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About this Consultation Document

This Consultation Document is part of the process of preparing the 2019/2020 Annual Plan. The Consultation
Document aims to clearly and succinctly describe the Council’s proposal to join the Local Government Funding
Agency Scheme and highlight the key choices and implications.

Consultation is open until 23 April 2019.



Introduction

The Taranaki Regional Council (the Council) is considering participating in the New Zealand Local Government
Funding Agency Ltd (LGFA) scheme. The LGFA is designed to allow local authorities to borrow at more
favourable interest rates.

The LGFA is a council-controlled trading organisation (CCTO) established by a group of local authorities and the
Crown. There are 31 shareholders, comprising the New Zealand Government (20%) and thirty councils (80%).
The LGFA governance structure comprises the New Zealand Government and thirty councils, the LGFA
Shareholders Council and the LGFA Board of Directors.

The LGFA Shareholders Council comprises five-to-ten appointees from the Council Shareholders and the Crown.

The LGFA Board is responsible for the strategic direction and control of the LGFA's activities, and is led by an
independent chair.

All local authorities are able to borrow from the LGFA. Different benefits apply depending on the level of
participation. Most local authorities borrowing from LGFA enter into guarantees in favour of LGFA and other
local authorities. However, this is not compulsory. A local authority can choose not to provide these guarantees,
which means it will not have this contingent liability, but would only be able to borrow a limited amount
($20,000,000), and will be required to pay a higher interest rate.

The Council is proposing it will participate as a Guaranteeing Local Authority, one which guarantees the
obligations of the LGFA.

Principal Shareholding Local Authorities are required to invest capital in the LGFA, and expect to receive a return
on that capital; it is acknowledged that this may be less than might be achieved by alternative investments. This
is because the overarching objective is that the benefits of the LGFA scheme are passed to Local Authorities as
lower borrowing margins, rather than being passed to shareholders as maximised profits.

It is not proposed that Council be a Principal Shareholder at this stage.

You can make a submission online at www.trc.govt.nz, or by email or letter. If you want more information, you
can see the complete proposed 2019/2020 Annual Plan on our website, or at our office at 47 Cloten Road,
Stratford. You can give us a call on 0800 736 222 and talk to one of our staff.

We look forward to hearing from you.

David Macleod
Chairman
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Summary of the Proposal

Given the short nature of this entire Statement of Proposal, the Council is not producing a separate summary,
this full version also serves as the summary.

Statutory Considerations

Section 56 of the Local Government Act 2002 (LGA 2002) requires that before a local authority may establish or
become a shareholder in a council-controlled organisation, the local authority must undertake consultation in
accordance with section 82. Although Council is not proposing to acquire shares in the LGFA, borrowing under
the LGFA Scheme will require it to acquire some capital notes issued by the LGFA that could, in some
circumstances be converted into shares in the LGFA.

Reason for the proposal

The Council believes that participating in the LGFA Scheme provides an opportunity to borrow at lower interest
margins, and that this benefit outweighs any costs and risks associated with the LGFA Scheme.

The Council is proposing it will participate in the Local Government Funding Agency as a Guaranteeing Local
Authority, one which guarantees the obligations of the LGFA.

The Council is consulting on this proposal for the reasons set out above under “Statutory Considerations”.
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Analysis of Reasonably Practicable Options

The reasonably practicable options are as follows:
1.  Participate in the LGFA scheme as a Principal Shareholding Local Authority.

2. Participate in the LGFA scheme as a Guaranteeing Local Authority, but not a Principal Shareholding Local
Authority.

3. Participate in the LGFA scheme, but not as a Principal Shareholding Local Authority or as a Guaranteeing
Local Authority.

4. Not participate in the LGFA scheme.

Option (2) is the preferred option.

This analysis is supplemented by some consideration of Council’s specific circumstances below.
Q. SHOULD THE COUNCIL PARTICIPATE IN THE LGFA SCHEME AS A BORROWER?

As at 30 June 2018 the Council had no borrowings. This is expected to increase to approximately $50 million for
the Yarrow Stadium repair/reinstatement project over a 2 year period. Consequently, the benefits of lower
interest margins are significant.

Based on these forecasts, the Council anticipates interest savings of approximately $4,000 or 0.4% for every $1.0
million of debt by participating as a Guaranteeing Local Authority. At the peak debt level of $50 million this
equates to approximately $200,000 per annum. There are one off up-front costs associated with joining the
LGFA of approximately $24,000 and annual ongoing costs of approximately $7,000 for documentation and
Trustee appointment, plus approximately $50,000 per annum for a credit rating. The Council believes that the
benefit of these savings outweighs the costs of borrowing from LGFA.

Joining LGFA as a member council does not mean Council has any legal obligation to use LGFA for its borrowings.
The Council is free to borrow from whatever borrowing source is the cheapest at the time of borrowing.

Consequently, the Council proposes that option (4) is NOT adopted.

Q. SHOULD THE COUNCIL PARTICIPATE IN THE LGFA SCHEME AS A PRINCIPAL SHAREHOLDING
LOCAL AUTHORITY?

Investing in the LGFA Scheme as a Principal Shareholding Local Authority would provide a return on the amount
invested in purchasing shares in the LGFA. It would also give the Council some rights in relation to the
governance of the LGFA. However:

a. Anyreturn paid would be a return on equity and would not be paid if the LGFA ever got into financial strife.

b.  The Council would have to invest additional capital to join the LGFA scheme, because it would need to
purchase shares in the LGFA.

c.  The Council would be required to subscribe for uncalled capital in the LGFA; and

d.  The Council would have to also become a Guaranteeing Local Authority with the attendant risks detailed
below. In any event, the Council would not easily be able to join as a Principal Shareholding Local Authority.
Among other things it would need to find a current Principal Shareholding Local Authority that was
prepared to sell some of its shares in the LGFA to the Council.

Consequently, Council proposes that option (1) is NOT adopted.
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Q. SHOULD THE COUNCIL PARTICIPATE IN THE LGFA SCHEME AS A GUARANTEEING LOCAL
AUTHORITY?

If the Council joined the LGFA Scheme as a Guaranteeing Local Authority, it would be able to borrow more than
$20million from the LGFA and would be charged a lower interest margin for its borrowing.

LGFA currently has 59 member councils and is the largest lender to the local government sector with loans
outstanding of approximately $8.5 billion. One of the contributing factors to the success of LGFA in delivering
low cost funding to the sector has been its AA+ credit rating. This is the same as the New Zealand Government.
Currently, the LGFA estimates it is delivering costs savings to its member councils of $25 million annually. This
saving would otherwise need to be funded by higher rates.

LGFA would not achieve the AA+ credit rating without the guarantee structure and therefore there would be no
savings in borrowing costs to councils.

LGFA GUARANTEE

Currently there are 48 councils (based on the LGFA September update) who have signed the joint and several
guarantee. It is important to note that guarantors are guaranteeing LGFA and not individual councils.

The guarantee is limited to a council’s rates income as a percentage of the rates income of all the guaranteeing
councils. If the Taranaki Regional Council became a guaranteeing council, we estimate that the Taranaki
Regional Council’s share of the guarantee would be approximately 0.16%. This means that if a $100 million call
was made under the guarantee, Taranaki Regional Council would contribute $160,000. This figure may change
over time as the percentage of total rates income changes.

When assessing the potential liability, or consequence of a call under the guarantee we need to assess the
likelihood of a:

1.  council defaulting on its loans;

2. loss on the loans even if a council does default; and

3. call on guarantors.

All the above three factors have a very low probability due to the following mitigating factors.
LIKELIHOOD OF COUNCIL DEFAULT

Performance of the New Zealand Local Authority Sector: There has never been a default by a New Zealand
Council. In addition, there is strong oversight of the sector by the Office of the Auditor General (OAG) and the
Department of Internal Affairs (DIA). If the Government has concerns over the performance of a council, there
are a number of intervention steps that can be taken including the appointment of a Crown Observer through to
the appointment of Commissioners.

LIKELIHOOD OF A LOSS ON THE LOANS IN EVENT OF DEFAULT

LGFA has a range of financial covenants. LGFA member councils that borrow from LGFA need to comply with
these financial covenants on an annual basis. The covenants restrict the amount of money a council can borrow.
Inits 2017 report on LGFA, Standard & Poor’s state that “LGFA’s loan quality is exceptional; all loans in its
portfolio are neither past due nor impaired since LGFA’s inception in 2011. It has sound underwriting processes,
which involve periodic compliance to the covenants that it sets”.

Further all lending undertaken by LGFA to councils is done with a security charge over the council’s rates. This
means that in the event of a default by a council, LGFA can appoint a statutory manager who can impose a
special rate that would be able to recover the amount owed to LGFA. This ensures all lending to councils is the
first ranking creditor.
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LIKELIHOOD OF A CALL ON GUARANTORS

As at June 2018, LGFA had capital of $199.4 million. This was made up of $64.3 million of equity and $135.1
million of borrower notes which could be converted into equity. In addition, there is a further $20 million of
uncalled capital. This provides almost $220 million of equity that could be used before a call was made under
the guarantee.

Further while the New Zealand Government does not guarantee LGFA it is a 20% shareholder in LGFA. In
addition, the Government provides a $1 billion committed credit facility to LGFA. This would provide LGFA
access to funding in the event of a severe disruption in capital markets which in turn would provide continuity of
funding to the local authority sector. The Government is a member of the LGFA Shareholder Council.

GOVERNANCE OF LGFA

The Board of LGFA is currently made up of 5 independent directors and 1 non-independent director. A non-
independent director is someone who works in the local authority sector. There is a requirement that the
majority of the directors are independent. One of the key objectives of the Director’s is to protect the interests
of the guaranteeing councils.

PERFORMANCE OF LOCAL AUTHORITY FINANCING VEHICLES IN OTHER COUNTRIES

There are many local authority financing vehicles that have been set up and successfully operated in other
countries. These include financing vehicles in Denmark, Sweden, Norway, Finland, Netherlands, France, United
Kingdom, Japan and Canada. They all utilise a cross-guarantee structure by member councils similar to the
structure of LGFA. There has never been a call under the guarantee in any of these countries. The oldest of the
entities is in Denmark which has successfully operated for 120 years.

STANDARD AND POOR'S ASSESSMENT OF RISK TO COUNCIL FROM THE GUARANTEE
Standard and Poor's noted in their credit rating report on Auckland Council on 25th September 2018 that:

"As part of the arrangements supporting the Local Government Funding Agency (LGFA), Auckland is party to a
joint and several guarantee, which we consider a contingent liability. Given the strength of the institutional
framework in New Zealand and the requirement that all debt be secured over rates, we believe that the
likelihood of a default scenario that would trigger the joint and several guarantee is low. Therefore, the LGFA
liability doesn't affect our view of Auckland's contingent liabilities.”

Consequently, the Council is proposing that it will participate in the LGFA Scheme, not as a Principal Shareholding
Local Authority but as a Guaranteeing Local Authority. Consequently, Council proposes that option (2) is adopted.

Q. SHOULD THE COUNCIL PARTICIPATE IN THE LGFA SCHEME WITHOUT BEING A GUARANTEEING
LOCAL AUTHORITY?

If the Council was to join the LGFA Scheme without being a Guaranteeing Local Authority, the cost of
participating would be less. However, it would face higher funding costs, reducing some of the benefit of
participating. It is likely that Council would only be able to borrow up to $20,000,000, but Council is anticipating
borrowing more than $20,000,000.

The LGFA charges a higher interest rate to Councils that are not guaranteeing borrowers. This would reduce the
potential savings to $60,000 per annum, $3,000 or 0.3% for every million dollars. The limit on borrowing and
the higher interest rate would result in a cost to Council, as compared to option 2 of $140,000 per annum. This
is offset by the risk of the guarantee, however as stated above the risk of the guarantee is considered to be low,
compared to the savings.

Council proposes that option (3) is NOT adopted.
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Investment Policy

The Investment Policy does not contain provisions to borrow from the Local Government Funding Agency.

The primary objective for the Council's interest in LGFA is to lower the cost of borrowing. Although the Council is
not proposing to immediately acquire shares in the LGFA, borrowing under the LGFA Scheme will require it to
acquire some capital notes issued by the LGFA that could, in some circumstances be converted into shares in the
LGFA. The Investment Policy needs to be amended to provide for this.

The amendment to the Investment policy is to insert the following, immediately before the section titled
“Property Investments”:

“NZ Local Government Funding Agency Limited (LGFA)

Council may invest in shares of the LGFA and may borrow to fund that investment.
Council’s objective in making any such investment will be to:

D obtain a return on the investment; and

o ensure that the LGFA has sufficient capital to become and remain viable, meaning that it continues as a
source of debt funding for the Council.

Because of this dual objective, Council may invest in LGFA shares in circumstances in which the return on that
investment is potentially lower than the return it could achieve with alternative investments.

If required with the investment, the Council may also subscribe for uncalled capital in the LGFA.”

Liability Management Policy

The Liability Management Policy does not contain provisions to borrow from the Local Government Funding
Agency.

The primary objective of this proposal is to allow borrowing by the Council at lower interest margins than it
currently faces.

The Liability Management Policy will be amended to insert the following, immediately before the section titled
“Liquidity risk management”:

“NZ Local Government Funding Agency Limited

The Council may borrow from the NZ Local Government Funding Agency Limited (LGFA) and, in connection with
that borrowing, may enter into the following related transactions to the extent it considers necessary or
desirable:

. contribute a portion of its borrowing back to the LGFA as an equity contribution to the LGFA;

o provide guarantees of the indebtedness of other local authorities to the LGFA and of the indebtedness of
the LGFA itself;

. commit to contributing additional equity (or subordinated debt) to the LGFA if required;
o subscribe for shares and uncalled capital in the LGFA; and

o secure its borrowing from the LGFA, and the performance of other obligations to the LGFA or its creditors
with a charge over the Council’s rates and rates revenue.”
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Tell us what you think

You can have your say online, by email or through the post. And if you want to, you can come along and explain
your views personally to Councillors.

All submissions will be carefully considered before final decisions are made.

If you want more information, see the proposed 2019/2020 Annual Plan at www.trc.govt.nz. Or you can inspect
a copy at the Council’s office, at 47 Cloten Road, Stratford, or at District Council service centres and libraries.
You can also call us on 0800 736 222.

Making a submission

Submissions must be received by 4pm on Tuesday 23 April 2019.
Online: www.trc.govt.nz
Email: info@trc.govt.nz (‘“Annual Plan submission’ in subject field)

Post: 2019/2020 Annual Plan Submission
Chief Executive
Taranaki Regional Council
Private Bag 713
STRATFORD 4352

Or deliver your clearly-labelled submission by hand to the reception desk at 47 Cloten Road, Stratford.

The submission form on the following pages can be used for written submissions.

What happens next?

Submissions open: 18 March 2019

Submissions close: 23 April 2019

Submissions heard and deliberated upon: 13/14 May 2019
Adoption of 2019/2020 Annual Plan: 21 May 2019

2019/2020 Annual Plan becomes operative: 1 July 2019
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Submission form

Submitter

Title (please circle) Dr Mr Mrs Ms Miss Other (please specify)

First name Surname

Organisation/group (if applicable)

Postal address (Please provide full postal address, including rural delivery and postcode)

Postcode

Phone (daytime) Mobile

Email

| wish to present my submission personally at a hearing scheduled for 13 May 2019 (and
possibly 14 May 2019).

Yes |:] No |:]

Signed

Your submission

Note that your submission and any information you supply as part of it is considered public information and will
be available in reports and documents relating to this process and will be published on our website,

www.trc.govt.nz.
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Comments

Please tell us your views on this or any other aspect of the proposed 2019/2020 Annual Plan

"‘%\* Working with people| caring for Taranaki _(NYANNGNNANNZINCNNINGYNCNGNGNGNCNCNGNCNV . |




	Table of Contents
	About this Consultation Document
	Introduction
	Summary of the Proposal
	Statutory Considerations
	Reason for the proposal
	Analysis of Reasonably Practicable Options
	Q. Should The Council participate in the LGFA Scheme as a borrower?
	Q. Should the Council participate in the LGFA Scheme as a Principal Shareholding Local Authority?
	Q. Should the Council participate in the LGFA Scheme as a Guaranteeing Local Authority?
	LGFA Guarantee
	Likelihood of Council Default
	Likelihood of a Loss on the Loans in event of Default
	Likelihood of a Call on Guarantors
	Governance of LGFA
	Performance of Local Authority Financing Vehicles in other Countries
	Standard and Poor's Assessment of risk to Council from the guarantee
	Q. Should the Council participate in the LGFA Scheme without being a Guaranteeing Local Authority?

	Investment Policy
	Liability Management Policy
	Tell us what you think
	Making a submission
	What happens next?
	Submission form
	Submitter
	Your submission
	Comments


