(ii).
Annette Money/ Peter Maxwell
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THE CHAIRMAN DECLARED THE MEETING CLOSED AT 1:30PM
CHAIRMAN:
DATE:

____________________________________
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MACKENZIE DISTRICT COUNCIL
MINUTES OF A MEETING OF THE TEKAPO PROPERTY GROUP HELD IN THE
LAKE TEKAPO COMMUNITY HALL, TEKAPO, ON TUESDAY 21 JANUARY,
2014, AT 1:00PM
PRESENT:
Claire Barlow (Mayor)
Russell Armstrong
Murray Cox
Graham Smith
Wayne Barnett (Chief Executive)
Paul Morris (Finance and Administration Manager)
IN ATTENDANCE:
Garth Nixon (Community Facilities Manager)
Stephen Gubb (Hughes Developments, via teleconference)
Arlene Goss (Committee Clerk)
APOLOGIES:
There were no apologies.
DECLARATIONS OF INTEREST:
There were no declarations of interest.
ELECTION OF CHAIRPERSON:
The Mayor called for nominations for the position of chairperson.
Motion:
That Murray Cox is nominated as chairman of the Tekapo Property Group.
Claire Barlow/Graham Smith
There were no further nominations. The motion was put and carried. The Mayor declared
Murray Cox to be the chairman of the Tekapo Property Group.
ELECTION OF DEPUTY CHAIRPERSON:
The chairman called for nominations for the position of deputy chairman.
Motion:
That Mayor Claire Barlow is nominated as deputy chairwoman of the Tekapo
Property Group.
Murray Cox/Russell Armstrong
There were no further nominations. The motion was put and carried and the chairman
declared Mayor Claire Barlow to be the deputy chairwoman of the Tekapo Property Group.
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Stephen Gubb from Hughes Developments joined the meeting at 1.05pm by
teleconference. Those present introduced themselves.
REPORT FROM PUBLIC WORKSHOP:
Cr Cox and the chief executive updated the meeting on the public workshop held in Tekapo
on January 15. About 80 people attended and a second workshop is planned for Saturday,
January 25.
The workshop objective was to provide some information to the community on how the
Tekapo Lakefront Development was going, seek feedback on the landscaping and raise the
idea of council developing and owning a building.
Feedback from the floor included questions around the process, accusations the
development was happening behind closed doors, and specific questions on the advertising
of the land. The meeting also questioned whether it was appropriate to have the YHA
located on the site.
People at the meeting considered how the new development might be tied into the older
parts of the township. Some people were concerned about how the linkage would flow and
some were not happy with the Nott Concept plans.
Overall there was strong support for the development and people wanted to see it happen
as soon as possible.
After the second public workshop the Chairman will be involved in writing up the questions
that have been asked and putting some answers to them. This document will go on the
website and will be sent out widely.
Parties interested in being involved in the development are recorded on an interested party
register administered by Hughes Developments. Earth and Sky and Foodstuffs were
identified as crucial to the success of the development. In the case of YHA, there was a
need to move them into the new development so the land they are currently on would be
unencumbered.
Cr Smith asked about the type of building the YHA was planning. Mr Gubb said the YHA
has improved the quality of the accommodation they offer and has some concept plans. Cr
Cox asked for a copy of these plans and Mr Gubb agreed to send them to Cr Cox.
The meeting agreed it would be better to have a common theme in the design of the
various buildings within the development.
Mayor Barlow read from an email from Mr Tim Rayward that was sent to her as a result of
the public workshop. One of the questions that came up in Mr Rayward’s email and at the
public workshop was why the current business owners weren’t given first option. The group
heard this decision was made because the council believed it was important to confirm the
key businesses in the development first, such as Foodstuffs and Earth and Sky, before
going out to the wider business community to offer the rest of the land.
The chief executive suggested business owners be sent a summary of the public
workshops and told “if anyone is interested in purchasing property to contact us”. He asked
for indication from council on a framework around what property is available to be offered to
businesses. The group discussed waiting to see the level of interest that is registered first,
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as this will influence the council’s decision on whether it wants to be a land seller or land
owner.
The chief executive said the next question is around the Nott Concepts. He would like to put
an agenda item to the Strategy and Policy committee and get direction on where council
wants to go with this issue. The Nott Concepts are owned by the council.
There are also issues of risk, perception, and entering into a market where the council is
potentially competing with other ratepayers. And questions around the cost of development,
availability of tenants and risks associated with those things. The council will also need to
think about the look and feel of the buildings and to what degree decision making around
the buildings is maintained private to council as an investor, and how much is put out for
public decision.
Cr Smith asked about financial feasibility. Mr Gubb said it was difficult to provide feasibility
on such a broad concept. The income side was starting to form a picture but he did not
have much guidance yet on what it might cost to build. Cr Smith believed the public would
have an appetite if the figures were promising.
Mr Gubb offered to move forward on a high level financial feasibility study using the Nott
Concept designs. He also suggested asking Mr Nott to present his concept directly to
people in the community.
Cr Armstrong asked if there is a concept plan for the Foodstuffs building. Mr Gubb said not
yet. He is happy to talk to Foodstuffs about providing a concept. Agreed he would do this.
Mr Gubb was asked to report back on what was required for a high level financial feasibility
study.
The chief executive agreed to write up agenda item for the next Strategy and Policy
Committee meeting setting out some of the wider concept issues to get some discussion
going.
PUBLIC EXCLUDED:
Resolved that the public be excluded from the following part of the proceedings of this
meeting namely:
1. Horizons NZ Ltd (discussion only).
2. Resource Consent and Construction Contract Tender.
General subject of
each matter to be
considered
Discussion on
Horizons NZ Ltd
Resource Consent and
Construction Contract
Tender

Reason for passing
this resolution in
relation to each
matter
Commercial sensitivity

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

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
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in public are as follows: Discussion on Horizons NZ Ltd and Resource Consent and Construction Contract
Tender, under section 7(2)(b)(ii).

Claire Barlow/Paul Morris
The Tekapo Property Group continued in open meeting.

CONFIRMATION OF RESOLUTIONS TAKEN WITH THE PUBLIC EXCLUDED:
Resolved that the following resolutions taken with the public excluded be confirmed in
open meeting:
1. That the Tekapo Property Group instructs staff to confirm that there is no encumbrance
on the viewing shaft through Lot 11.
2. That the Tekapo Property Group supports staff calling for proposals from suitable
parties to provide a landscape design for the Village Green, the Domain and viewing
corridors at Tekapo.
3. That the Tekapo Property Group supports staff to commission a parking study for the
Tekapo township area and the community centre area.
Claire Barlow/Russell Armstrong

THERE BEING NO FURTHER BUSINESS
THE CHAIRMAN DECLARED THE MEETING CLOSED AT 2.42PM
CHAIRMAN:
DATE:

___________________________
___________________________
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MACKENZIE DISTRICT COUNCIL
REPORT TO:

MACKENZIE DISTRICT COUNCIL

SUBJECT:

BANCORP QUARTERLY REPORT – DECEMBER 2013

MEETING DATE: 4 FEBRUARY 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

WAYNE BARNETT
CHIEF EXECUTIVE OFFICER

c:\users\arlene\appdata\local\microsoft\windows\temporary internet files\content.outlook\b50gm8x6\bancorp

quarterly report - december 2013.docx
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ATTACHMENTS:
Appendix 1:

Quarterly report from Bancorp Treasury Services to 31 December 2013.

PARTICULAR POINTS TO NOTE:
Comparison with the Benchmark
The Council’s portfolio increased in value by 0.89%, whereas the benchmark portfolio
increased in value by 0.49% 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 makeup assisted with the outperformance of the benchmark with the credit
spread for a number of bonds in the portfolio declined abnormally compared to the decline in
credit spreads in the benchmark portfolio. This is despite Councils portfolio having a longer
duration (2.70 years compared to 2.49 years) and despite interest rates rising over the quarter.
Movements in the Portfolio
The portfolio stands at $3.28 Million. The portfolio remained the same over the period.
At the end of December the weighted average running yield of Councils bond portfolio was
6.18%. $6.0mil has been reinvested in term deposits.
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 2.70 years is within the 25% allowable fluctuation
band of the benchmark portfolio’s duration of 2.49 years.
 Assets category percentages are as follows (excluding the call deposit):
o Registered Banks 69.48%
o Local Authorities 30.52%
Financial Market Movements
There were no movements in the Official Cash rate during the period.

c:\users\arlene\appdata\local\microsoft\windows\temporary internet files\content.outlook\b50gm8x6\bancorp

quarterly report - december 2013.docx
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QUARTERLY PORTFOLIO REPORT

PREPARED FOR

For the quarter ended 31 December 2013

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 31 December 2013.

MDC’s LTFP, on an open to close valuation basis with coupons received during the quarter included,
increased in value by 0.89%:
MDC portfolio value at 30 September 2013

$ 3,413,828

MDC portfolio value at 31 December 2013

$ 3,391,063

Add coupon payments

$

53,173

Net – purchases/sales/maturities

$

Nil

Total

$ 3,444,236

Percentage change in effective cash value

+0.89%

The benchmark portfolio, on an open to close valuation basis with coupons received during the quarter
included, increased in value by 0.49%.
Benchmark portfolio value at 30 September 2013

$ 10,514,048

Benchmark portfolio value at 31 December 2013

$ 10,427,489

Add coupon payments

$

Total

$ 10,565,589

Percentage change in effective cash value

138,000

+0.49%

Page 1
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OVERVIEW
A summary of the performance of MDC’s LTFP during the December 2013 quarter is as follows:



The LTFP outperformed the benchmark index, increasing in value by 0.89% compared to the
benchmark portfolio’s increase of 0.49%.



The running yield of the portfolio as at 31 December 2013 was 6.18%.



The nominal value of the portfolio remained constant at $3,277,000 during the quarter. However,
$6.0 million has been invested in three term deposit (see commentary next section).

30 Sept 13
30 Dec 13
Change

OCR

90 day

2.50%
2.50%
Nil

2.68%
2.84%
+0.16%

1 year
swap
2.91%
3.42%
+0.51%

2 year
swap
3.42%
3.85%
+0.43%

3 year
swap
3.84%
4.22%
+0.38%

5 year
swap
4.34%
4.73%
+0.39%

10 year
swap
4.86%
5.26%
+0.40%

During the December 2013 quarter, interest rates in New Zealand increased across the yield curve, with the
markets both locally and offshore continuing to pre-empt the start of the unwinding of the US Federal
Reserve’s (“Fed”) quantitative easing (“QE”) programme. After two months of strong US employment data,
the Fed acted in December, announcing that it would reduce the bond buying programme to USD75 billion
per month, a drop of USD10 billion. In New Zealand, short term rates increased on the expectation that the
Reserve Bank of New Zealand (“RBNZ”) will raise the Official Cash Rate (“OCR”) in the first quarter of
2014, earlier than was previously expected.

Credit spreads in New Zealand continued to decline during the quarter with the average credit spread for
bonds issued in New Zealand rated between ‘A-‘ and ‘AAA’ (but excluding the NZD supra-national bonds)
declining from 74 basis point at the end of September to 66 basis points by the end of December.
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To get a true indication of the overall movement in bond yields, it is necessary to analyse the movement
in both credit spreads and underlying interest rates. The chart below incorporates the credit spreads
depicted in the preceding chart and the 3 year swap rate which is used because it is close to the duration
of the portfolio of bonds that make up the credit spread graph. At the end of the September 2013 quarter,
the all up interest rate was 4.58% and, by the end of the December 2013 quarter, had increased to
4.88% despite the reduction in credit spreads.

PORTFOLIO ACTIVITY
The LTFP outperformed the benchmark portfolio over the December quarter, increasing in value by 0.89%
while the benchmark portfolio increased by 0.49%. MDC outperformed the benchmark portfolio despite
having a longer duration, (2.70 years for MDC compared to 2.49 years for the benchmark). Despite interest
rates rising over the quarter, which ordinarily would result in the LTFP underperforming the benchmark
portfolio, the actual makeup of MDC’s portfolio enabled it to deliver the outperformance. Specifically the
credit spreads for a number of bonds in the LTFP declined abnormally compared to the decline in credit
spreads in the benchmark portfolio.

There were no bond maturities during the quarter. For the maturing term deposits, we continued with the
strategy of investing in the term deposit market in preference to the non-sovereign bond market. The
amount invested in term deposits increased by $2.0 million during the quarter, up to $6.0 million. Details
of the term deposit investments held by MDC at the end of December are as follows.


$2.0 million with Westpac maturing on 5 February 2014 at a rate of 3.90%.



$2.0 million with Westpac maturing on 7 March 2014 at a rate of 3.94%.



$2.0 million with Westpac maturing on 6 April 2014 at a rate of 3.97%.
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Term deposits continue to provide higher yields than bonds of a similar term. Also by investing in term
deposits, MDC has avoided the capital losses that would have resulted from investing in bonds during a
time of rising interest rates. Given the continued upward move in interest rates, we see no need to alter
this strategy at present. However, we constantly review the appropriateness of the strategy to ensure that
it is the most effective one to adopt. This strategy is contingent on MDC continuing to receive retail
investment rates for its term deposits as these are considerably higher than wholesale term deposit rates.
As can be seen from the rates that MDC received for its term deposits in the December quarter, this is
indeed occurring. There is no indication that the situation is going to change anytime soon.

The following table details the rates applying to various bonds that MDC would be able to invest in under
its current investment parameters.
Security

Maturity

Coupon

Rating

Yield

BNZ

31-03-14

6.70%

AA-

3.20%

Auckland Council

02-10-14

6.68%

AA

3.51%

Westpac

16-03-15

4.86%

AA-

3.93%

BNZ

27-05-15

8.67%

AA-

4.03%

ANZ

16-02-16

6.31%

AA-

4.46%

Tauranga CC

15-04-16

6.25%

A+

4.50%

NZ Post

15-11-16

5.22%

A+

5.34%

ASB Bank

08-06-17

6.06%

AA-

5.02%

Transpower

30-11-18

5.14%

AA-

5.52%

BNZ

20-12-18

6.10%

AA-

5.59%

Rabobank

19-03-19

6.10%

AA-

5.72%

The table indicates that, to obtain equivalent rates on the bond market to what MDC achieved for its
latest 150 day term deposit (3.97%) in December, it would have to invest a term of around 1¼ to 1½
years. With interest rates more likely to rise than fall over the next year or so, it was decided to access the
term deposit market for shorter dated investments.

The one bond in the above table that does stand out as seeming to offer an attractive rate considering its
duration is the NZ Post November 2016 bond. However, it is on negative outlook from Standard and
Poor’s (“S&P”), and given the ongoing decline in mail delivery volumes and the consequent possibility
that NZ Post may need additional capital, we are reluctant to invest in this bond at present.

As at 31 December 2013, 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’.
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Overall, Bancorp Treasury is satisfied with the makeup and profile of MDC’s portfolio. The running yield
of the LTFP, at 6.18%, 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
Volatility continued to be a feature of financial markets during the December quarter, the catalyst
continuing to be the US market, where along with the tapering debate which has raged since May, the
added complication arose in the form of the government shut down and further debt ceiling issues. For
16 days at the beginning of October the US government was partially closed until the political stalemate
was finally broken. The plan provided for the government to be funded through to mid January while the
debt limit was suspended until early February. The deal set up a bi-partisan, bi-cameral committee to
attempt (again) to settle the broader range of spending and budget issues that have been so toxic in
Washington. In December, it was announced that a new Federal Budget agreement had been reached,
meaning that the Federal government would be funded for the next two years and that a January
government shutdown was averted. The deal capped discretionary spending at USD1.015 trillion for the
current fiscal year, stepping up to USD1.04 trillion in the September 2015 fiscal year. The agreement
replaces USD65 billion in across the board spending cuts, due to take effect over the next two years.

After much speculation through the second half of 2013, the Fed confirmed in late December that it will
begin to unwind its unprecedented stimulus programme by cutting its monthly bond purchases from
USD85 billion to USD75 billion, starting in January. It will take further measured steps “if the US
economy improves as forecast”, with market expectations centred on incremental USD10 billion
reductions and a potential end to the stimulus programme by December 2014. The Fed’s tapering
decision was offset somewhat by a stronger commitment to hold short-term interest rates low.

Price action over the quarter for the US 10 year Treasury bond reflected the ebb and flow of market
sentiment. The rate climbed around 10 basis points to 2.76% while the government shut down and the
debt ceiling shenanigans played out. Once the resolution was agreed, the yield fell as the risk premium
attaching to the US during the time of uncertainty was removed. However, it soon resumed its upward
track, pushed higher by strong employment data and the increased likelihood of a commencement to
tapering. By 31 December, it had broken through 3.00%, reaching a high of 3.04% on the last day of
trading for the year.

While most nations were focussing on recovery the Eurozone economy remained in the doldrums.
Recognising the growing risk of disinflation together with a stagnant economy and a 12.0%
unemployment rate (youth rate 23.9%), the European Central Bank cut its main cash rate by 25 basis
points to a record low of 0.25% in November. The magnitude of the move is hardly going to change the
Eurozone’s grim economic fundamentals though and the rate cut seems more geared at reassuring
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markets that the central bank is still vigilant to the travails of the region, after passively relying on the “do
whatever it takes” promise for so long. In a move that reminded the markets that Europe’s road back to
economic redemption will be a long one, both the Netherlands and France had their sovereign credit
rating cut by S&P during the quarter.

NEW ZEALAND MARKET OVERVIEW
New Zealand finished the December quarter as one of the perceived rock stars of the global economy,
with its strong economic performance expected to continue into 2014. Economic growth as measured by
GDP is currently sitting at 3.5%, the unemployment has fallen to 6.2%, net migration is positive, business
and consumer confidence is sharply elevated and soft commodity prices continue to increase. New
Zealand commodity prices increased by 21.6% in world terms in 2013 and by 22.6% in New Zealand
dollar terms, with not surprisingly dairying leading the way. House prices continued to rise, with the
Quotable Value house price index increasing by 9.2% in the November year, with much of the increase
attributed to Auckland and the non-earthquake affected areas of Christchurch. The red hot housing market
prompted the RBNZ to introduce restrictions on high ‘Loan to Valuation’ lending in October with
evidence indicating that they are having an effect in this segment of the market.

From a monetary policy perspective, the RBNZ looks set to begin raising the OCR in the first quarter of
2014, most likely in March, but with January an outside possibility. Current market pricing is factoring in
1.00% of OCR increases by the end of October 2014. The RBNZ in the December Monetary Policy
Statement projected the 90 day rate to climb to 3.80% by the end of 2014, just below the market’s
projection of 3.94%.

Swap rates in New Zealand followed the moves in offshore markets, climbing in early October due to the
uncertainties in the US, falling once the funding and debt ceiling agreement was reached, but then
climbing again on renewed speculation that a reduction of the bond buying programme in the US would
soon commence. Both the 5 and 10 year swap rates closed the quarter at or very close to their quarterly
highs, the former at 4.76% and the latter at 5.26%. On an open to lose basis, the shape of the yield curve
was virtually unchanged with the spread between the 2 year and the 10 year swap rates closing at
144 basis points, a mere 3 basis points higher than where it started the quarter.

At the end of December, all signs pointed to New Zealand’s strong economic performance continuing.
The rebuild in Christchurch, construction activity In Auckland (which is now spilling over into the
provinces) and the ongoing strength of soft commodity prices look set to provide further impetus to the
domestic economy. Just how much additional economic growth is factored into current interest rate
settings remains to be seen.
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LOCAL AUTHORITY SECTOR
During the quarter there was renewed interest from New Zealand institutional investors for one name
local authority paper as they sought to diversify their portfolios away from the Local Government
Funding Agency (“LGFA”). In turn, this provided borrowers with the opportunity to nominate
alternative maturity dates to the LGFA offerings and thus fill gaps in their maturity profiles.

Bank pricing for local authority debt was reasonably stable over the quarter with most new facilities
concentrated around the 2 to 3 year period. Longer facilities tend to be excessively priced compared
to LGFA and capital markets issuance and thus have been avoided in favour of shorter term facilities.

The LGFA held its seventeenth tender on 11 December. In total, $150 million of bonds and FRNs
were issued, with $446 million of bids received. Details of the tender were as follows:


15 April 2015 maturity - $10 million issued at a margin of 54 basis points over swap for an
unrated borrower.



15 December 2017 maturity - $35 million issued at a margin of 61 basis points over swap for
an unrated borrower.



15 May 2021 maturity - $105 million issued at a margin of 87 basis points over swap for an
unrated borrower.

POLICY ADHERENCE


As at 31 December 2013, MDC was compliant with the investment parameters contained in its
Treasury Policy.



The duration of the LTFP at 2.70 years is within the 25% allowable fluctuation band of the
benchmark portfolio’s duration of 2.49 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 31 December 2013, the asset category percentages complied with the Treasury Policy. These
are as listed below and are graphically illustrated on the following page:-

Banks

69.48%

-

Local Authorities

30.52%
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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

31-Dec-13
21-Apr-04
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 30/09/2013

Maturity Date Coupon

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

6.86
8.67
6.87
5.22
7.51
6.52
6.85
5.06
6.10

30-Sep-13
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
$

31-Dec-13
Nominal
$

2.68
3.18
3.76
4.68
5.07
5.18
4.75
5.15
5.26
5.50

993,367
1,050,509
1,107,792
1,073,451
1,023,799
1,095,474
1,063,933
1,074,172
1,001,710
1,029,843
$10,514,048

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

$10,514,048

Coupons
30/09 to 31/12
$
$34,300
$43,350
$34,350
$26,100

Yield

Value
$

2.84
3.18
4.03
4.92
5.34
5.49
4.92
5.34
5.51
5.72

993,052
1,024,397
1,070,892
1,045,908
1,003,411
1,099,304
1,070,746
1,080,696
1,004,904
1,034,180
$10,427,489

$138,100

31/12/2013
Coupons
Net Purchases/Sales

Effective change in cash
% change
Duration-years

Effective cash
31/12/2013
$
993,052
1,058,697
1,114,242
1,080,258
1,029,511
1,099,304
1,070,746
1,109,111
1,109,112
1,034,180
$10,698,211
10,427,489
138,100
Nil
10,565,589
$51,541
0.49%
2.49
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Mackenzie District Council
Security

Issue Date

Maturity Date

Coupon

DEUTSCHE
ROTORUA DC
BNZ
AUCKLAND COUNCIL
ANZNATIONAL
ANZNATIONAL
BNZ

16-Jun-04
25-Sep-09
27-May-08
27-Sep-10
18-Apr-08
20-Sep-11
20-Dec-11

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

7.14
6.49
8.67
6.52
5.28
6.08
6.10

Value 30/09/2013

30-Sep-13
Nominal
$
250,000
500,000
500,000
500,000
500,000
500,000
527,000
$3,277,000

Yield

Value
$

31-Dec-13
Nominal
$

3.53
3.80
3.76
4.75
6.13
5.29
5.37

248,345
513,343
553,896
532,105
495,013
517,903
553,223
$3,413,828

250,000
500,000
500,000
500,000
500,000
500,000
527,000
$3,277,000

$3,413,828

Coupons
01/10 to 31/12

Yield

Value
$

Effective Cash
31/12/2013

2,225

3.56
3.76
4.03
4.92
5.99
5.49
5.59

249,517
518,423
535,446
535,517
492,045
520,632
539,482
$3,391,063

251,742
518,423
557,121
535,517
505,245
520,632
555,555
$3,444,236

21,675
13,200
16,073
$53,173

Value 31/12/2013
Coupons
Net maturities and adjustments

Effective change in cash
% change
Duration-Years

3,391,063
53,173
Nil
3,444,236
$30,408
0.89%
2.70
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