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Chairperson and Subcommittee Members 
AUDIT AND RISK SUBCOMMITTEE 

18 AUGUST 2016 

Meeting Status: Public 

Purpose of Report: For Information 

DRAFT FINANCIAL STATEMENTS FOR THE YEAR ENDED 
30 JUNE 2016 

PURPOSE OF REPORT 

1. The purpose of this report is to provide the Audit and Risk Subcommittee with 
the draft financial disclosures for the year ended 30 June 2016 that are 
required to be included in Councils 2015/16 Annual report.  

DELEGATION 

2. The Audit & Risk Subcommittee has delegated authority to consider this report 
under the following delegation in the Governance Structure, Section C.3.7  
External Reporting  
7.5 Consider the appropriateness of the Council’s existing accounting policies 

and principles and any proposed changes. 

BACKGROUND 

3. Section 98 of the Local Government Act (LGA) 2002 requires the Council to 
prepare and adopt an Annual Report containing specified disclosures within 
four months of the end of the financial year. The 2015/16 Annual Report is 
planned to be adopted by the Council on the 29 September 2016.   

4. The draft statutory financial statements present Council’s financial performance 
and position for the year ended 30 June 2016 and are provided for the 
Subcommittees review and feedback (Appendix 1). Please note that Ernst & 
Young may require further changes as part of completing their final audit during 
August 2016 (as planned). 

5. Wherever possible the financial statements have been prepared using plain 
English. However given the complexity of Council operations and the 
requirements of the accounting standards, some of the content is inevitably of a 
technical nature. Accordingly, a draft 2016 Financial Overview has been 
prepared for the Subcommittees review and feedback (Appendix 1).  

6. The Annual Report Disclosure Statement presents Council’s financial 
performance in relation to various benchmarks to enable assessment of 
whether the Council is prudently managing its revenues, expenses, assets, 
liabilities and general financial dealings. The draft 2016 Disclosure Statement 
has been prepared for the Subcommittees review and feedback (Appendix 2). 
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ISSUES 

Revaluation of the three waters assets 

7. Council records its significant assets at fair value. Amongst other aspects, fair 
value also considers asset obsolescence and impairment.  

 
8. Council engaged Opus International Consultants (Opus) to complete the 

revaluation of the three waters system assets (water, wastewater, stormwater) 
and flood protection assets as at 30 June 2016. Field work commenced in 
September 2015 to enable Council to complete a comprehensive review of the 
draft revaluation and seek external peer review if required. 

 
9. The draft revaluation was significantly higher than Council expected. Aecom 

New Zealand Limited (Aecom) was engaged to complete a peer review of the 
initial findings.  

 
10. Council’s determined that the initial data provided to Opus incorrectly included 

assets not owned by Council (included in Council’s asset management system 
to capture all Districtwide assets) and incorrectly included assets that are 
included in Council’s roading and/or land and buildings revaluations.  

 
11. Regards network optimisations and optimal replacement costs, Opus agreed to 

apply a 15% residual value for pipe assets which reflects estimated savings 
from pipe relining of some pipes instead of full replacement. 

 
12.  In the absence of Council data regards some pipe depths, water table depths 

and some pipe ground surface materials, Aecom’s peer review found the 
construction costs ($ per meter) of smaller sized pipes used by Opus in their 
initial valuations was slightly too high. 

 
13. Opus considered all findings from both Council and Aecom and issued a 

revised revaluation as at 30 June 2016. This has given rise to a total asset 
revaluation uplift of $29.89 million, being $9.56 million higher than expected.  

 
14. Now that Council has completed extensive due diligence, including an external 

peer review, this higher uplift is considered reasonable and is mainly due to a 
significant increase in the cost of pipe construction ($ per meter) and more 
detailed valuations of Council’s water and wastewater treatment plants. 

 

Landfill After-care Provision 

15. Council currently operates the Otaihanga landfill and also manages the Ōtaki 
and Waikanae sites which are now closed. In 1994, Council obtained resource 
consent to operate the Otaihanga landfill for 35 years. This landfill has been 
closed for general waste since 2007 and will stop accepting bio-solids during 
2015/16. Cleanfill (capping material) will however continue to be accepted until 
final closure in 2024.  

 
16. A $4.40 million landfill after-care asset and corresponding provision (discounted 

to present value) for future planned costs of capping the Otaihanga landfill was 
recognised in the 2013/14 financial statements.  The aftercare asset is being 
fully depreciated over the same period after which the provision will be fully 
“spent” by 2024 (previously up to 2026). 
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17. In 2014/15, the total estimated nominal costs were reviewed and reduced by 
$282,000. This reduction was incorrectly expensed and should have actually 
reduced the carrying amount of the aftercare asset as at 30 June 2015. 

 
18. Specific to present value discounting (to reflect the time value if money), 

accounting standards (IPSAS 19) requires, the following regards a liability 
provision: 

 

 where the effect of the time value of money is material, the provision 
should reflect the present value of the expenditure expected to be 
required to settle the obligation; 

 

 where discounting is used, the carrying amount of the provision increases 
in each period to reflect the passage of time. The increase is to be 
recognised as an interest expense; 

 

 the discount rate should be a pre-tax rate (or rates) that reflect/s current 
market assessments of the time value of money and the risks specific to 
the liability. The discount rate(s) should not reflect risks for which future 
cash flow estimates have been adjusted. 

 
19. Audit completed their preliminary review of the landfill aftercare provision and 

requested Finance to apply the risk free rate to discount the provision to 
present value. If Council applied Treasury’s risk free spot rate (ranging from 
2.00% to 2.34%) to each estimated annual cash flow of the after-care provision, 
an additional finance expense of $694,000 would need to be recognised in 
2015/16. This would have a material impact on Council’s financial performance 
for the year ended 30 June 2016. 

 
20. Moreover, the actual risk free rate is a matter of subjective judgement and must 

represent current market assessments of the time value of money and the risks 
specific to the liability. In other words, it must reflect the cost to either settle or 
transfer the obligation at balance date with the latter option to transfer the 
liability, almost certain to require an additional premium. 

 
21. Finance has subsequently agreed with audit to apply a risk free rate of 0% in 

2015/16.  This is considered prudent and defendable with the Office of the 
Auditor General on the basis that transferring this liability is highly unlikely.  

22. Effectively, this recognises the full nominal amount of the expected capping 
costs at balance date. However, the resulting increase of $1.27 million (now 
higher as the risk free rate is 0%) will not be recognised as a finance expense 
but instead, it will be treated as a correction to re-align the carrying amount of 
the after-care asset to its depreciated nominal value. 

23. This correction is justified on the basis that the cost of capping the landfill asset 
is funded from borrowings. Borrowings are then repaid from rates through 
depreciation funding and intergenerational equity is achieved. The asset was 
first recognised at discounted present value in 2013/14 and so the depreciation 
thereon will be less than the actual costs to complete the landfill capping. It is 
important to note that Council has not budgeted for any finance expenses 
related to discounting this provision. 
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Non-audit unadjusted differences  

24. Since 30 June 2016, several items have been identified that are not included in 
the draft statutory financial statements on the basis that they do not materially 
misstate Council’s financial performance and financial  position for the year 
ended 30 June 2016.  

25. Subject to approval from the Subcommittee, these items will be recognised in 
2016/17 instead. The net impact will be an understatement of comprehensive 
revenue and net assets in 2015/16. 

NR Adjustments

Statement of 

comprehensive 

income 

(increase)/decrease

Net assets                                                                            

increase /(decrease)

1 Dr     Accounts receivable $32,802.00

      Cr     Development and financial contributions (-$32,802)

To record unbilled reserve and development contributions 

earned in 2015/16

2 Dr     Salary expense $18,269

     Cr Employee benefits (-$18,269)

To recognise Union members total salary increases, backdated 

to 1 April 2016

3 Dr  Professional fees $2,700

    Cr Expense payable (-$2,700)

To record inspection cost received before 30 June 2016

4 Dr Rates Revenue $6,000

   Cr   Fees and charges - penalties (-$6,000)

To correct overallocation of rates remission to penalties rather 

than rates 

(-$11,833) $11,833  

Vested assets 

26. Accounting standards require Council to recognise vested assets at fair value. 
During 2015/16, $2.60 million of unbudgeted assets were vested to Council 
from subdivision activity (mainly from the Waikanae North Development). 

27. Included in vested assets is land with a rateable value of $1.60 million. Audit 
has confirmed that a rateable value from Quotable value does not reflect fair 
value. Accordingly, Council has requested Quotable Value to complete detailed 
valuations of these vested land parcels. This may lead to a further adjustment 
to the draft statutory financial statements. 

CONSIDERATIONS 

Policy considerations 

28. There are no policy considerations. 

Legal considerations 

29. There are no legal considerations. 

Financial considerations 

30. There are no financial considerations other than those discussed in this report. 
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Tāngata whenua considerations 

31. There are no tāngata whenua considerations.  

SIGNIFICANCE AND ENGAGEMENT  

Degree of significance 

32. This matter has a low level of significance under Council policy. 

Publicity  

33. There are no publicity issues to be considered at this stage. 

RECOMMENDATIONS 

That the Audit and Risk Subcommittee note: 
 
34. the draft 2015/16 statutory financial statements will be reviewed by Ernst & 

Young and that their comments and recommendations will be reflected in the 
final financial statements to be presented to the Audit and Risk Subcommittee 
at its meeting on 15 September 2016. 

35. the draft 2016 Financial Overview will be reviewed by Ernst & Young and that 
their comments and recommendations will be reflected in the final 2016 
Financial Overview to be presented to the Subcommittee at its next meeting to 
be held on 15 September 2016. 

36. that the draft 2016 Disclosure Statement will be reviewed by Ernst & Young 
and that their comments and recommendations will be reflected in the final 
2016 Disclosure Statement to be presented to the Audit and Risk 
Subcommittee at its meeting to be held on 15 September 2016. 

37. the agreed change in accounting treatment of the landfill after-care provision 
and corresponding asset, as agreed with Ernst & Young. 

38. the non-audit identified differences since 30 June 2016 are considered 
immaterial and will not be included in Council’s financial performance and 
position for the year ended 30 June 2016.  

39. the fair value of land parcels vested to Council in 2015/16 are now subject to 
valuation from a registered valuer and adjustments may be required to the draft 
statutory financial statements for the year ended 30 June 2016. 

 

Report prepared by Approved for submission Approved for submission 
   

Anelise Horn Mark de Haast Vince Fallon 
Manager, Financial 
Accounting 

Acting Group Manager 
Corporate Services 

Acting Group Manager  
Strategy & Planning 

 

Appendix 1 Draft Financial Statements for the year ended 30 June 2016 
Appendix 2 Draft Financial Overview for the year ended 30 June 2016  
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Our finances
In this section we provide all the financial 
information required by law as part of the 
annual report.

It includes the full financial statements which show our actual 
expenditure and income for the 2015/16 financial year against 
budget as well as changes in our equity, a full balance sheet 
of assets and liabilities and our statement of cash flows.

The funding impact statements outline how we have funded 
our expenditure and the disclosure statement reports on 
how we are tracking against the benchmarks set by central 
government to measure our financial prudence.

At the end of this section you’ll find the report from the 
council’s external auditor which confirms that our information 
is correct.

In this section you’ll find:
Statement of comprehensive revenue and expense
Statement of changes in equity
Statement of financial position
Statement of cash flows
Funding impact statement
Notes to the financial statements
Disclosure statement
Funding impact statements per activity
Independent audit report
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Financial overview 
This overview gives a summary of the major aspects of our financial management and results for the 2015/16 year. 

Accounting to ratepayers for our management of 
council’s budget and assets is a key responsibility for 
council and required by law. We have produced this 
overview to help Kāpiti residents see the big picture 
of our finances. Full details are provided later in the 
report. There is a statement of the cost of each activity 
comparing what was actually spent with what was 
budgeted in the Activities and services section pages  
XX –XX and the full financial statements in the  
Finance and revenue section, pages XX –XX. 

Financial context

We have a significant number of assets and a complex 
mix of financial requirements to manage. Council 
records its significant assets at fair value. In order 
to do this, we regularly revalue our assets. This year, 
we revalued our water, wastewater, stormwater and 
flood protection assets. This resulted in a $29.89 
million increase in value to these assets, mainly due 
to increased pipe replacement costs.

Financial Performance
Operating profitability
Currently, council does not fully fund its asset 
depreciation, so we had budgeted to make a deficit 
of $3.52 million. 2015/16 brought several unexpected 
costs for the council. Through some additional 
revenue, reprioritisation and careful financial 

management, we achieved an actual deficit of  
$2.98 million, being $544,000 better than planned.

Note that our financial strategy progressively moves to 
fully funding annual depreciation of assets.

Capital spending 
We had budgeted to spend $26 million on capital work 
but some projects were delayed and have been carried 
forward to 2016/17.
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Financial position 
At the end of each year, we determine our financial 
position. This reflects the overall value of the council 
as an entity.

As at 30 June 2016, we had total assets of $1,505 
million. Of this, infrastructure (water, stormwater, 
wastewater, roads, bridges, cycleways, walkways 
and bridleways) accounts for $1,305 million and the 
remainder includes community facilities, parks and 
open spaces and financial assets.

Our liabilities are $203 million – with 79% of this  
being medium to long term borrowings from the  
Local Government Funding Agency and banks.  
Other liabilities include money owed, for example,  
to suppliers.

The difference between total assets and liabilities 
means ratepayers’ equity in the council is $1,302 
million.

Cash and debt management
We ended the year with net debt (total borrowings less 
cash and cash investments) of $142 million which 
was lower than planned. This reflects our careful 
management  and more streamlined approach we 
took to managing cash and new borrowings.

Maintaining our credit rating was a good outcome 
in a generally difficult financial environment. It 
is beneficial too because it helps to reduce our 
borrowing cost (which supports our financial strategy).

Financial prudence 
All local authorities are required to report against 
a set of benchmarks around three key elements of 
financial prudence – affordability, sustainability and 
predictability. The benchmarks and our performance 
against them are set out in the Our finances section, 
pages XX-XX.

79% of council’s liabilities 
are medium to long term 
borrowings from the Local 
Government Funding Agency 
and institutional banks

$1,505 
Assets

$203  
Liabilities 

Financial position  
($millions)
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Total ratepayers’ equity 
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A positive result  
for the year is that  
we kept our  
Standard and Poor’s 
credit rating of A+

We pre-funded

of debt maturing in December 2016 
to manage our maturity risk profile
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are infrastructure (water, 
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bridges, cycleways, walkways 

and bridleways)
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