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Item 7: Adoption of Long Term Plan 2021 - 2031: Attachment 1

Long Term Plan 2021 — 2031 Changes to table on 24 June 2021

Agenda | LTP Change Reason
page page
126 19 Make further iwi/Maori appointments to Council committees and | Textadded. Added
subcommittees. In November 2020, Council resolved to establish roles to | information about
represent Maori on the Urban Development Subcommittee and the Strategic | Urban
Development and Property Subcommittee; in May 2021, Council resolved to | Development
establish roles to represent Maori in the Community and Recreation | Subcommittee and
Committee, Infrastructure Committee, Audit, Risk and Finance Subcommittee | the Strategic
and the Forestry Subcommittee Development and
Property
Subcommittee
141 34 Council is forecasting capital expenditure of $658 $683 million, of which $232 | Correction. Capital
million would be for renewals, and operating expenditure of $3631 $1245 expen({liture and
million over the 10 years of this Long Term Plan. Council’'s total income, after opera:rlg
. . . s . . . expenditure
inflation, would increase from $142 million in 2021/22 to $216 million in amended.
2030/31, year 10.
143 36 Rates pie graph replaced. Original shows rates anticipated in year one; new Correction.
graph shows rates anticipated over 10 years.
New:
RATES,PJE 2021-31
Protection
14%, Water __ 3%, Corporate
Supply ) _—15%, Parks &
i Active
Recreation
7%,
Stormwater
9%, Social
12%, .,
Wastewater 8%, Arts and
Culture
2%, Economic
v 13%,
13%, Transport \Environmental
Management
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Item 7: Adoption of Long Term Plan 2021 - 2031: Attachment 1

Original:

RATES PIE
3%, Flood Protection

15%, Water Supply 17%, Parks & Active

Recreation

6%, Stormwater 9%, Social

11%, Wastewater
10%, Arts and Culture

3%, Economic

14%, Transport 13%, Environmental

Management

212 104 | Replace “modelling its food procurement to support the objectives of the
Planetary Health Diet” with “Council’s food purchasing continues to support
the Planetary Health Diet principles”.

270 162 | Forecasting assumption: Growth in rating units Correction.

Estimated growth
The estimated growth in the City’s ratings units i5-8-6% across theten-years-ef | inrating units in
the Long Term Plan is as follows: year one is 0.7%,
not 0.6%.

Year Growth Number of rating units Year on year increase
2021/22 0-6% 0.7% 22725 22755
2022/23 0.6% 22861 22914 136 159
2023/24 0.6% 22998 23051 137
2024/25 0.6% 23136- 23189 138
2025/26 0.6% 23275 23328 139
2026/27 0.6% 234315 23468 140
2027/28 0.6% 23555 23609 140 141
2028/29 0.6% 23696 23751 141 142
2029/30 0.6% 23838 23893 42 143
2030/31 0.6% 23981 24037 143

254 146 | Accounting policies — text changes highlighted in separate document Audit change
A2558353

A2689716
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ACCOUNTING POLICIES

REPORTING ENTITY

The Nelson City Council Group consists of Nelson City Council, its subsidiaries, associates and joint
ventures.

The information provided in these prospective financial statements includes the operation of Nelson
City Council (*Council’) only, as Council considers that this provides the clearest and most relevant
information about the cost of services provided to ratepayers and consequently the rates income that
is required to fund those services. The level of rates funding required to provide core services is not
affected by other members of the group except to the extent that Council receives distributions from,
or further invests in, those other members. The effects of such transactions are included in the
prospective financial statements of the Council.

BASIS OF PREPARATION

These prospective statements of Nelson City Council are for the 10 years from 1 July 2021. The draft
forecast information was authorised for issue by Council on 18 March 2021.

This prospective financial information is based upon the financial statements as published in the June
2020 Annual Report, and adjusted to incorporate updated assumptions and council decisions made for
the purpose of this Long Term Plan. Actual financial results are likely to be different from these
Prospective Financial Statements, and that difference may be material.

Statement of compliance

This forecast information has been prepared in accordance with the requirements of the Local
Government Act 2002. With the exception of the Funding Impact Statements this forecast information
has also been prepared in accordance with New Zealand Generally Accepted Accounting Practice
(GAAP) as it relates to prospective financial information and PBE FRS 42 — prospective financial
statements. They comply with Public Benefit Entity International Public Sector Accounting Standards
(PBE IPSAS), and other applicable financial reporting standards, as appropriate for public benefit
entities.

The prospective financial statements have been prepared in accordance with Tier 1 PBE standards.

The Funding Impact Statements (FIS) do not comply with GAAP as they do not recognise depreciation
and movements in the valuation of assets and also they do not show capital income (Subsidies and
Development Contributions) as operating income. A reconciliation is provided between the FIS
surplus/(deficit) of operating funding and the Statement of Comprehensive Revenue.

Presentation currency and rounding
The financial statements are presented in New Zealand dollars and all values are rounded to the
nearest thousand dollars ($000). The functional currency of the Council is New Zealand dollars.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The measurement base adopted is that of historical cost, modified by the revaluation of certain assets.

The following particular accounting policies, which materially affect the anticipated results, have been
applied.

REVENUE

Revenue is measured at the fair value of consideration received or receivable.

Exchange and non-exchange transactions

An exchange transaction is one in which Council receives assets or services, or has liabilities
extinguished, and directly gives approximately equal value in exchange. Non-exchange transactions
are where Council receives value from another entity without giving approximately equal value in
exchange.

Rates revenue
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A2558353
Rates are set annually by a resolution from Council and relate to a financial year. All ratepayers are
invoiced within the financial year to which the rates have been set. All rates with the exception of
water by meter are non-exchange transactions. Water by meter charges are exchange transactions.

Government grants

Council receives government grants, in the main from the Waka Kotahi, which subsidises part of
Council’s costs in maintaining the local roading infrastructure. The subsidies are recognised as revenue
upon entitlement as conditions pertaining to eligible expenditure have been fulfilled. Government
grants are generally non-exchange transactions.

Provision of commercially based services

Revenue from the rendering of services is recognised by reference to the stage of completion of the
transaction at balance date, based on the actual service provided as a percentage of the total services
to be provided. These are exchange transactions and include rents and resource and building consents.

Vested assets

Where a physical asset is acquired for nil or nominal consideration the fair value of the asset received
is recognised as revenue. Assets vested in Council are recognised as revenue when control over the
asset is obtained. This is non-exchange revenue.

Sales of goods
Revenue from sales of goods is recognised when a product is sold to a customer. Sales of goods are
exchange transactions.

Traffic and parking infringements
Traffic and parking infringements are recognised when tickets are paid. This is non-exchange revenue.

Interest and dividends

Interest income is recognised using the effective interest method. Dividends are recognised when the
right to receive payment has been established. Interest and dividends are considered income from
exchange transactions.

Development contributions

Development and financial contributions are recognised as revenue when Council provides, or is able to
provide, the service for which the contribution was charged. Otherwise, development and financial
contributions are recognised as liabilities until such a time as the Council provides, or is able to provide,
the service. Development contributions are non-exchange transactions.

EXPENDITURE

Borrowing costs
Borrowing costs are recognised as an expense in the period in which they are incurred.

Foreign currency transactions

Foreign currency transactions (including those for which forward foreign exchange contracts are held)
are translated into NZ$ (the functional currency) using the spot rate at the date of the transactions.
Foreign exchange gains and losses resulting from the settlement of such transactions and from the
translation at year end exchange rates of monetary assets and liabilities denominated in foreign
currencies are recognised in the surplus or deficit.

Grants

Non-discretionary grants are those grants that are awarded if the grant application meets the specified
criteria and are recognised as expenditure when an application that meets the specified criteria for the
grant has been received.

Discretionary grants are those grants where Council has no obligation to award in receipt of the grant
application and are recognised as expenditure when approved by Council and the approval has been
communicated to the applicant. Council’s grants awarded have no substantive conditions attached.

Operating leases
An operating lease is a lease that does not transfer substantially all the risks and rewards incidental to
ownership of an asset. Lease payments under an operating lease are recognised as an expense on a
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straight-line basis over the lease term. Any lease incentives received are recognised in the surplus or
deficit as a reduction of rental expense over the lease term.

CASHAND CASH EQUIVALENTS

Cash and cash equivalents include cash on hand, deposits held at call with banks, other short-term
highly liguid investments with original maturities of three months or less, and bank overdrafts. Bank
overdrafts are shown within borrowings in current liabilities in the Statement of Financial Position.

RECEIVABLES

Short term debtors and other receivables are recorded at their face value, less an allowance for

expected credit losses (ECL). any-previsienfertmpairment: The Council and group apply the

simplified ECL model of recognising lifetime ECL for receivables.

In measuring ECLs, receivables have been grouped into rates receivables, and other receivables,
and assessed on a collective basis as they possess shared credit risk characteristics. They have then
been grouped based on the days past due. A provision matrix is then established based on historical
credit loss experience, adjusted for forward looking factors specific to the debtors and the economic
environment.

Rates are “written-off"”:

e when remitted in accordance with the Council's rates remission policy; and

e in accordance with the write-off criteria of sections 90A (where rates cannot be reasonably
recovered) and 90B (in relation to Maori freehold land) of the Local Government (Rating) Act 2002.

Other receivables are written-off when there is no reasonable expectation of recovery.

DERIVATIVE FINANCIAL INSTRUMENTS

The Council uses derivative financial instruments (interest rate swaps) to minimise its risk associated
with interest rate fluctuations. Such derivative financial instruments are initially recognised at fair value
on the date on which the derivative contract is entered into and subsequently re-measured to fair value
at balance date. Derivatives are carried as assets when their fair value is positive and as liabilities

when their fair value is negative. The valuation at balance date is performed by Hedgebook Limited.

Swaps are entered into with the objective of reducing the risk of rising interest rates. Any gains or
losses arising from the changes in fair value of derivatives are taken directly to the surplus or deficit
for the year.

The fair value of interest rate swaps is determined by reference to market values for similar
instruments. The net differential paid or received on interest rate swaps is recognised as a component
of interest expense or interest revenue over the period of the agreement.

Swaps are classified as non-current if the remaining maturity is more than twelve months, and as
current if the remaining maturity is less than twelve months.

Although some members of the Group do so, the Council (parent) does not apply hedge accounting for
its derivative financial instruments.

The Council and group have elected to not adopt the new hedge accounting requirements of PBE
IPSAS 41 as permitted under the transitional provisions of PBE IPSAS 41. This means the Council and
group continues to apply the hedge accounting requirements of PBE IPSAS 29 Financial Instruments:
Recognition and Measurement until 1 July 2022.

FIXED ASSETS

Property, plant and equipment consist of the following categories:

+« Operational Assets - these include land, buildings, improvements, motor vehicles, plant
and equipment, library books, forestry and the marina.

+ Restricted Assets — restricted assets are land, buildings and improvements, which are
owned by Council but which benefit or service the community.

+ Heritage Assets — Heritage Assets — include museum artefacts, collections and historical
buildings and monuments.

+ Infrastructure Assets - infrastructure assets are the fixed utility systems owned by
Council. These include the roading, water, sewer and stormwater networks.
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Revaluation

All asset classes are carried at depreciated historical cost with the exception of infrastructure assets
(apart from land under roads and operational and restricted land classes). These are re-valued with
sufficient regularity to ensure that their carrying amount does not differ materially from fair value.

The carrying values of revalued assets are assessed annually to ensure that they do not differ
materially from the assets’ fair values. If there is a material difference then those asset classes are
revalued.

Revaluations of property, plant and equipment are accounted for on a class of asset basis. The net
revaluation results are credited or debited to other comprehensive revenue or expense and are
accumulated to an asset revaluation reserve in equity for that class of asset. Where this would result in
a debit balance in the asset revaluation reserve, this balance is not recognised in other comprehensive
revenue and expense but is recognised in the surplus or deficit. Any subsequent increase on
revaluation that reverses a previous decrease in value recognised in the surplus or deficit will be
recognised first in the surplus or deficit up to the amount previously expensed and then recognised in
other comprehensive revenue and expense.
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Additions

The cost of an item of property, plant and equipment is recognised as an asset if, and only if, it is
probable that future economic benefits or service potential associated with the item will flow to the
Council and Group and the cost of the item can be measured reliably. Work in progress is measured at
cost less impairment and is not depreciated.

New Council assets that are added between valuations are recorded at cost except when acquired
through a non-exchange transaction. Where an asset is acquired through a non-exchange transaction,
such as vested assets, it is recognised at fair value as at the date of acquisition. Vested assets are
infrastructural assets such as roads, sewers and water mains, paid for by subdividers and vested in the
City on completion of the subdivision. The fair value is based on the actual quantities of infrastructure
components and the current “in the ground” cost of providing identical services.

Disposals

Gains and losses on disposals are determined by comparing the disposal proceeds with the carrying
amount of the asset. Gains and losses on disposals are reported net in the surplus or deficit. When re-
valued assets are sold or otherwise disposed of, the amounts included in asset revaluation reserves in
respect of those assets are transferred to accumulated funds.

Subsequent costs

Costs incurred subsequent to initial acquisition are capitalised only when it is probable that future
economic benefits or service potential associated with the item will flow to Council and the cost of the
item can be measured reliably.

Depreciation

Depreciation has been provided on a straight line basis on all fixed assets, other than forestry,
heritage, operational land, restricted land, land under roads and the marina basin at rates that will
write off the cost or valuation of the assets to their estimated residual values over their useful lives.

Assets depreciable lives are as follows:

ASSET DEPRECIARLE LIFE (YEARS)

Operational

Buildings 50-100

Improvements Nil - 20

Motor vehicles 7

Plant and equipment 2-30

Library books 3-10

Marina 30-50

Restricted

Buildings 50-100

Improvements Nil - 20

Roading

Roads formation nia

Sub-base nfa

Basecourse 5-80
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ASSET DEPRECIABLE LIFE (YEARS)
surfacing (sealed) [1-50
Surfacing (unsealed) |'n/a
Bridges 20-100
Retaining/sea walls |30-100
Box culverts | s0-90
Footpaths [5-100
Streetlights 20-60
Signs [1s
Water Smpply .
Pipeline 55-120
Manholes 58-110
Reservoirs and tanks | 100
Dams [ 10-200
Wastewater |
Pipeline 40-120
Manholes 80
Pump stations | 10-50
Oxidation pond | 15151
Stermiwater |
Pipeline 50-90
Bank protection |25 -100
Manholes | 90
Selid waste |
Pipes 60 - 90
Ponds and dam | 100
Gas flare | 20
Resource consents . 24

IMPAIRMENT OF PROPERTY, PLANT AND EQUIPMENT AND
INTANGIBLEASSETS

Property, plant and equipment and intangible assets subsequently measured at cost that have a finite
useful life are reviewed for impairment whenever events or changes in circumstances indicate that the
carrying amount may not be recoverable.

An impairment loss is recognised for the amount by which the asset’s carrying amount exceeds its
recoverable amount. The recoverable amount is the higher of an asset’s fair value less costs to sell and
value in use.

If an asset’s carrying amount exceeds its recoverable amount, the asset is regarded as impaired, and
the carrying amount is written down to the recoverable amount. The total impairment loss is
recognised in the surplus or deficit. The reversal of an impairment loss is recognised in the surplus or
deficit.

OTHER FIXED ASSETS INCLUDING BIOLOGICAL ASSETS,
INTANGIBLE ASSETS, INVESTMENT PROPERTY, AND WORK IN
PROGRESS

Biological assets

Forestry assets are valued annually at fair value less estimated costs to sell for one growth cycle. The
valuation methodology adopted is net present value based on the age and condition of the trees. The
valuation was undertaken by PF Olsen on 30 June 2020++#. Changes in the valuation of the forestry
assets are recognised in the surplus or deficit.

Forestry maintenance costs are recognised in the surplus or deficit when incurred.

Intangible assets
Software acquisition and development

A2558353

10



Item 7: Adoption of Long Term Plan 2021 - 2031: Attachment 2

Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and
bring to use the specific software.

Costs that are directly associated with the development of software for internal use by Council are
recognised as an intangible asset. Direct costs include the software development employee costs and
an appropriate portion of relevant overheads.

Staff training costs are recognised as an expense when incurred. Costs associated with maintaining
computer software are recognised as an expense when incurred.

Costs associated with maintaining computer software are recognised as an expense when incurred.

Amortisation

The carrying value of an intangible asset with a finite life is amortised on a straight-line basis over its
useful life. Amortisation begins when the asset is available for use and ceases at the date that the
asset is derecognised.

The amortisation charge for each period is recognised in the surplus or deficit. The useful lives and
associated amortisation rates of major classes of intangible assets have been estimated as follows:

Iatangible Asset Useful life (years) Amortisation rate
Comp uter 3-10 10-33%
software

Inventory

Inventories are valued at cost or net realisable value, whichever is lower. For the purposes of arriving
at the cost, the weighted average cost method is used.

Work in progress

Profits on contracts are recognised progressively over the period of each contract. The contract amount
included in the surplus or deficit, and the value of work in progress, are established by assessment of
individual contracts taking into account the proportion of work completed, cost analysis and estimated
final results. When it is intended at the inception of the contract that contract costs are to be fully
recovered from the parties to that contract, foreseeable losses on contracts are recognised
immediately.

Investment property

Investment property is valued initially at its cost, including transaction costs.

Council's investment property is valued annually at fair value as at 30 June. Investment properties
were valued based on open market evidence. The latest valuation was performed by Telfer Young
(Nelson) Limited and changes in valuation are recognised in the surplus or deficit.

Other financial assets
Financial assets are initially recognised at fair value.-plus-trarsactien-They are then classified as, and subsequently

measured under, the following categories:

e amortised cost;

o fair value through other
comprehensive revenue and
expense (FVTOCRE); or

e fair value through surplus and deficit (FVTSD).eestsunlessthey-are-carried-atfair—value-through-surplusor
it inwhick I . rcod-int I fieit.

Transaction costs are included in the carrying value of the financial asset at initial recognition, unless it
has been designated at FVTSD, in which case it is recognised in surplus or deficit. The classification of a
financial asset depends on its cash flow characteristics and the Council and group’s management model
for managing them.

A financial asset is classified and subsequently measured at amortised cost if it gives rise to cash flows
that are ‘solely payments of principal and interest (SPPI)’ on the principal outstanding, and is held
within a management model whose objective is to collect the contractual cash flows of the asset.

A financial asset is classified and subsequently measured at FWVTOCRE if it gives rise to cash flows that
are SPPI and held within a management model whose objective is achieved by both collecting
contractual cash flows and selling financial assets.

A2558353
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Financial assets that do not meet the criteria to be measured at amortised cost or FVTOCRE are
subsequently measured at FVTSD. However, the Council and group may elect at initial recognition to
designate an eqguity investment not held for trading as subsequently measured at FVTOCRE.

Subsequent measurement of financial assets at amortised cost

Financial assets classified at amortised cost are subsequently measured at amortised cost using the
effective interest method, less any expected credit losses. Where applicable, interest accrued is added to
the investment balance. Instruments in this category include term deposits, community loans, and loans
to subsidiaries and associates.

Subseqguent measurement of financial assets at FVTOCRE

Financial assets in this category that are debt instruments are subseguently measured at fair value with
fair value gains and losses recognised in other comprehensive revenue and expense, except expected
credit losses (ECL) and foreign exchange gains and losses are recognised in surplus or deficit. When sold,
the cumulative gain or loss previously recognised in other comprehensive revenue and expense is
reclassified to surplus and deficit. The Council and group do not hold any debt instruments in this
category.

Financial assets in this category that are equity instruments designated as FVTOCRE are subsequently
measured at fair value with fair value gains and losses recognised in other comprehensive revenue and
expense. There is no assessment for impairment when fair value falls below the cost of the investment.
When sold, the cumulative gain or loss previously recognised in other comprehensive revenue and
expense is transferred to accumulated funds within equity. The Council and group designate into this
category all equity investments that are not included in its investment fund portfolio, and if they are
intended to be held for the medium to long-term.

Subsequent measurement of financial assets at FVTSD
Financial assets in this category are subsequently measured at fair value with fair value gains and losses
recognised in surplus or deficit. Interest revenue and dividends recognised from these financial assets are

separately presented within revenue. Instruments in this category include the Council and group'’s
investment fund portfolio (comprising of listed shares, bonds, and units in investment funds) and LGFA
borrower notes.

Expected credit loss allowance (ECL)

The Council and group recognise an allowance for ECLs for all debt instruments not classified as FVTSD.
ECLs are the probability-weighted estimate of credit losses, measured at the present value of cash
shortfalls, which is the difference between the cash flows due to Council and group in accordance with the

contract and the cash flows it expects to receive. EClLs are discounted at the effective interest rate of the
financial asset.

ECLs are recognised in two stages. ECLs are provided for credit losses that result from default events that

are possible within the next 12 months (a 12-month ECL). However, if there has been a significant
increase in credit risk since initial recognition, the loss allowance is based on losses possible for the
remaining life of the financial asset (Lifetime ECL).

When determining whether the credit risk of a financial asset has increased significantly since initial

recognition, the Council and group considers reasonable and supportable information that is relevant and
A2558353
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available without undue cost or effort. This includes both quantitative and qualitative information and
analysis based on the Council and group’s historical experience and informed credit assessment and
including forward-looking information.

The Council and group considers a financial asset to be in default when the financial asset is more than 90

days past due. The Council and group may determine a default occurs prior to this if internal or external
information indicates the entity is unlikely to pay its credit obligations in full.

A2558353
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Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are
not quoted in an active market. They are included in current assets, except for maturities greater than
twelve months after the balance date, which are included in non-current assets.

Trade and other receivables are initially measured at fair value, subsequently measured at amortised
cost using the effective interest method less any provision for impairment and are stated at expected
realisable value after providing for doubtful and uncollectable debts. Any accounts considered to be
unrecoverable are written off at year end.

Loans made to community organisations if at nil or below market interest rates are initially recognised
at the present value of their expected future cash flows, discounted at the current market rate of
return for a similar financial instrument. The difference between the current value and the face value of
the expected future cash flows of the loan is recognised in the surplus or deficit. The loans are
subsequently measured at amortised cost using the effective interest method.

Held to maturity investments

Held to maturity investments are non-derivative financial assets with fixed or determinable payments
and fixed maturities and there is the positive intention and ability to hold to maturity. They are
included in current assets, except for maturities greater than twelve months after balance date, which
are included in noncurrent assets.

With the exception of shares in the Local Government Insurance Corporation, which are recorded at
their net asset value, investments other than in associated entities are measured after initial
recognition at amortised cost, using the effective interest method, less impairment. Gains or losses
when the asset is impaired or derecognised are recognised in surplus or deficit.

Financial Assets at fair value through other comprehensive revenue and expense

Financial assets at fair value through other comprehensive revenue and expense are those that are
designated into the category at initial recognition or are not classified into any of the other categories
above. They are included in non-current assets unless management intends to dispose of, or realise,
the investment within twelve months of balance date. The Council and group may include in this
category:

* investments that it intends to hold long term, but which may be realised before maturity; and

* shareholdings that it holds for strategic purposes.

After initial recognition, these investments are measured at their fair value, with gains and losses
recognised in other comprehensive revenue and expense, except for impairment losses, which are
recognised in the surplus or deficit.

On de-recognition, the cumulative gain or loss previously recognised in other comprehensive revenue
and expense is reclassified from equity to the surplus or deficit.

Impairment of financial assets

At each balance sheet date Council assesses whether there is any objective evidence that a financial
asset or group of financial assets is impaired. Any impairment losses are recognised in the surplus or
deficit.

Impairment of a loan or a receivable is established when there is objective evidence that Council will
not be able to collect amounts due according to the original terms. Significant financial difficulties of the
debtor/issuer, probability that the debtor/issuer will enter into bankruptcy, receivership, or liquidation
and default in payments are considered indicators that the asset is impaired. The amount of

the impairment is the difference between the asset’s carrying amount and the present value of
estimated future cash flows, discounted using the original effective interest rate. For debtors and other
receivables, the carrying amount of the asset is reduced through the use of an allowance account, and
the amount of the loss is recognised in the surplus or deficit. When the receivable is uncollectable, it is
written off against the allowance account.

A2558353
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Overdue receivables that have been renegotiated are reclassified as current (i.e. not past due). For
term deposits, local authority stock, government stock and community loans, impairment losses are
recognised directly against the instruments carrying amount.

Impairment of term deposits, local authority, government stock and related party and community
loans is established when there is objective evidence that the Council will not be able to collect
amounts due according to the original terms of the instruments. Significant financial difficulties of the
issuer, probability the issuer will enter into bankruptcy, and default in payments are considered
indicators that the instrument is impaired.

Financial assets at fair value through other comprehensive revenue and expense

For equity investments, a significant or prolonged dedine in the fair value of the investment below its
cost is considered objective evidence of impairment.

For debt investments, significant financial difficulties of the debtor, probability that the debtor will enter
into bankruptcy, and default in payments are objective indicators that the asset is impaired.

If impairment evidence exists for investments at fair value through other comprehensive revenue and
expense, the cumulative loss (measured as the difference between the acquisition cost and the current
fair value, less any impairment loss on that financial asset previously recognised in the surplus or
deficit) recognised in other comprehensive revenue and expense is reclassified from equity to the
surplus or deficit.

Equity instrument impairment losses recognised in the surplus or deficit are not reversed through
surplus or deficit.

Equity instrument impairment losses recognised in the surplus or deficit are not reversed through the
surplus or deficit.

If in a subsequent period the fair value of a debt instrument increases and the increase can be
objectively related to an event occurring after the impairment loss was recognised, the impairment loss
is reversed in the surplus or deficit.

Borrowings are initially recognised at their face value plus transaction costs. After initial recognition, all
borrowings are measured at amortised cost using the effective interest method.

Borrowings are classified as current liabilities unless the Council or group has an unconditional right to
defer settlement of the liability for at least twelve months after balance date.

Short term creditors and other payables are recorded at the amount payable.theirfacevalue:

Provision is made in respect of the Council’s liability for annual leave, long service leave and retirement
gratuities. Provision has been made for annual leave due and retirement gratuities calculated on an
actual entitlement basis at current rates of pay. The provision for long service leave is based on an
actuarial calculation at balance date.

Defined contribution schemes
Obligations for contributions to KiwiSaver are accounted for as defined contribution superannuation
schemes and are recognised as an expense in the surplus or deficit when incurred.

The Regional Landfill Business Unit (a joint activity with Tasman District Council) has a legal obligation
to provide ongoing maintenance and monitoring services at landfill sites after closure. This provision is
calculated on the basis of discounting closure and post-closure costs into present day values. The
calculation assumes no change in resource consent conditions for closure and post-closure treatment.
Nelson City Council has consolidated its 50% share of this provision.

A2558353
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Income tax expense comprises both current tax and deferred tax, and is calculated using tax rates
that have been enacted or substantively enacted by balance date. Current tax is the amount of
income tax payable based on the taxable profit for the current year plus any adjustments to income
tax payable in respect of prior years.

Deferred tax is the amount of income tax payable or recoverable in future periods in respect of
temporary differences and unused tax losses. Temporary differences are differences between the
carrying amount of assets and liabilities in the financial statements and the corresponding tax bases
used in the computation of taxable profit.

The measurement of deferred tax reflects the tax consequences that would follow from the manner
in which the entity expects to recover or settle the carrying amount of its assets and liabilities.

Deferred tax liabilities are generally recognised for all taxable temporary differences. Deferred
tax assets are recognised to the extent that it is probable that taxable profits will be available
against which the deductible temporary differences or tax losses can be utilised.

Deferred tax is not recognised if the temporary difference arises from the initial recognition of
goodwill or from the initial recognition of an asset and liability in a transaction that is not a business
combination, and at the time of transaction, affects neither accounting profit nor taxable profit.

Deferred tax is recognised on taxable temporary differences arising on investments in subsidiaries

and associates, and interests in joint ventures, except where the company can control the reversal
of the temporary difference and it is probable that the temporary difference will not reverse in the
foreseeable future.

Current tax and deferred tax is charged or credited to the surplus or deficit, except when it relates

to items charged or credited directly to equity, in which case the tax is dealt with in equity.

All items in the financial statements are stated exclusive of GST except for debtors and creditors
which are presented on a GST inclusive basis. Where GST is not recoverable as an input tax, it is
recognised as part of the related asset or expense.

The net amount of GST recoverable from, or payable to, the IRD is included as part of receivables or
payables in the statement of financial position.

The net GST paid to, or received from, the IRD, including the GST relating to investing and

financing activities, is classified as an operating cash flow in the statement of cash flows.
Commitments and contingencies are disclosed exclusive of GST.

The cost of service for each significant activity of the Council has been derived using the cost
allocation system outlined below.

Direct costs are those costs directly attributable to a significant activity. Indirect costs are those
costs that cannot be identified in an economically feasible manner with a specific significant activity.

Direct costs are charged directly to significant activities. Indirect costs are charged to significant
activities using appropriate cost drivers such as actual usage, staff numbers and floor area.

Equity is the community’s interest in Council and is measured as the difference between total assets
and total liabilities. Equity is disaggregated and classified into the following components:

+ accumulated funds

* restricted reserves

* Council created reserves

* property revaluation reserves

Reserves are a component of equity generally representing a particular use to which various parts of

equity have been assigned. Reserves may be:
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Restricted reserves

Restricted reserves are those subject to specific conditions accepted as binding by Council, and which
may not be revised by Council without reference to the courts or a third party. Transfer from these
reserves may be made only for certain specified purposes or if certain specified conditions are met.

Council created reserves

Part of the accumulated balance established at the will of Council. Council may alter them without
reference to any third party or the Courts. Transfers to and from these reserves are at the discretion of
Council.

Revaluation reserves

The results of revaluing land, infrastructural assets are credited or debited to an asset revaluation
reserve for that class of asset. Where this results in a debit balance in the asset revaluation reserve
for any class of asset, this is expensed in the surplus or deficit. To the extent that increases in value
offset previous decreases debited to the surplus or deficit, the increase is credited to the surplus or
deficit.

Cash means cash balances on hand, held in bank accounts, demand deposits and other highly liquid
investments in which Council or group invests as part of its day-to-day cash management.

Operating activities include cash received from all income sources of the group and record the cash
payments made of the supply of goods and services. Investing activities are those activities relating
to the acquisition and disposal of non-current assets. Financing activities comprise activities that
change the equity and debt capital structure of Council and group.

PBE IPSAS 41 will apply from 1 July 2022, and the accountmg po||(:|es have been updated to reflect
this.
been early adopted that are re#evant to CouncH

In preparing this forecast information Council has made estimates and assumptions concerning the
future. These estimates and assumptions may differ from the subsequent actual results. Estimates and
assumptions are continually evaluated and are based on historical experience and other factors,
including expectations or future events that are believed to be reasonable under the circumstances.

The estimates and assumptions that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year are discussed below:

Landfill after care costs
The Regional Landfill Business Unit (a joint activity with Tasman District Council) has a legal
obligation to provide ongoing maintenance and monitoring services at the landfill site after closure.

The landfill post closure provision is recognised in accordance with New Zealand PBE IPSAS 19
Provisions, Contingent Liabilities and Contingent Assets. This provision is calculated on the basis of
discounting closure and post closure costs into present day value.

The calculations assume no change in the legislative requirements for closure and post closure
treatment.

Nelson City Council has consolidated its 50% share of this provision.

Infrastructural assets
There are a number of assumptions and estimates used when performing depreciated replacement

A2558353
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cost (DRC) valuations over infrastructural assets. These include:

e the physical deterioration and condition of an asset, for example Council could be carrying an asset
at an amount that does not reflect its actual condition. This is particularly so for those assets that are
not visible, for example stormwater, wastewater and water supply pipes that are underground. This
risk is minimised by Council performing a combination of physical inspections and condition
modelling assessments of underground assets;

» estimating any obsolescence or surplus capacity of an asset; and

* estimates are made when determining the remaining useful lives over which the asset will be
depreciated. These estimates can be impacted by the local conditions, for example weather patterns
and traffic growth. If useful lives do not reflect the actual consumption of the benefits of the asset,
then Council could be over or under estimating the annual deprecation charge recognised as an
expense in the Statement of Comprehensive Revenue and Expense. To minimise this risk Council’s
infrastructural asset useful lives have been determined with reference to the New Zealand
Infrastructural Asset Valuation and Depreciation Guidelines published by the National Asset
Management Steering Group, and have been adjusted for local conditions based on past experience.
Asset inspections, deterioration and condition modelling are also carried out regularly as part of
Council’s asset management planning activities, which gives Council further assurance over its useful
life estimates.

e Experienced independent valuers perform Council’s infrastructural asset revaluations

A2558353
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AUDIT NEW ZEALAND

Mana Arotake Aotearoa

To the reader:

Independent Auditor’s report on Nelson City Council’s 2021-2031 Long-Term Plan

I am the Auditor-General's appointed auditor for Nelson City Council (the Council). The Local
Government Act 2002 (the Act) requires the Council’s long-term plan (plan) to include the
information in Part 1 of Schedule 10 of the Act. Section 94 of the Act requires an audit report on the
Council’s plan. Section 259C of the Act requires a report on disclosures made under certain
regulations. | have carried out this work using the staff and resources of Audit New Zealand. We
completed our report on 29 June 2021.

Opinion
In our opinion:
. the plan provides a reasonable basis for:

o long-term, integrated decision-making and co-ordination of the Council’s
resources; and

o accountability of the Council to the community;

. the information and assumptions underlying the forecast information in the plan are
reasonable; and

. the disclosures on pages 174 to 176 represent a complete list of the disclosures required by
Part 2 of the Local Government (Financial Reporting and Prudence) Regulations 2014 (the
Regulations) and accurately reflect the information drawn from the plan.

This opinion does not provide assurance that the forecasts in the plan will be achieved, because
events do not always occur as expected and variations may be material. Nor does it guarantee the
accuracy of the information in the plan.

Emphasis of Matter — Uncertainty over three waters reforms

Without modifying out opinion, we draw attention to the disclosure on page 164 outlining the
Government’s intention to make three waters reform decisions during 2021. The effect that the
reforms may have on three waters services provided is currently uncertain because no decisions
have been made. The plan was prepared as if these services will continue to be provided by the
Council, but future decisions may result in significant changes, which would affect the information on
which the plan has been based.
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Basis of opinion

We carried out our work in accordance with the International Standard on Assurance Engagements
(New Zealand) 3000 (Revised): Assurance Engagements Other Than Audits or Reviews of Historical
Financial Information. In meeting the requirements of this standard, we took into account particular
elements of the Auditor-General's Auditing Standards and the International Standard on Assurance
Engagements 3400: The Examination of Prospective Financial Information that were consistent with
those requirements.

We assessed the evidence the Council has to support the information and disclosures in the plan and
the application of its policies and strategies to the forecast information in the plan. To select
appropriate procedures, we assessed the risk of material misstatement and the Council’s systems
and processes applying to the preparation of the plan.

Our procedures included assessing whether:

. the Council’s financial strategy, and the associated financial policies, support prudent
financial management by the Council;

. the Council’s infrastructure strategy identifies the significant infrastructure issues that the
Council is likely to face during the next 30 years;

. the Council’s forecasts to replace existing assets are consistent with its approach to replace
its assets, and reasonably take into account the Council’s knowledge of the assets’
condition and performance;

. the information in the plan is based on materially complete and reliable information;

. the Council’s key plans and policies are reflected consistently and appropriately in the
development of the forecast information;

. the assumptions set out in the plan are based on the best information currently available to
the Council and provide a reasonable and supportable basis for the preparation of the
forecast information;

. the forecast financial information has been properly prepared on the basis of the
underlying information and the assumptions adopted, and complies with generally
accepted accounting practice in New Zealand;

. the rationale for the Council’s activities is clearly presented and agreed levels of service are
reflected throughout the plan;

. the levels of service and performance measures are reasonable estimates and reflect the
main aspects of the Council’s intended service delivery and performance; and
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. the relationship between the levels of service, performance measures, and forecast
financial information has been adequately explained in the plan.

We did not evaluate the security and controls over the electronic publication of the plan.

Responsibilities of the Council and auditor
The Council is responsible for:

. meeting all legal requirements affecting its procedures, decisions, consultation, disclosures,
and other actions relating to the preparation of the plan;

. presenting forecast financial information in accordance with generally accepted accounting
practice in New Zealand; and

. having systems and processes in place to enable the preparation of a plan thatis free from
material misstatement.

We are responsible for expressing an independent opinion on the plan and the disclosures required
by the Regulations, as required by sections 94 and 259C of the Act. We do not express an opinion on
the merits of the plan’s policy content.

Independence and quality control
We have complied with the Auditor-General’s:

. independence and other ethical requirements, which incorporate the independence and
ethical requirements of Professional and Ethical Standard 1 issued by the New Zealand
Auditing and Assurance Standards Board; and

. quality control requirements, which incorporate the quality control requirements of
Professional and Ethical Standard 3 (Amended) issued by the New Zealand Auditing and
Assurance Standards Board.

Other than our work in carrying out all legally required external audits, we have no relationship with
or interests in the Council or any of its subsidiaries.

John Mackey
Audit New Zealand
On behalf of the Auditor-General, Christchurch, New Zealand
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