LTP 2024 – 2034 Assumptions


To:	Infrastructure Committee

Meeting Date:	Tuesday 10 October 2023

From:	Rhiannon Suter, Manager – Strategy, Policy and Engagement and Russell Pearson, Manager – Strategic Assets

Approved:	Erin Moogan, GM – Infrastructural Services

Approved Date:	Tuesday 3 October 2023


Open Agenda:	Yes


Purpose and Summary 

This report provides the Committee with the draft assumptions for the Long-term Plan with a focus on infrastructure.  It should be read in conjunction with the report provided to Risk and Assurance on 19 September 2023. 


Recommendations 

That the Infrastructure Committee: 
1. [bookmark: _GoBack]Receives the report “LTP 2024 – 2034 Assumptions”.
2. Notes and provides feedback on the items relevant to infrastructure included in the draft assumptions for the LTP (A4848736).


Background 

Council is required to develop assumptions which underpin its Long-term Plan, both to inform the services it will provide the community, the capital which will be required to provide those services and the budget which will enable delivery. 

The assumptions underpin the Infrastructure Strategy and the Financial Strategy, both of which interrelate and will be brought to Council in October. 

Many of the higher level assumptions have a flow through impact on infrastructure, however this report deals specifically with those assumptions which have the most direct link to infrastructure. 




Issues 

Draft Assumptions

The draft assumptions have been developed utilising the following sources: 
· Infometrics report “Economic update for Long Term Planning for Invercargill City Council”, April 2022.
· Infometrics report “Southland Region forecasting scenarios for Beyond 2025 Southland”, June 2023.
· Beyond 2025 Southland Regional Long Term Plan.
· NZIER report “Invercargill CBD regeneration”, May 2023.
· Southland CBD Rejuvenation Community and Business Survey Report, March 2023.
· Rationale report “Murihiku Southland Housing Needs Assessment”, May 2023.
· RBNZ “Household inflation expectations (H1)”, August 2023.

While Covid is no longer a factor, the after effects of the pandemic remain a considerable factor in the current economic volatility and the continued higher levels of uncertainty. 

There are some significant improvements since the time of setting the assumptions for the previous LTP:
· The expected recession has not eventuated – employment has remained stronger than anticipated.
· International migration numbers have bounced back quickly and tourism numbers are expected to return to pre-Covid levels more quickly.
· The future for Tiwai, while still not settled, appears more likely to result in a renegotiated power deal and the plant remaining for the immediate future.
· City Block has been found to have delivered significant social and economic benefits for the city and retailers and resident feedback is positive. 

There are however a number of headwinds which are worth considering: 
· Inflation is higher than expected and there is a significant cost of living challenge which is likely to affect some ratepayers’ ability to pay.  Economic uncertainty around inflation forecasts remains higher than usual.
· The cost of borrowing has increased and again uncertainty around forecast rates is higher than usual.
· Global commodity prices, after initially buffering the Southland economy for the past couple of years, are now weakening and along with expected increased environmental regulation have the potential to significantly impact the primary sector which remains the backbone of the Southland economy.
· Economic diversification options such as southern green hydrogen, forestry (carbon forestry) and aquaculture[footnoteRef:1], while they are likely to have significant benefits for GDP, are less likely to bring significant employment growth and commensurate population growth benefits at a level to have a significant impact on rates growth. [1:  Note the forecast for aquaculture in Beyond 2025 noted the limitations around the forecast based on limited indsutry information and stretch forecast for industry growth.] 

· Housing remains a potential constraint for the city, with the most significant challenge being availability of housing which meets current needs (over-supply of older housing stock, mid-range family homes).  There are positive developments on the horizon but still a lack of certainty of delivery dates. 

There remain significant unknowns which it is hoped will become clearer over the next months prior to finalisation of the assumptions for the LTP:
· Implications for Council operations as a result of potential policy change following the election.  It is unknown what changes there may be to Affordable Water Reform, Resource Management Reform and Local Government Reform, among other significant policy packages in the environmental space, all of which have the potential to have major impact on the structure and operation of Council. The risk profile changes significantly with different potential structuring of Council involvement in three waters, including in the area of capital deliverability in the early years of the LTP prior to transfer, discharge consent processes and funding impact for delivering major enhancements of the network including alternative water supply and extension to Bluff. 
· There are new potential industries which have expressed an interest in locating in the District.  Some of these are anticipated to require further infrastructure connections – water, roading etc. However, as the locations are not yet finalised forecasting future required investment is challenging. This has potential implications on the Infrastructure Strategy and the capital growth modelling. 
· Finalisation of the financial restructure of ICL and ICHL, with consequent impact on Council’s potential debt ceiling and certainty around future dividend forecasts.
· The LTP advice from the Office of the Auditor General has not yet been received and this could impact Council’s approach on matters of strategy and presentation of the key documentation in unexpected ways. 
· Advice from Environment Southland (including EMS) is expected shortly around assumptions on forecast implications of natural disaster and environmental regulatory and policy change.  

Population and Households

The population and households assumption (growth) have a flow through impact on infrastructure required for provision of core services to those households.  The current forecasts are substantially in line with the trend forecast of the previous LTP.  At a macro-level there is still room to grow within the city, as the original infrastructure was built for a larger population.  However there are some areas where there are potential constraints which may require additional infrastructure (e.g. parts of Otatara) as well as connections to new planned developments.  These issues however are not significant enough to have an impact at the network level. 

Climate Change

The climate change assumptions reflect the assumptions in line with the NIWA Southland 2018 report.  NIWA is currently undertaking work at a national level which will likely require an update of this study, however this data will not be ready for this LTP.  Environment Southland’s initial advice is that an update may be available in four years. 

Key infrastructure renewals (e.g. stormwater pipes) are being designed in line with these assumptions (e.g. stormwater pipes with greater capacity to deal with anticipated intense rainfall events).  Renewals are being targeted to priority areas of the network with known risks.   As renewals are undertaken more of the network will meet higher standards

Specific infrastructure projects (e.g. Stead Street Stopbank and the rain gardens on Esk and Don Street) have been designed on the basis of best known information about likely future effects of climate change.  However as more information becomes available further assessment will be able to made as to the ability of these assets to withstand forecast future conditions. 

Natural Disaster

An update to these assumptions is expected following input from Environment Southland. 

Environmental Renewal

There are areas of known and potential contamination from industrial and residential landfill at Ocean Beach and New River Estuary.  Required known monitoring and operational management is budgeted for. In future LTPs further budget is likely to be required for management of contamination. 

Project 1225

Te Unua – Museum of Southland is one of the Council’s most significant built infrastructure projects.  The LTP forecasts delivery of the project on time in line with advice from the Project Governance Group.   There is some risk that Council may be required to invest further, however this risk is being actively managed and there is no reason at this point to believe external funding will not be secured and any increases are expected to be well within the ability of Council to manage. 

Water Reform 

Water Reform remains a significant unknown.  Asset plans are being prepared in line with NTU requirements.  Council anticipates that any change in direction from the Government following the election will come too late to be responded to on a significant basis in this LTP.  The strategy is to pull in the later years of the Asset plans through from the NTU.  It is important that Council is aware however, that Council plans for delivery are likely to be different from the NTU priorities and as a result an amended LTP in the second year may be required to reflect these changed priorities.  Advice from Government around this process is expected. 

Regulatory Change and Consents

RMA, Three Waters and other environmental regulation packages all have potential impact not only on Council’s regulatory function but on delivery of services / infrastructure needed to support these services.  Council is planning on the best known information at this time, but the scale of the reform agenda makes uncertainty in this area higher than normal. This strategy applies to Council’s approach to its major wastewater consent processes. 

Funding Assistance Rate

The Funding Assistance Rate is forecast on current known information.  Any change to the FAR or Waka Kotahi funding priorities will have a flow through impact on Councils programmes which will need to be adjusted for in the Annual Plans. 

Asset Life and Condition 

The reliability of asset condition data is fundamental to this assumption.  This is one of the areas Audit will assess for those elements in the Infrastructure Strategy. 

Infrastructure Network Development

Growth is not forecast as required as a result of population growth.  However a 1% assumption is included to account for growth as a result of potential industrial development.  No more accurate assumption is possible based significant unknowns as to location and specific industry requirements (e.g. water and roading connections, waste treatment etc).  Individual agreements will be required to support additional industry development 

Capital Programme Delivery

As for the last LTP, 100% of delivery is forecast for the strategic projects – this reflects that they must be fully budgeted for and as standalone projects will be delivered although timeframes may adjust slightly.  Funding adjustments will be planned for through the Annual Plans. 

Renewals are forecast at 80% rising to 90% reflecting the continuous nature of the programme, as well as contracting constraints and opportunity for increased maturity in delivery. 

Asset Revaluation 

Asset revaluation has a significant impact on funding for renewals, including via depreciation.  This matter is discussed in the paper for the Finance and Projects Committee on the assumptions. 

Risk 

The risk factors related to the assumptions were discussed at the Risk and Assurance Committee on 19 September 2023. 


Next Steps 

The assumptions will continue to be refined and will be brought back to Risk and Assurance at the next meeting with any relevant comments from this committee, ahead of audit and adoption for consultation. 


Attachments 

Appendix 1 - Draft Assumptions for LTP (A4848736)
A4902356	Page 5 of 5
