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Research Update:
Kapiti Coast District Council 'A+/A-1' Ratings
Affirmed; Outlook Remains Stable

Overview

e Kapiti Coast District Council's (Kapiti Coast) experienced financial
managenent, institutional settings and budgetary flexibility support its
ratings.

» W expect Kapiti Coast's plans to reprioritize its capital works program
will likely materialize in lower after-capital deficits and help
strengthen its budgetary perfornmance, while debt burden renai ns high
conpared to peers.

e W have affirned our 'A+' long-termforeign-currency and | ocal -currency
ratings and 'A-1'" short-termratings on Kapiti.

e The stable outl ook reflects our expectation that Kapiti Coast wll
continue to strengthen its budgetary perfornmance by reducing
after-capital account deficits, yet the council's debt burden will remain
el evated conpared to gl obal peers.

Rating Action

On Sept. 22, 2017, S&P G obal Ratings affirned its 'A+ long-termforeign
currency and | ocal currency rating and 'A-1' short-termissuer credit rating
on Kapiti Coast District Council, a New Zeal and | ocal governnment. The outl ook
on the ratings remains stable.

Outlook

The stable outl ook reflects our expectation that Kapiti Coast will continue to
strengthen its budgetary performance by reducing after-capital account
deficits, yet the council's debt burden will remain elevated conpared to

gl obal peers.

Downside scenario

We could lower our rating if the council changed its current financial
strategy and added a significant amount of capital expenditure in its upcom ng
| ong-term plan without offsetting adjustments to revenue or operating
expenditure, resulting in significantly higher after-capital account deficits.
This could al so weaken its liquidity coverage and our view of its financial
managenent .
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Upside scenario

We could raise the rating if the council's after-capital account deficits

i nprove for a sustained period, significantly reducing its debt burden
relative to revenue. This could also inmprove our view of its financial
managenent. This might occur if the council actively seeks to reduce deficits
and debt nore quickly than we currently assunme in our base case.

Rationale

We have updat ed and extended our forecasts for Kapiti Coast until 2020.
Fol l owi ng this update, we still expect the council's financial nanagenent,
budgetary flexibility, and institutional settings to support Kapiti Coast's
credit profile. The council continues to inprove its budgetary perfornance,
with generally noderate after—capital-account deficits, while debt |evels
remai n hi gh conpared with gl obal peers.

A supportive institutional framework and experienced management underpin Kapiti Coast's
creditworthiness

The council elected in October 2016 plans to consolidate and inprove its
financial position, after the previous council enbarked on high, debt-funded
capital spending. Debt reduction is its stated nmain priority over its term of
of fice, and the council has indicated that it does not plan to enbark on
additional |arge-scale projects in the mediumterm The council's next
long-termplan, likely to be released around mid-2018, is its first rea
opportunity to significantly shift priorities and will bring nore clarity to
the council's nmediumterm pl ans.

The council's consolidation plans would represent a major shift in focus. In
recent years, the previous council accelerated the inplenmentation of a nunber
of large-scale projects between fiscal 2012 and 2014. This large capita
program significantly weakened Kapiti Coast's budgetary perfornmance, with
after-capital -account deficits reaching a record 53% of revenue in fisca
2013. As a result, the council's debt rose to 230% of operating revenues in
fiscal 2013 from 123% in 2011. This is a high debt burden conpared to both
donestic and international peers, and is the key constraint on Kapiti Coast's
credit rating.

More generally, we view the council's financial management as strong. The
council prepares a 20-year long-termplan every three years, ensuring a

f orwar d- 1 ooki ng approach to prudent financial nanagenent, and setting an

i mportant baseline for operating and capital expenditure requirenments and
funding strategy. Kapiti Coast has an experienced managenent teant-although
the recent resignation of the chief executive will see a change in this key
position in the near term

The council has well-defined debt and treasury policies with key financi al
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targets. Debt and liquidity management policies are prudent, with no
foreign-currency issuance and interest exposure is nostly hedged. Its

i nsurance policies cover above and underground assets in case of natura

di saster, thereby liniting its contingent liabilities. Furthernore, Kapit
Coast is also looking to gradually build a "self-insurance fund,"” which would
be used to cover the costs of natural disaster recovery, including covering
any insurance excess. The council has inplenented the second year of its
depreciation funding programand is planning to fully fund depreciation by
fiscal 2022

The institutional framework w thin which New Zeal and | ocal governments operate
is a key strength supporting Kapiti Coast's credit profile. W believe the
framework is one of the strongest and nost predictable globally. The New

Zeal and | ocal government system al so pronptes a strong managenent cul ture,
fiscal discipline, and high |l evels of financial disclosure anong |oca
councils. The systemall ows Kapiti Coast to support higher debt |evels than
some of its international peers can tolerate at its current rating.

The district's economny is broadly supportive of the council's credit profile.
Wth a popul ati on of around 52,000, Kapiti Coast is one of the six subregions
inthe Geater Wllington area. Economic growth has been relatively strong in
recent years, rising to about 3.7%in 2016 conmpared w th average growth of
1.9% during the past 10 years. Sone of this growh is being held up by an
expandi ng popul ati on and hi gher levels of investnent in housing due to the
overflow fromWllington's housing market. Kapiti Coast's per capita i nconme of
about US$22,200 is relatively high in an international context, but |ower than
t he national average of US$41, 400.

We consider Kapiti Coast's estimated per capita i ncone slightly understates
the actual incone level of its local econony. This is because Kapiti Coast
serves as a conmuter district to Wellington, New Zealand's capital city, with
around a third of the local population traveling to the central business

di strict and surroundi ng areas for work. Neverthel ess, we do not consider this
enough to raise our view of Kapiti Coast's econony, considering Kapiti Coast
has a narrow econonic base. Retail and residential construction are the

donmi nant sectors. Another significant area of activity is the social services
sector, particularly retirenent vill ages.

Improved budgetary performance due to lower capital investment, while debt burden remains very
high compared with global peers

Kapiti Coast's budgetary perfornmance has inproved significantly from our
previous forecast. W project the council will post an average after-capita
deficit of 8% of total revenue between 2016 and 2020, down from 12% between
2015 and 2019. The inprovenent in the council's budgetary perfornmance is
largely due to a reprioritization of the capital projects and expected | ower
capital expenditure during next three years. W expect Kapiti Coast's
after-capital deficits to begin to inprove because nost of the |arge-scale
proj ects have been conpleted. Large deficits in the past, peaking at 53%in
fiscal 2013, reflected the council's focus on intergenerational equity by
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funding infrastructure assets with long-term | oans rather than upfront via
rate increases. The council's operating position continues to inprove, with
aver age surpluses of about 20% of operating revenues.

We expect Kapiti Coast's debt burden to remain high in the mediumtermdue to
the council's decision to front-load its large capital programin 2012

l ong-term plan. We forecast Kapiti Coast's debt to increase to 242% of

adj usted cash operating revenue in 2020. Interest expenses reflecting this
increase in debt and will be about 13% of operating revenue in 2017-2019. This
makes Kapiti Coast's debt burden one of the highest anong New Zeal and council s
that we rate. By taking into account the possibility of an under-execution of
the capital projects, borrowi ngs mght not be as high as we forecast and its
debt burden will peak |later and | ower than our current forecast but will still
be hi gh.

Kapiti Coast's liquidity position renmains adequate. The council's free cash,
liquid assets, and bank facilities will average NZ$85.2 mllion during the
next 12 nonths, covering about 95% of Kapiti Coast's debt-servicing needs.

The council is borrowing funds early to nanage its maturity risk profile, by
investing these funds in interest earning termdeposits until they are
required to repay maturing debt. The council is prefunding NZ$80 million of

| ong-term debt maturing on Decenber 2017 and May 2018, which will reduce
refinancing risk. Kapiti Coast generally holds little cash on hand, and its
primary source of liquidity relies inits conmtted bank |lines. The counci

has a Nz$20 million committed bank facility to nmanage its short-termcash fl ow
needs.

About 96% of Kapiti Coast's cash operating revenues are nodifiable, resulting
in high budgetary flexibility. Kapiti Coast's revenue flexibility is supported
by the council's unrestricted ability to set property rates, fees, and charges
supports its revenue flexibility. The council is targeting an average rate
increase of 5.7%in FY2018, above the 5.5%limt set as part of the council's
financial strategy in its 2015 |long-termplan. In our view higher nodifiable
revenues will help the council to achieve smaller average after-capita

account deficits that will help to reduce its debt burden in the long term
Kapiti Coast's capital expenditure represents a high share of the council's
budget, at about 32% of total expenditure between 2016 and 2020. During the
next few years, the council will be focusing on renewals in water
infrastructure and roading projects; we do not believe that this affords the
council a great deal of added budgetary flexibility.

Kapiti Coast's contingent liabilities are very low, in view of the small

i kelihood of a natural disaster in the region and its potential effect on the
council. W consider Kapiti Coast's insurance policies to be conprehensive,
and that the Crown would likely provide extraordi nary support to the region in
the event of a natural disaster. The council is part of the Quter Wellington
shared services syndicate with four other councils in the region and is
jointly insured to cover aboveground assets.
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Key Statistics

Table 1

Key Statistics

--Year ended June 30--

(mil. NZS) 2015 2016 2017E 2018BC 2019BC 2020BC
Operating revenues 62 66 68 72 77 81
Operating expenditures 54 56 55 58 59 61
Operating balance 8 10 13 15 18 20
Operating balance (% of operating revenues) 13 14.5 18.5 20.5 22.9 24.1
Capital revenues 4 3 7 5 5 3
Capital expenditures 28 18 24 29 28 26
Balance after capital accounts -16 -6 -4 -10 -6 -3
Balance after capital accounts (% of total revenues) -23.5 -8.1 -5.4 -12.5 -7.4 -4.1
Debt repaid 5 36 43 79 20 5
Gross borrowings 15 56 92 56 36 17
Balance after borrowings -6 14 44 -33 10 8
Modifiable revenues (% of operating revenues) 98.6 95 96.8 96.2 95.7 95.6
Capital expenditures (% of total expenditures) 34 24.7 30.2 33.8 32.3 29.8
Tax-supported debt (outstanding at year-end) 141 161 211 188 185 196
Tax-supported debt (% of consolidated operating revenues) 228.2 2445 312 259.3 239 242.4
Interest (% of operating revenues) 12.5 12.7 13.5 12.9 11.8 12
Local GDP per capita (single units) 28,988 29,750 N/A 0 0 0

E--Estimated. BC--Base case.

Ratings Score Snapshot

Table 2

Ratings Score Snapshot

Key Rating Factors

Institutional framework Extremely predictable and supportive
Economy Average

Financial management Strong

Budgetary flexibility Strong

Budgetary performance Average

Liquidity Adequate

Debt burden Very high

Contingent Liabilities Very low

Note: S&P Global Ratings' ratings on local and regional governments are based on eight main rating factors listed in the table above. Section A of
S&P Global Rating's "Methodology For Rating Non-U.S. Local And Regional Governments," published on June 30, 2014, summarizes how the

eight factors are combined to derive the rating.
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Key Sovereign Statistics

Sovereign Risk Indicators. An interactive version is avail able at
http://ww. spratings.conisri.

Related Criteria

* General Criteria: Methodol ogy For Linking Long-Term And Short-Term Rati ngs
, April 7, 2017

e Criteria - Governnents - International Public Finance: Methodol ogy For
Rating Non-U. S. Local And Regional Covernments, June 30, 2014
e Criteria - Governnents - International Public Finance: Methodol ogy And

Assunptions For Analyzing The Liquidity OF Non-U S. Local And Regi ona
Governnents And Related Entities And For Rating Their Conmercial Paper
Programs, Cct. 15, 2009

e CGeneral Criteria: Use OF CreditWatch And Qutl ooks, Sept. 14, 2009

Related Research

* Public Finance System Overview. New Zeal and's Institutional Framework For
Local And Regi onal Governnents, Dec. 11, 2016

In accordance with our relevant policies and procedures, the Rating Committee
was conposed of analysts that are qualified to vote in the conmttee, with
sufficient experience to convey the appropriate |evel of know edge and
under st andi ng of the nethodol ogy applicable (see 'Related Criteria And
Research'). At the onset of the conmittee, the chair confirmed that the

i nformati on provided to the Rating Comrmittee by the primary anal yst had been
distributed in a tinmely manner and was sufficient for Conmttee nenbers to
make an i nfornmed deci sion.

After the primary anal yst gave openi ng remarks and expl ai ned the
recomendati on, the Committee discussed key rating factors and critical issues
in accordance with the relevant criteria. Qualitative and quantitative risk
factors were considered and di scussed, |ooking at track-record and forecasts.

The conmittee agreed that budgetary performance has inproved. Al other key
rating factors were unchanged. Key rating factors are reflected in the Ratings
Score Snapshot above.

The chair ensured every voting nmenber was given the opportunity to articulate
hi s/ her opi ni on.

The chair or designee reviewed the draft report to ensure consistency with the
Conmittee decision. The views and the decision of the rating comittee are
sunmari zed in the above rationale and outl ook. The weighting of all rating
factors is described in the nmethodology used in this rating action (see
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"Related Criteria and Research').

Ratings List

Rati ngs Affirned

Kapiti Coast District Council
| ssuer Credit Rating A+/ Stabl e/ A-1

S&P d obal Ratings Australia Pty Ltd holds Australian financial services

| i cense nunber 337565 under the Corporations Act 2001. S&P d obal Ratings'
credit ratings and rel ated research are not intended for and nust not be
distributed to any person in Australia other than a whol esale client (as
defined in Chapter 7 of the Corporations Act).

Certain terms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neani ngs ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at ww. standardandpoors. com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at www. gl obal creditportal.comand at www. spcapitalig.com All
ratings affected by this rating action can be found on the S& @ obal Ratings'
public website at www. st andardandpoors.com Use the Ratings search box | ocated
in the left colum.
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