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Purpose and Summary 

This report provides Council with an update on delivery of the 2023/2024 Annual Plan, including an update for Council on the aspects of variations with the Long Term Plan (LTP) which are expected for Council consideration, the commensurate impact on the forecast, rates increase and advice on requirement to consult. 


Recommendations 

That Council:
Receive the report “2023/2024 Annual Plan Update”.
Note the issues and forecast financial implications which will be reflected in the draft Annual Plan, which is being prepared for adoption in June 2023. 
Note the areas of identified variation to Year 3 of the 2021 – 2031 Long Term Plan. 
Note the process to deliver the Annual Plan for adoption in June 2023. 
Note that consultation is not required on the 2023/2024 Annual Plan.


Background 

2023/2024 is Year 3 of the 2021 – 2031 Long-term plan.  Consultation was completed on the 2022/2023 Annual Plan, which included reflecting the latest plans for Project 1225 and City streets Stage 2. Other changes included wider changes to the capital programme delivery, changes to operational activities, changes to costs of goods and services as a result of inflation and interest rates changes, changes in the labour market and changes to income.  The changes to the 2022/2023 Annual Plan agreed following consultation have been incorporated as relevant to the starting position for the 2023/2024 Annual Plan.  

This paper outlines the expected changes to the Annual Plan, which is due for adoption in June 2023. 



Issues 

Changes to Roadmap to Renewal Projects and other Strategic Projects

The 2023/2024 Draft Annual Plan incorporates the changes agreed in the 2022/2023 Annual Plan, notably the new plans for the museum – Project 1225. In addition the following decisions made by Council are reflected in the plan: 

· Rugby Park project is paused with existing 2023/2024 budget moved to 2024/2025 ahead of LTP decision making (0.34% rates increase change would be deferred from 2023/2024 to 2024/2025*).
· Surrey Park Grandstand project is paused with existing 2023/2024 budget moved to 2024/2025 ahead of LTP decision making (0.16% rates increase change would be deferred from 2023/2024 to 2024/2025*).
· Civic Administration Building – Redevelopment project is removed with maintenance budget to be confirmed following reporting process outlined above (0.58% rates increase change would be saved in 2023/2024.  Additional rates may be required to fund the maintenance).
· City Streets Stage Two is paused with existing 2023/2024 budget moved to 2024/2025 ahead of LTP decision making. (0.50% rates increase change would be deferred from 2023/2024 to a further year*)  It should be noted that if Council determines work related to Wachner Place/ Lower Esk St is required in 2023/2024 this will be additional. 
· The carry-over of $3.0 million for the Branxholme Pipeline upgrade from 2022/2023 (total project remains $25.5 million).
Bringing forward plans for construction of New Housing complex from future years.   

* Higher rates may be required if capital is deferred into future years due to inflation and interest rate changes.

Capital programme delivery

75% of the capital renewal programme was expected to be delivered in Year 3 of the LTP.  After a 5% reduction to 70% in the 2022/2023 Annual Plan, improved performance is expected in 2023/2034 and the forecast 75% for Year 3 is unchanged. 

There are a number of changes within the capital programme which are forecast to result in a decreased capital budget of $1.7 million.  Changes in capital programme includes:

· $0.3 million carried across from 2022/2023 for re-sealing of car park at Splash Palace.
· $1.6 million carried across from 2022/2023 for Bluff Hill -Active Recreation Hub Carpark Redevelopment project.
· $3.7 million of 3 waters projects deferred to future years. This aligns the capital expenditure back to year 3 of the Long-term Plan 2021-2031 of $8.8 million.

Combining the Roadmap to Renewal Projects, other Strategic Projects and capital programme, the total planned capital expenditure for 2023/2024 is $51.4 million.

The final draft of the Annual Plan will include a full list of capital projects. 





Three Waters

Under the existing plans of the Government, responsibility for delivery of three waters services is expected to transition to the new entity in July 2024 and as a result the 2023/2024 Annual Plan needs to reflect the appropriate funding for the last year of Council delivery of three waters and the costs and revenue associated with supporting the transition through 2023/2024. 

The team will deliver $8.8 million renewals in line with Year 3 of the LTP. 

Three waters asset renewals for 2023/2024 will be rates funded to $8.8 million. Typically Council has rates funded the depreciation cost of these assets. This approach is appropriate for 2023/2024 given the unique situation created by the transition of three waters to the new entity.  This approach will not impact levels of service – critical work needed to maintain the network will still proceed. 

It is the advice of officers that this position still supports appropriate delivery of activity to maintain three water assets critical to the life and wellbeing of the community. Any risk presented by taking on more debt is believed to be manageable, although Council should note that there remains a risk for all Council’s three water related debt, including any debt linked to 2023/2024 activity, that the entity may take a lower proportion of debt than Council believes is appropriate.  

Depreciation 

Council owned assets have been revalued in the 2022/2023 financial year.  This revaluation shows a significant increase in the value of Council’s assets which requires an increase in provision for depreciation. 

The combined value of Council assets has increased from $835 million to $1,050 million, an increase of 26%.  This increase along with the capitalisation of the Stead Street Stopbank and City Centre stage 1 projects has projected depreciation in 2023/2024 of $42.9 million, compared to a forecast of $30.2 million in Year 3 of the Long-term Plan, equating to an increase cost of $12.7 million.  

Fully funding depreciation for all assets would have required additional funding of $10.9 million, equating to a 16.4% increase in rates.  The change in approach necessitated as a result of the three waters transition means that $30.3 million depreciation is required to funded, compared to a forecast $30.2 million in Year 3. 

Operational changes

Changes are proposed in the library, parks and toilets activities which will result in combined savings of $465,000, equivalent to 0.7% in rates.  

Further management efficiencies of $500,000 have been found, further reducing the need to increase rates. 

However, savings are offset by the increase in the below costs:

The renewal of electricity contracts has increased costs by $764,000 ($335,000 more than plan in 2022/2023 + $429,000 in 2023/2024). This relates partly to increased line charges.

The alignment of the roading and passenger transport operating programme to Waka Kotahi agreed forecast ($1.0 million combined increase above plan in 2022/23 and 2023/24).  These increases are partially offset by subsidy revenue received.

$300,000 software licensing cost increase (including Technology One). Note there will be savings in licensing in future years as the Business Enhancement Programme projects are completed.

$200,000 and $300,000 increases in Water and Sewerage operating costs respectively, including sludge removal costs.  

Fees and charges

Council is currently consulting on range of proposed changes to fees and charges which will increase the proportion of revenue for some activities that will come from user fees rather than general rates.  Combined these proposed changes will offset a forecast 1% saving in rates. 

Inflation and interest rates

Inflation is significantly impacting the community affecting the cost of living.  It is also impacting Council, although because Council purchases a different range of services than the typical household, this impact is seen in different ways. 

Inflation will be set at 4.2% for operational costs and 4.5% for capital costs in line with the BERL Local Government Cost Index.  This is higher than the 2.5% forecast for Year 3 in the Long-term plan which significantly impacts the cost of Council’s programme.  More has to be spent to stand still in maintaining the level of service the community expects.  Inflation is responsible for an additional $2.4 million in operational costs. 

At the same time, the cost of borrowing is increasing.  Council forecast 2.5% interest on borrowing for 2023/2024 in the Long Term Plan. Recent information on interest rates means that the assumption for the Annual Plan needs to increase to 5.5%.  The higher interest rate along with a higher borrowing balance of $163 million has increased finance expense to $7.5 million, compared to a forecast of $3.5 million in Year 3 of the Long-term Plan, equating to an increase cost of $4.0 million.     

Council will, in areas where it has cash and commercial loans investments in the market, primarily to ICL, benefit from increased interest revenue, however this will not offset the increased cost of borrowing. Finance revenue has increased to $3.0 million, compared to a forecast of $0.2 million in Year 3 of the Long-term Plan, equating to an increase revenue of $2.8 million.     

Staff cost changes

Inflation and minimum wage increases are impacting staff salaries.  In order to retain and recruit the workforce needed to deliver services, Council must maintain a level of parity with the market.  Council uses the Labour Cost Index and local market knowledge in determining the appropriate level of inflation.  

The Governments recent minimum wage increases will result in an additional 0.5% on rates. 



[bookmark: _GoBack]Changes to income

There remains a significant amount of subsidy income in 2023/2024 which is covering capital expenditure, particularly in the three waters transition and better off funding for projects.  This level of subsidy is temporarily having a balancing effect and does not affect the underlying revenue. 

Plan to return to balanced budget

As a result of depreciation funding changes and other operating changes there is a forecast shortfall of $15.5 million, which will result in an unbalanced budget. Council will be required to show its plan to return to a balanced budget. 

The increasing capital programme through to 2026/2027, particularly linked to delivery of the Museum, is putting significant pressure on our debt position and dependent on the interest rates, on our ability to maintain appropriate revenue ratios to service debt. Management and smoothing of the capital programme will be an important part of LTP planning. 

Higher than planned rates increases over the early years of the 2024 – 2034 Long-term plan will be needed to bring us back into balance. 

Other options to return to balance include Council giving consideration to areas where they may wish to consult on reduced levels of service in order to manage costs. 

Consideration should also be given to the financial strategy and whether it is appropriate to shift from a depreciation funding strategy to funding of renewals, noting the risk highlighted by Audit in previous years of underfunding assets.  Such as approach would require enhanced investment in building more complete asset condition data. 

Cost of living

Recognising the challenging economic environment, Council’s focus is on minimising rates increases as far as possible. The forecast rates increase of 5.5% will be applied equally across all ratepayers.  The average current rates bill for a residential ratepayer is $2,637 a year ($53.51 a week).  The 5.5% increase would equate to an additional $145 a year, or $2.78 a week. 

Communications will highlight the availability of the Government rates rebate scheme for low income earners as well as Council’s rates remission and postponement policy.

Significance 

The proposed changes to the 2023/2024 Annual Plan do not meet the standards of significance or variance and as a result, consultation is not required. 




Community Views

The community was consulted on the Long Term Plan in 2021, which included the forecast rates increase for 2023/2024 and again on changes and specific projects including the Museum which impacted on proposed rates as part of the 2022/2023 Annual Plan.  Community feedback supported the Council’s plans at that time.  

While consultation on the Annual Plan is not required, the community will be encouraged to share their feedback on the proposed position for the Annual Plan with Council. 


Implications and Risks

Strategic Consistency

This Annual Plan is consistent with the strategic direction set by the 2021 – 2031 LongTerm Plan. There are a number of projects which are currently paused for consideration as part of the long term planning process, however the variances to the capital and operational plans do not meet the threshold for significance.  

There is a divergence from the financial strategy in the matter of treatment of depreciation for three water assets as a result of the unique situation caused by the transition of three waters to the new entity.  This divergence is temporary and will not have a substantive impact on Council’s delivery of three water services.   It will be a required focus of the preparation of the next Long Term Plan to return to alignment or review of the strategy in light of changed asset portfolio and changed economic environment.

Financial Implications

The financial implications for this Annual Plan are:
· A change in the forecast rates increase from the 4% outlined in the LTP for 2023/2024 and the adjusted figure agreed in 2022 of 5.05% to 5.5%. 
· Delivered Capital expenditure is forecast to change from $68.3 million to $51.4 million.
· Operational expenditure excluding depreciation is forecast to change from $83.0 million in the LTP for 2023/2024 to $96.7 million.
· The rates affordability limits of 7.5% would be met with the forecast rates increase of 5.5%
· The rates affordability – income benchmark would be met which is at 57.6%, under the 60% benchmark.
· The rates affordability – Increase benchmark would be met. The planned increase in rates revenue is 6.3% compared to the benchmark of 7.3% (Local government cost index supplied by BERL of 4.3% +3.0%). 
· The debt affordability benchmark would be met, which is at 12.0%, below the 15% benchmark. 
· The debt servicing benchmark would be met, which is at 6.1%, below the 10% benchmark.
· The essential services benchmark would not be met, which is at 62.5%, below the required 100% benchmark.  This is due to 3 Waters capital renewals being held at year 3 of the LTP levels and Roading capital renewals being below the revaluation adjusted depreciation, particularly within Footpaths. 
· Due to the funding of depreciation changes above, the 2023/2024 Annual Plan will be 88.9% of the balanced budget benchmark target of 100% and, as a result, there will be an unbalanced budget.  

These are subject to change over the next three months as new information becomes available, ahead of the final plan being presented to Council for adoption in June. 

Adding new projects would have a financial implication on the Annual Plan.  

Legal Implications 

At the time of this update, the 2023/2024 Annual Plan will meet the requirements of Section 95 of the Local Government Act which sets out the requirements for an Annual Plan. 

Section 97 requires Council to provide for significant level of service changes only as part of the long term plan.  This Annual plan does not propose significant level of service changes. 

Climate Change 

Climate change implications where known have been considered by managers in developing draft budgets for the 2023/2024 Annual Plan. 

Risk 

	Risk
	Mitigation

	The Annual Plan will result in an unbalanced budget which will need to be addressed as part of the LTP
	Council will need to consider options to return to a balanced budget as part of the LTP in order to improve Council’s ability to cover debt. This will be required by Audit and as part of managing Council’s credit rating. 

	Increasing debt funding for three water assets increases the risk presented to Council through the transition process that the new entity may dispute three water related debt.  
	Council is engaging regularly with the NTU to support a positive outcome on debt negotiations.  The NTU has been appraised of Council’s approach for the Annual Plan.  

	Interest rates increase further. 
	Council has utilised a range of inputs to determine interest rates assumptions. Quarterly reforecasting will factor in interest rate changes and Council will be regularly updated on any changes. 

	Inflation increases further impacting the cost of maintaining levels of service. 
	Council is monitoring market information on a continual basis and this risk is managed through the Risk and Assurance Committee.  There is no known reason at this point in preparing the plan to divert from the BERL LGCI. 

	Pausing and delay of Roadmap projects will require further escalation at inflation rates which are unknown at this time. 
	Council will receive updated information to inform decision making as part of the Long-term plan process. 

	Further financial information becomes known through fourth quarter re-forecasting which requires a substantive change to the plan.
	The first stages of forecasting have occurred prior to submission of this report and no major issues are known at this time.  Council will receive updates on further information if and when it becomes available. 

	Addition of further projects to be included into the Annual Plan, such as CCTV, where Council are yet to make a decision that will increase the required forecast rates increase.
	Council decisions on new projects should be made with awareness of implications for the Annual plan and the required rates increase. 




Next Steps 

The Financial Impact Statements and Annual Plan summary will be prepared for adoption by Council in June 2023, ahead of the setting of rates for 2023/2024 to apply from 1 July 2024. 


Attachments 

Draft financial statements (updated 23 March 2023)
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PROSPECTIVE STATEMENT OF FINANCIAL POSITION

Annual Plan Annual Plan

Financial year ending 30 June 2022/23 2023/24

($000) ($000)

ASSETS

Current assets

Cash and cash equivalents 12,663 11,096

Receivables 11,649 13,901

Prepayments 1,089 1,333

Inventories 751 500

Assets held for sale 0 0

Other financial assets 18,302 18,717

Total current assets 44,454 45,547

Non-current assets

Property, plant and equipment 1,070,534 1,094,602

Intangible assets 5,776 8,220

Biological assets 4,246 4,271

Investment property 27,566 29,699

Investment in CCOs and similar entities 84,069 76,569

Derivative financial instruments 0 481

Other financial assets 24,962 33,927

Total non-current assets 1,217,153 1,247,769

TOTAL ASSETS 1,261,607 1,293,316

LIABILITIES

Current liabilities

Trade and other payables 20,260 15,943

Provisions 112 112

Employee benefit liabilities 2,663 3,866

Borrowings 59,391 32,012

Derivative financial instruments 0 0

Total current liabilities 82,426 51,933

Non-current liabilities

Provisions 816 816

Employee benefit liabilities 872 26

Borrowings 89,086 123,718

Derivative financial instruments 1,904 0

Total non-current liabilities 92,678 124,560

TOTAL LIABILITIES 175,104 176,493

EQUITY

Retained earnings 385,802 369,022

Restricted reserves 40,220 29,778

Hedging reserves (1,904) 481

Carbon credit revaluation reserves 1,182 2,229

Asset revaluation reserves 661,203 715,313

TOTAL EQUITY 1,086,503 1,116,823

TOTAL LIABILITIES AND EQUITY 1,261,607 1,293,316
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PROSPECTIVE STATEMENT OF COMPREHENSIVE REVENUE & EXPENSE

Annual Plan Annual Plan

Financial year ending 30 June 2022/23 2023/24

($000) ($000)

REVENUE

Rates revenue 65,777 70,679

Fines 605 475

Subsidies and grants 13,549 13,130

Direct charges revenue 24,350 26,383

Rental revenue 3,370 3,653

Finance revenue 692 3,042

Dividends 5,089 5,303

Total revenue (excluding gains) 113,432 122,665

EXPENSES

Employee expenses 30,602 33,826

Depreciation and amortisation 32,023 42,940

General expenses 51,377 55,372

Finance expenses 2,325 7,527

Total expenditure 116,327 139,665

OTHER GAINS/(LOSSES)

Investment property revaluations - gain / (loss) 637 1,279

Forestry assets revaluations - gain / (loss) 105 184

other 0 0

Total other gains/(losses) 742 1,463

Surplus / (deficit) before tax (2,153) (15,537)


