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Financial Overview

Introduction

The forecast financial statements in this section outline
how Council will be funded for the next 10 years and how
that money will be spent. They are based on estimates of
costs into the future. Itislikely that changes will be needed
as events alter and actual quotes for work are obtained.

Statement of Responsibility

The forecast financial statements are prepared on the basis
of best-estimate assumptions as to future events which the
council expects to take place as of February 2009

Authorisation for issue

This document was authorised for issue by Council on,
and is dated, 27 February 2009.

Purpose of preparation

The Local Government Act 2002 requires a council to, at all
times, have a Long Term Council Community Plan.

Comparative Information

The 2008/09 comparative information is based on the
2008/09 Annual Plan. The comparative numbers for the
Balance Sheet have been adjusted to reflect council’s
position as at 30 June, 2008, and have subsequently been
adjusted due to changes in some asset valuations and
delays to programmed capital expenditure.

Cautionary Note

The forecast financial statements are prospective financial
information. Actual results are likely to vary from the
information presented and the variations may be material.

Forecasting Assumptions

In establishing the financial forecasts and projections, a
number of provisions and assumptions have been made,
and these are described in this section.

Useful lives of significant assets

Depreciation rates are as given in the Statement of
Accounting Policies.

Risks and Uncertainties

The useful lives are based on historical information. Some
assets may last longer than the live stated above because
of differing factors and conversely, some assets may
deteriorate at a faster rate than the lives stated above.

Depreciation rates of planned asset acquisitions

The same depreciation rates as for all significant assets
have been assumed for planned asset acquisitions.
These depreciation rates are as given in the Statement of
Accounting Policies.

Risks and Uncertainties

The useful lives are based on historical information. Some
assets may last longer than the live stated above because
of differing factors and conversely, some assets may
deteriorate at a faster rate than the lives stated above.

Resource consents

It has been assumed that all current resource consents held
by Council will be renewed at the appropriate time, with
similar conditions and length of term as currently in place.
Any costs associated with Capital Expenditure forecast
throughout the ten year period have been included as an
integral part of the cost of the asset and will be capitalised
and depreciated in line with the physical works carried
out.

Risks and Uncertainties

There is a risk that various resource consents held by the
Council may not be renewed, or the conditions and term
of the resource consent may vary from those currently in
place. In addition, there is a risk that renewing resource
consent may incur additional costs that have not currently
been budgeted for.

Sources of funds for future replacement of
significant assets

Capital Expenditure is funded by two key mechanisms:

* General Reserve funding for those assets whose
depreciation is funded via rates; and

¢ Internal Financing for most other assets as set out in
the Internal Financing Policy, which forms part of the
Council’s Treasury Policy.

General Reserve Funding

A number of assets, principally those that are funded by
the General Rate or a part of the Overhead component,
are depreciated with the amount of depreciation being
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funded by income or rates. The funds from the funded
depreciation are collected in a General Reserve. When the
asset requires replacing, the funds are withdrawn from
the General Reserve.

Internal Financing

Depreciation is not funded on Infrastructural Assets,
Roads or Amenities. When these assets are required to be
replaced, the community of benefit needs to fund these via
an internal loan. The community of benefit is required to
fund the interest costs as well as make provision to repay
the loan over a period of 20 years.

Risks and Uncertainties

There is a risk that some communities with significant
capital requirements due to the condition of the asset or
the requirement to upgrade their assets, that the level of
debt that they owe becomes unsustainable. Council will
monitor the level of debt on a regular basis to ensure such
communities can sustain the costs associated with the
provision of the asset.

Projected growth change factors

See the Development Contributions Policy for details
of projected growth. The effects of the growth will be
factored in when determining;:

- The level of financial contributions which will flow
through the organization

- Thelevel of vested assets that the Council is expected
to take ownership of.

- The level of Capital Value and number of rating
units in determining the level rates per property.

Risks and Uncertainties

The projected growth may occur at rates significantly
different to those predicted, with consequences for the
above areas. The projections have been made based upon
the best information that we have available, and will be
updated as this Plan is updated.

Approach to potential climate change impacts &
potential societal changes

The Sustainability section of the Plan (p.62) states the
Council’s position on Climate Change, and the Hurunui
District Profile section (p.13) and Council Activities Section
(p.63.) indicate a major societal change in the District’s
aging population. The Council has considered the effects
of these in its planning, but are of the opinion that there
is not sufficient certainty surrounding the detail of the
projections in these areas for them to be incorporated as
specific financial forecasting assumptions in the LTCCP.

The Council is mindful of the current economic crisis and
outlook and will look for increased efficiencies in this
regard. A recession period has been explicitly factored
into its Development Contributions Policy.

Other potential societal changes were considered by the
Council, but were not seen to be significant.
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Risks and Uncertainties

These factors may have a stronger impact than anticipated.
The Council will monitor the situation and seek to adapt
accordingly.

Inflation

In preparing the LTCCP, the Council is required to use best
estimates in determining the level of costs to be budgeted
in the future. As a result, the Council is required to account
for the effect of price changes or inflation that is expected
to occur over the ten year period.

To develop a consistent approach for local government
to account for inflation, the Society of Local Government
Managers (SOLGM) contracted Business and Economic
Research Limited (BERL) to construct forecasts for
inflation.

The Hurunui District Council has endorsed the rates
produced by BERL and have used these rates as the
assumption for accounting for inflation in the preparation
of the LTCCP.

Rates used:
Year Ending Road Water Energy Other
Jun-09 4.6% 6.3% 9.6% 3.8%
Jun-10 3.9% 2.9% 2.7% 2.7%
Jun-11 2.7% 2.5% 3.1% 2.7%
Jun-12 3.3% 3.0% 3.2% 2.5%
Jun-13 2.3% 2.8% 3.3% 2.5%
Jun-14 2.4% 3.3% 3.4% 2.4%
Jun-15 2.2% 2.9% 2.7% 2.5%
Jun-16 2.3% 3.5% 3.6% 2.6%
Jun-17 2.4% 3.6% 3.7% 2.5%
Jun-18 2.5% 3.3% 3.8% 2.4%
Jun-19 2.2% 3.3% 3.7% 2.5%

In applying the inflation rates in the preparation of the
budgets, the Council has set a budget based in 2009/2010
dollars for each of the ten years of the LTCCP. For each
of the succeeding years of the LTCCP, the following
cumulative inflation rates have been applied to each
applicable cost or income.

Cumulative Inflation Rates:

Year Ending Road Water Energy Other
Jun-11 2.7% 2.5% 3.1% 2.7%

Jun-12 6.1% 5.6% 6.4% 5.3%

Jun-13 8.6% 8.5% 9.9% 7.9%

Jun-14 11.1% 12.1% 13.7% 10.5%
Jun-15 13.6% 15.3% 16.7% 13.3%
Jun-16 16.2% 19.3% 20.9% 16.3%
Jun-17 19.0% 23.6% 25.3% 19.2%
Jun-18 21.9% 27.6% 30.1% 22.1%
Jun-19 24.6% 31.8% 34.9% 25.2%
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Hurunui District Council

Risks and Uncertainties

Inflation in some areas may increase at a rate different
to that forecast. Some types of costs (e.g. Roading and
Transport Costs) have been subject to wild fluctuations
in recent years, and as a result, it is inherently difficult to
predict trends with accuracy.

New Zealand Transport Agency Subsidy rates

To fund roading operational and capital expenditure, the
Council receives a percentage of the cost as a subsidy from
the New Zealand Transport Agency (NZTA). The subsidy
rate is based on a calculation performed nationally which
takes into account the land value of each District Council
area. For the 2008/2009 financial year, the subsidy rates
were as follows:

- Operating Expenditure 50%
- Capital Expenditure 50%
- Minor Safety Improvements 60%
- Level Crossing Warnings 100%
- Special Purpose Roading 100%

There has been no indication that any of these rates are
expected to change in the next three years, therefore the
Council has made the assumption that subsidy rates are to
remain constant over the life of the LTCCP.

Risks and Uncertainties

The NZTA subsidy rates are based on a calculation which
takes into account the land value of the Hurunui District
as a comparison with other local authorities throughout
the country. Should the land value of the Hurunui increase
or decrease at a rate different to the average over the
country, the calculation may result in the subsidy rate for
the Hurunui increasing or decreasing.

Assets vested in Council

When a developer carries out a subdivision, they are
required to vest various assets to Council.

These assets include any new roads, water mains, sewer
mains, footpaths and landscaped areas. The Council is then
responsible for the maintenance and future replacement of
those assets.

To determine the value of the assets to be vested, the
Council made assumptions based on an analysis of the
costs of recent subdivisions in the District. The average
costs were assumed as follows:

* Roading (incl. Footpaths) $7,000 per section
* Sewer $1,500 per section
*  Water $1,500 per section

These amounts will be applicable to all urban areas and
the amounts will be multiplied by the numbers of urban
sections created in each year to arrive at the total assets to
be added to the Council’s asset register. This will also be
inflation-adjusted each year according to the BERL inflation

forecasts as described in the assumption for inflation.
Each addition to the asset register will be depreciated by
any appropriate depreciation charge. Please note that no
vested assets will be applied to rural sections.

To balance the books, the introduction of the asset value
needs to be reflected in income, therefore, there will be a
corresponding income line called “Vested Assets Income”.

Risks and Uncertainties

The assumption has based the level of assets vested to
Council on an analysis of recent major subdivisions
carried out in the District. Some subdivisions may not
result in any further assets to be vested in the Council as
there has already been adequate capacity provided for the
new sections and some subdivisions may have a greater
amount of assets vested into Council as there may be a
greater per property costs associated with the subdivision.

Revaluation of Roading & Infrastructural Assets

The Council will adopt an approach of revaluing its
buildings, roading and infrastructural assets on a three
yearly basis to comply with the New Zealand equivalent
to International Financial Reporting Standards.

Up to June 2008, the Council had a policy of revaluing its
roading network and infrastructural assets on an annual
basis, so the last applicable valuation was completed as
at June 2008. Under the approach of revaluing on a three
yearly basis, the next revaluation is expected to take place
as of June 2011, with further revaluations due for June
2014 and June 2017.

The Council has made the assumption that the book
values of the roading and infrastructural assets as at the
revaluation dates will be increased by the cumulative
inflation rates as per the BERL inflation forecasts as
described in the assumption for inflation. The depreciation
charge will be amended to reflect the remaining useful life
of each asset and the charge made on the revalued amount
of the asset.

An example of how the cumulative inflation will be
applied is as follows:

e A length of water pipe may have a value of
$1,000 as of 1 July 2008 - the date of its last
revaluation.

e The next revaluation is set for 1 July 2011,
and the cumulative inflation rate for water
expenditure over that period is 12.1%, therefore
the new value should be $1,121.

e The next revaluation is set for 1 July 2014,
and the cumulative inflation rate for water
expenditure over that period is 22.6%, therefore
the new value should be $1,226.

e The next revaluation is set for 1 July 2017,
and the cumulative inflation rate for water
expenditure over that period is 35.2%, therefore
the new value should be $1,352.
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Any movement in the valuation of the roading and
infrastructural assets is recognised in the asset revaluation
reserve.

The movements, along with any increase on capital
purchases made in the intervening years have been applied
to the existing values to arrive at the revalued amount for
each asset.

Risks and Uncertainties

Inflation in some areas may increase at a rate different
to that forecast. Some types of costs (e.g. Roading and
Transport Costs) have been subject to wild fluctuations
in recent years, and as a result, it is inherently difficult to
predict trends with accuracy.

Interest rates

The movement of interest rates has a wide ranging effect
on the Council. The Council’s cash investments derive
interest at the market rates; the Council is vulnerable to
the lending rates for its external borrowing requirements;
and the Council’s internal financing policy bases the
interest paid or charged to individual communities on
those applicable rates.

Over the course of the 2008 calendar year, the Official Cash
Rate released by the Governor of the Reserve Bank moved
from 8.75% at the start of the year to 5.00% at the end of
the year.

Based on the low interest rates currently in the market
and advice received from Council’s treasury advisors, the
Council has made the following assumption for interest
rates for the entire ten year period:

e Council will receive an average of 4.5% on its
cash investments.

e Council will be charged an average rate of
interest on its external borrowings at 6.25%.

e Communities that hold internal loans with
Council will be charged interest at 7.25% (100
basis points over the level of interest Council is
charged for external borrowings).

¢ Communities that have built up reserves for
future capital expenditure will be credited
interest at 4.5% (the same level the Council is
expected to receive from its cash investments)

e Any internal loans to the Hanmer Springs
Thermal Reserve will be charged an interest
rate of 9.25% (300 basis points above the level
of interest Council is charged for external
borrowings)

Risks and Uncertainties

The Councilis exposed to the market with respect tointerest
rates and as such, the rates will be subject to adjustment
over the period of the long-term council community
plan. Where interest rates do change, the change will be
immediately reflected in the level of interest charged or
paid to the relevant communities as well as being reflected
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in the level of interest the Council receives on its cash
investments or charged on its external borrowings.

Emissions Trading Scheme

The Emissions Trading Scheme is currently in legislation,
however the new government has indicated that there
will be delays in its application due to a review taking
place. Until there is more detail released as to what, if
any, changes are to be made to the current legislation, the
Council will not allow for any changes to the budgets used
in the preparation of this plan.

Changes to Council's business dictated by as
yet unknown/unconfirmed legislation or central
government policy change.

Due to the recent change of Government, the level of
uncertainty in this area is too high for any changes to be
sufficiently quantifiable to be taken into account for the
present plan. The Council remains aware of the key issues
on a qualitative level, and will take them into account as
best they are able.
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Hurunui District Council

Statement of Accounting Policies

Reporting Entity

Hurunui District Council is a territorial local authority
as governed by the Local Government Act 2002 and is
domiciled in New Zealand.

The Hurunui District Council group consists of the
ultimate parent Hurunui District Council (HDC) and
its subsidiary Hurunui Holdings Limited (HHL) (100%
owned) and associate Enterprise North Canterbury (50%
equity share). All HDC subsidiaries and associates are
incorporated and domiciled in New Zealand.

The primary objective of HDC is to provide goods and
services for the community or social benefit rather than
making a financial return.

Accordingly, HDC has designated itself and the group as
public benefit entities for the purposes of New Zealand
equivalents to International Financial Reporting Standards
(“NZ IFRS”).

The seat of the Council is at Amberley.

Basis of Preparation

The financial statements of the Hurunui District Council
have been prepared in accordance with the requirements
of the Local Government Act 2002. The financial statements
have been prepared in accordance with New Zealand
generally accepted accounting practice (NZ GAAP) and
comply with NZ IFRS and other applicable Financial
Reporting Standards, as appropriate for public benefit
entities.

This set of financial statements has been prepared in
accordance with the requirements of NZ IFRS. The
opening balances for the 2009/10 year are based on forecast
closing balances for the 2008/09 year.

The financial statements have been prepared on a
historical cost basis, modified by the revaluation of land
and buildings, certain infrastructural assets, investments,
biological assets and financial instruments (including
derivative instruments).

The Council authorised the prospective financial
statements on 26 February 2009.

The Council, who are authorised to do so and believe that
the assumptions underlying these prospective financial
statements are appropriate, has approved the Long-term
Council Community Plan for distribution.

The Council and management of the Hurunui District
Council accept responsibility for the preparation of
their prospective financial statements, including the
appropriateness of the assumptions underlying the
prospective financial statements and all other required
disclosures.

No actual financial results have been incorporated within
the prospective financial statements.

The Council intends to update the prospective financial
statements subsequent to the submission hearings in May

2009. The final prospective financial statements are then
to be presented to the Council for adoption in June 2009.

Statement of compliance

The financial information contained within this report
has been prepared in accordance with the generally
accepted accounting practice in New Zealand as required
under section 111 of the Local Government Act 2002, and
the Long-term Council Community Plan requirements
of section 93. It is audited under section 84 of the Local
Government Act 2002.

The financial statements comply with applicable Financial
Reporting Standards, which include New Zealand
equivalents to International Financial Reporting Standards
(NZ IFRS). The financial statements incorporated in the
Long-term Council Community Plan have been prepared
in compliance with Financial Reporting Standard (FRS)
number 42; Prospective Financial Statements.

The Hurunui District Council is a Public Benefit Entity
and has applied the PBE exemptions allowable under New
Zealand equivalents to International Financial Reporting
Standards (NZ IFRS).

Cautionary Note

The information in the prospective financial statements is
to outline service and spending priorities in the statement
of proposal for the long term Council Community Plan
and may not be appropriate for any other use.

Consolidation

The Council has not consolidated the forecast financial
statements to include the Council’s subsidiary Hurunui
Holdings Limited. The Council believes consolidation for
the purpose of the Long-term Council Community Plan
will not be material as Hurunui Holdings Limited operates
essentially as a shelf company with a limited number and
scale of transactions.

Measurement base

The financial statements have been prepared on the
historical cost basis, modified by the revaluation of certain
assets.

Functional and presentation currency

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 HDC is New
Zealand dollars.

Changes in accounting policies

The accounting policies set out below have been applied
consistently to all periods presented in these financial
statements.
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Significant Accounting Policies

Basis of Consolidation

The purchase method is used to prepare the consolidated
financial statements, which involves adding together like
items of assets, liabilities, equity, income and expenses on
a line-by-line basis. All significant intragroup balances,
transactions, income and expenses are eliminated on
consolidation.

Subsidiaries

HDC consolidates as subsidiaries in the group financial
statements all entities where HDC has the capacity to
control their financing and operating policies so as to
obtain benefits from the activities of the entity. This
power exists where HDC controls the majority voting
power on the governing body or where such policies
have been irreversibly predetermined by HDC or where
the determination of such policies is unable to materially
impact the level of potential ownership benefits that arise
from the activities of the subsidiary.

HDC measures the cost of a business combination as the
aggregate of the fair values, at the date of exchange, of
assets given, liabilities incurred or assumed, in exchange
for control of the subsidiary plus any costs directly
attributable to the business combination.

Any excess of the cost of the business combination over
HDC'’s interest in the net fair value of the identifiable
assets, liabilities and contingent liabilities is recognised
as goodwill. If HDC’s interest in the net fair value of the
identifiable assets, liabilities and contingent liabilities
recognised exceeds the cost of the business combination,
the difference will be recognised immediately in the
statement of financial performance.

Investments in subsidiaries are valued as available for
sale investments in HDC’s own “parent entity” financial
statements.

Associates

HDC accounts for an investment in an associate in the
group financial statements using the equity method. An
associate is an entity over which the HDC has significant
influence and that is neither a subsidiary nor an interest in
a joint venture. The investment in an associate is initially
recognised at cost and the carrying amount is increased
or decreased to recognise HDC’s share of the surplus or
deficit of the associate after the date of acquisition. HDC’s
share of the surplus or deficit of the associate is recognised
in HDC'’s statement of financial performance. Distributions
received from an associate reduce the carrying amount of
the investment.

If HDC's share of an associate’s deficit equals or exceeds its
interest in the associate, HDC discontinues recognising its
share of further deficits. After HDC’s interest is reduced to
zero, additional deficits are provided for, and a liability is
recognised, only to the extent that HDC has incurred legal
or constructive obligations or made payments on behalf
of the associate. If the associate subsequently reports
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surpluses, HDC will resume recognising its share of those
surpluses only after its share of surpluses equals the share
of deficits not recognised.

HDC's share in the associate’s surplus or deficits resulting
from unrealised gains on transactions between the HDC
and its associates is eliminated.

HDC’s investments in associates are carried at cost in
HDC’s own “parent entity” financial statements.

Revenue

Revenue is measured at the fair value of consideration
received.

Rates revenue

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. Rates
revenue is recognised when payable.

Rates collected on behalf of the Canterbury Regional
Council (ECan) are not recognised in the financial
statements as HDC is acting as an agent for ECan.

Other revenue

Water Billing is recognised on volumes delivered on
accrual basis.

New Zealand Transport Agency roading subsidies are
recognised as revenue upon entitlement which is when

conditions pertaining to eligible expenditure have been
fulfilled.

Revenue from a contract to provide services is recognised
by reference to the stage of completion of the contract at
the balance sheet date based on the actual service provided
as a percentage of total services to be provided.

Sales of goods are recognised when the significant
risks and rewards of ownership of the assets have been
transferred to the buyer which is usually when the goods
are delivered and title has passed.

Interest income is accrued on a time basis, by reference to
the principal outstanding and at the effective interest rate
applicable.

Dividend income from investments is recognised as
revenue, net of imputation credits, when the shareholders’
rights to receive payment have been established.

Other revenue including assets vested in Council, with
or without restrictions, is recognised as revenue when
control over the assets is obtained.

Development contributions

Development contributions are recognized as revenue
when the Council provides, or is able to provide, the
service for which the contribution was charged. Otherwise
development contributions are recognized as liabilities
until such time the Council provides, or is able to provide,
the service.
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Hurunui District Council

Development contributions are classified as part of “Other
Revenue”.

Borrowing costs

All borrowing costs are recognised as expenses in the
statement of financial performance in the period in which
they are incurred.

Council does not capitalise borrowing costs associated
with funding capital works in progress, as required by
NZ IAS 23. This is in accordance with the decision of the
Accounting Standards Review Board to indefinitely defer
the adoption of NZ IAS 23.

Income tax

Income tax in relation to the surplus or deficit for the
period comprises current tax and deferred tax.

Current tax is the amount of income tax payable on the
taxable profit for the current year, plus any adjustments
to income tax payable in respect of prior years. Current
tax is calculated using rates that have been enacted or
substantively enacted at balance date.

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 in the computation of taxable profit.

Deferred tax liabilities are generally recognised for
taxable temporary differences and deferred tax assets
are recognised to the extent that it is probable that
taxable profits will be available against which deductible
temporary differences 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
the transaction, affects neither the accounting profit nor
taxable profit.

Deferred taxis 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.

Deferred tax is calculated at the tax rates that are expected
to apply in the period when the liability is settled or the
asset is realised, using tax rates that have been enacted or
substantially enacted by balance date.

Current tax and deferred tax is charged or credited to the
statement of financial performance, except when it relates
to items charged or credited directly to equity, in which
case the tax is dealt with in equity.

Leases

Finandial leases

A finance lease is a lease that transfers to the lessee
substantially all the risks and rewards incidental to
ownership of an asset, whether or not title is eventually
transferred.

At the commencement of the lease term, HDC recognises
finance leases as assets and liabilities in the statement of
financial position and is depreciated over its useful life.
If there is no certainty as to whether HDC will obtain
ownership at the end of the lease term, the asset is fully
depreciated over the shorter of the lease term and its
useful life.

Assets held under finance leases are recognised as assets
of the Group at their fair value at the date of acquisition
or, if lower, at the present value of the minimum lease
payments. Lease payments are apportioned between
finance charges and reduction of the lease obligation so
as to achieve a constant rate of interest on the remaining
balance of the liability. Finance charges are charged
directly against income.

Operational 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 on a straight-line basis over the lease
term.

Cash and cash equivalents

Cash and cash equivalents comprise cash in hand, demand
deposits and other short-term highly liquid investments
that are readily convertible to a known amount of cash
and are subject to an insignificant risk of changes in value,
and with original maturities of three months or less.

Trade and other receivables

Trade and other receivables are initially measured at fair
value and subsequently measured at amortised cost using
the effective interest rate method, less any provision for
impairment.

Inventories

Inventories are stated at the lower of cost and net
realisable value. Cost comprises direct materials and,
where applicable, direct labour costs and those overheads
that have been incurred in bringing the inventories to their
present location and condition. Cost is calculated using
the weighted average method.

Net realisable value represents the estimated selling price
less all estimated costs of completion and costs to be
incurred in marketing, selling and distribution.

Financial Assets

The Group classifies its financial assets into the following
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four categories: financial assets at fair value through profit
or loss, held to maturity investments, loans and receivables
and financial assets at fair value through equity. The
classification depends on the purpose for which the
investments were acquired. Management determines the
classification of its investments at initial recognition and
re-evaluates the designation every reporting date.

Financial assets and liabilities are initially measured at fair
value plus transaction costs unless they are carried at fair
value through profitand loss in which case transaction costs
are recognised in the statement of financial performance.

Investments

Investments are recognised on a trade-date basis and are
initially measured at fair value, including transaction
costs. At subsequent reporting dates, debt securities
that the Group has the expressed intention and ability
to hold to maturity (held-to-maturity debt securities) are
measured at amortised cost using the effective interest
rate method, less any impairment loss recognised to reflect
irrecoverable amounts.

Investments other than held-to-maturity debt securities
are classified as either held-for-trading or available-for-
sale, and are measured at subsequent reporting dates at
fair value.

Where securities are held for trading purposes, gains and
losses arising from changes in fair value are included in
the statement of financial performance for the period.

For available-for-sale investments, gains and losses arising
from changes in fair value are recognised directly in
equity, until the security is disposed of or is determined
to be impaired, at which time the cumulative gain or
loss previously recognised in equity is included in the
statement of financial performance for the period.

Impairment of investments

An impairment loss is recognised in the statement of
financial performance when there is objective evidence
that the assetis impaired, and is measured as the difference
between the investment’s carrying amount and the present
value of estimated future cash flows discounted at the
effective interest rate computed at initial recognition.
Impairment losses are reversed in subsequent periods
when an increase in the investment’s recoverable amount
can be related objectively to an event occurring after the
impairment was recognised, subject to the restriction
that the carrying amount of the investment at the date
the impairment is reversed shall not exceed what the
amortised cost would have been had the impairment not
been recognised.

Derivative financial instruments

The Group wuses derivative financial instruments
(primarily interest rate hedges and foreign currency
forward contracts) to hedge the risks associated with
foreign currency fluctuations relating to certain firm
commitments and forecasted transactions. The use of
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financial derivatives is governed by the Group’s policies
approved by the Council and the HHL board of directors,
which provide written principles on the use of financial
derivatives consistent with the Group’s risk management
strategy. The Group does not use derivative financial
instruments for speculative purposes.

Such derivatives are initially recorded at fair value on
contract date and are adjusted to fair value at subsequent
reporting dates. Changes in the fair value of derivative
financial instruments are recognised in the statement of
financial performance as they arise.

Non-current assets held for sale

Non-current assets are classified as held for sale if their
carrying amount will be recovered principally through a
sale transaction, not through continuing use. Non-current
assets held for sale are measured at the lower of their
carrying amount and fair value less costs to sell.

Any impairment losses for write downs or non-current
assets held for sale are recognised in the statement of
financial performance. Any increase in fair value (less costs
to sell) are recognised up to the level of any impairment
losses that have been previously recognised.

Non-current assets (including those that are part of a
disposal group) are not depreciated or amortised while
they are classified as held for sale. Interest and other
expenses attributable to the liabilities of a disposal group
classified as held for sale continue to be recognised.

Property, plant & equipment
Property, plant and equipment consists of:

Operational assets — These include land, buildings, landfill
post closure, library books, plant and equipment, and
motor vehicles.

Restricted assets — Restricted assets are parks and reserves
owned by the Council which provide a benefit or service
to the community and cannot be disposed of because of
legal or other restrictions.

Infrastructure assets — Infrastructure assets are the fixed
utility systems owned by the Council. Each asset class
includes all items that are required for the network.

Property, Plant and Equipment are at stated values less
accumulated depreciation and impairment losses.

Fixtures and Fittings, Motor Vehicles, Plantand Equipment,
and Library Books are stated at cost less accumulated
depreciation and impairment losses.

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 Group and the cost of the
item can be measured reliably.

In mostinstances, an item of property, plant and equipment
is recognised at its cost. Where an asset is acquired at no

187

<
0
z
w
>
(@)
-
<
0
p4
<
p
z




Hurunui District Council

cost, or for a nominal cost, it is recognised at fair value as
at the date of acquisition.

Disposals

Gains and losses on disposals are determined by comparing
the proceeds with the carrying amount of the asset. Gains
and losses on disposals are included in the statement of
financial performance. When revalued assets are sold, the
amounts included in asset revaluation reserves in respect
of those assets are transferred to retained earnings.

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 the Group and the cost can be measured reliably.

Revaluation

An assets fair value at the date of revaluation is equal to
the revalued amount. Revaluations are performed with
sufficient regularity such that the carrying amount does
not differ materially from that which would be determined
using fair values at balance date and this is generally every
three years.

Revaluation increments and decrements are credited or
debited to the asset revaluation reserve for that class of
asset. Where this results in a debit balance in the asset
revaluation reserve, this balance is expensed in the
statement of financial performance. Any subsequent
increase on revaluation that offsets a previous decrease
in value is recognised in the statement of financial
performance will be recognised up to the amount
previously expensed, and then credited to the revaluation
reserve for that class of asset.

Operational Land and Buildings

Land and Buildings were valued by QV Valuations
(Registered Valuers) as at 30 June 2008. The basis of
valuation is fair value with reference to highest and best
use, as at 30 June 2008. They are stated at valuation less
accumulated depreciation and accumulated impairment.

Properties in the course of construction for production,
rental or administrative purposes, or for purposes not
yet determined, are carried at cost, less any recognised
impairment loss. Cost includes professional fees.

Subsequent costs are included in the asset’s carrying
amount or recognised as a separate asset, as appropriate,
only when it is probable that future economic benefits
associated with the item will flow to the Council and the
cost of the item can be measured reliably. All other repairs
and maintenance are charged to the statement of financial
performance during the financial period in which they are
incurred.

Restricted Assets

Certain infrastructure assets and land have been vested in
the Council as part of the subdivisional consent process.

The vested reserve land has been initially recognised at the
most recent appropriately certified government valuation.
Vested infrastructure assets have been valued based on the
estimated quantities of infrastructure components vested
and the current “in the ground” cost of providing identical
services.

Infrastructural asset classes; roads, water reficulation, sewerage
reticulation and stormwater systems

Infrastructural assets are recorded at valuation established
using depreciated replacement cost, plus additions at
cost less accumulated depreciation and accumulated
impairment losses.

The roading valuation includes land under the roading
network. The valuation of this land is based on the
average rateable value of land in the associated ward as
determined by QV Valuations (Registered Valuers) as at 30
June 2005. Under NZ IFRS HDC has elected to use the fair
value of the land under roads as at 30 June 2005 as deemed
cost. Land under roads is not longer revalued.

Roading assets have been valued at depreciated
replacement cost as at 30 June 2008. The valuation was
performed internally by the Manager of Engineering
Services, B M Yates, registered Engineer.

Water and Sewage Assets have been valued at depreciated
replacement cost as at 1 July 2008. The valuation was
performed internally by the Manager of Engineering
Services, B M Yates, Registered Engineer. The additions
since the revaluation were valued internally by the
Manager of Engineering Services, B M Yates.

Certain infrastructural assets have been vested in Council
as part of the subdivision consent process. Vested
infrastructure assets have been valued based on the
estimated quantities of the components vested in Council.

Depreciation

Depreciation is provided on a straight line basis on all
property, plant and equipment and intangible assets other
than land and heritage assets, at rates which will write
off the cost (or valuation) of the assets to their estimated
residual values over their useful lives. Depreciation of
these assets commences when the assets are ready for their
intended use.

Depreciation on revalued assets is charged to the statement
of financial performance. On the subsequent sale or
retirement of a revalued asset, the attributable revaluation
surplus remaining in the properties revaluation reserve is
transferred directly to retained earnings.

The gain or loss arising on the disposal or retirement of
an asset is determined as the difference between the sales
proceeds and the carrying amount of the asset and is
recognised in the statement of financial performance.

The useful lives and associated depreciation rates of major
classes of assets have been estimated as follows:
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Asset Class Useful Life | Depreciation
Rate
Buildings - wooden (excluding properties 50 years 2%
intended for sale)
Buildings - concrete (excluding properties 100 years 1%]
intended for sale)
[Furniture and fittings: administration 5 years 20%]
Furniture and fittings: pensioner flats 10 years 10%)|
Library books B - 8 years 12.5-33.3%
Computer hardware 3 - 4 years 25 —33.33%]
IMotor vehicles 5 years 20%]
[Thermal pools, plant 5 years 20%
IPlant and machinery (excluding Council |10 years 10%]
infrastructural assets)
Small plant B years 33.33%
Roads, Streets and Bridges
- Land under roads Not
depreciated
- Pavement formation INot
depreciated
- Pavement layers (sealed) 100 years 1%]
- Pavement layers (unsealed) INot
depreciated
- Pavement surface (sealed) |Average 16 6.25%
years
- Pavement surface (unsealed) 12 years 8.33%|
- Culverts 25 - 50 years 2 - 4%)
- Kerb and channel 50 - 80 years 1.25-2%
- Footpaths 20 - 75 years 1.33 - 5%)|
- Bridges — timber 70 years 1.43%
- Bridges — concrete and other 100 years 1%
- Retaining walls 50 years 2%
- Traffic signs 12 years 8.33%
- Street lighting 15 - 25 years 4-6.67%
Sewage
- Pipes 50 - 80 years 1.25-2%
- Pipes other 40 years 2.5%
- Pumps and controls 10 - 25 years 4-10%
- Manholes 50 — 80 years 1.25-2%
- Treatment plant 25 - 60 years 1.67 - 4%
Water
- Pipes 50 - 80 years 1.25-2%
- Pipes other 50 - 80 years 1.25-2%
- Reservoir and tanks 80 years 1.25%)|
- Pumps and controls 10 - 25 years 4 -10%]
- Pump stations/intakes 20 - 60 years 1.67 - 5%
- Treatment plant 10 - 80 years 1.25-10%
Intangible assets 3 years 33.3%
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Intangible assets

Software acquisition and development

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

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

Amortisation

The carrying value of intangible assets with a finite life
is amortised on a straight-line basis over its useful life.
Amortisation begins when the assets is available for use
and ceases at the date that the asset is derecognised. The
amortization charge for each period is recognised in the
statement of financial performance.

The useful lives and associated amortization rates of major
classes of intangible assets have been estimated as follows:

Computer software 3 -4 years 25 -33%
Aerial Photos 10 years 10%
Forestry assets

Forestry and other biological assets are stated at fair value
less estimated point-of-sale costs, with any resultant gain or
loss recognised in the statement of financial performance.
Point-of-sale costs include all costs that would be necessary
to sell the assets, excluding costs necessary to transport the
assets to market.

The fair value of standing timber older than 10 years, being
the age at which it becomes marketable, is based on the
market price of the estimated recoverable wood volumes,
net of harvesting costs. The fair value of younger standing
timber is based on the present value of the net cash flows
expected to be generated by the plantation at maturity.
The present values are calculated using a pre-tax discount
rate that reflects current market assessments of the time
value of money and the risks specific to the asset.

Forests are valued annually by Laurie Forestry Ltd. Any
increase or decrease in the valuation is reflected in the
statement of financial performance.

Investment property

Properties leased to third parties under operating leases
are classified as investment property unless the property
is held to meet service delivery objectives, rather than to
earn rentals or for capital appreciation.

Investment property is measured initially at its cost,
including transactions costs.

Afterinitial recognition, the Group measures all investment
property at fair value as determined annually by an
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independent valuer. Gains or losses arising from a change
in the fair value of investment property are recognised in
the statement of financial performance.

Impairment of non-financial assets

At each reporting date, the Group reviews the carrying
amounts of its tangible and intangible assets to determine
whether there is any indication that those assets have
suffered an impairment loss. If any such indication exists
and for indefinite life intangibles, the recoverable amount
of the asset is estimated in order to determine the extent
of the impairment loss (if any). Where it is not possible
to estimate the recoverable amount of an individual asset,
the Group estimates the recoverable amount of the cash
generating unit to which the asset belongs. Recoverable
amount is the greater of market value less costs to sell and
value in use.

The Group measures the value in use of assets whose
future economic benefits are not directly related to their
ability to generate net cash inflows held, at depreciated
replacement cost.

In assessing value in use for other assets, the estimated
future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks
specific to the asset.

If the recoverable amount of an asset (or cash-generating
unit) is estimated to be less than its carrying amount, the
carrying amount of the asset (cash-generating unit) is
reduced to its recoverable amount.

For non-revalued assets, impairment losses are recognised
as an expense immediately.

For revalued assets, other than investment property, the
impairment loss is treated as a revaluation decrease to
the extent it reverses previous accumulated revaluation
increments for that asset class.

Where an impairment loss subsequently reverses, the
carrying amount of the asset (cash-generating unit) is
increased to the revised estimate of its recoverable amount,
but so that the increased carrying amount does not exceed
the carrying amount that would have been determined
had no impairment loss been recognised for the asset
(cash-generating unit) in prior years. A reversal of an
impairment loss is recognised as income immediately,
unless the relevant asset is carried at a revalued amount,
in which case the reversal of the impairment loss is treated
as a revaluation increase to the extent that any impairment
losses had been previously charged to equity.

Employee Entitlements

Provision is made in respect of the Group’s liability for
retiring gratuity allowances, annual and long service
leave, and sick leave.

Short-term benefits

Employee benefits that the Council expects to be settled
within 12 months of balance date are measured at nominal

values based on accrued entitlements at current rates of
pay.

These include salaries and wages accrued up to balance
date, annual leave earned to, but not yet taken at balance

date, retiring and long service leave entitlements expected
to be settled within 12 months, and sick leave.

The Council recognises a liability for sick leave to the extent
that absences in the coming year are expected to be greater
than the sick leave entitlements earned in the coming year.
The amount is calculated based on the unused sick leave
entitlement that can be carried forward at balance date, to
the extent that the Council anticipates it will be used by
staff to cover those future absences.

The Council recognises a liability and an expense for
bonuses where contractually obliged or where there is a
past practice that has created a constructive obligation.

Long service leave and retiring gratuity

The retiring gratuity and long service leave liability is
assessed on an actuarial basis using current rates of pay
taking into account years of service, years to entitlement
and the likelihood staff will reach the point of entitlement.

Provisions

Provisions are recognised when the Group has a present
obligation as a result of a past event (either legal or
constructive), and it is probable that the Group will be
required to settle that obligation. Provisions are measured
at management’s best estimate of the expenditure required
to settle the obligation at balance date, and are discounted
to present value where the effect is material. Provisions
are not recognised for future operating losses.

As operator of the Waikari Landfill, the Council has a
legal obligation under the resource consent to provide
ongoing maintenance and monitoring services at the
landfill site after closure. A provision for post-closure
costs is recognised as a liability when the obligation for
post-closure costs arises.

The provision is measured based on the present value
of future cash flows expected to be incurred, taking into
account future events including new legal requirements,
and known improvements in technology, where there
is sufficient evidence that these events will occur. The
provision includes all other costs associated with landfill
post-closure.

Amounts provided for landfill post-closure are capitalised
to the landfill asset where they give rise to future economic
benefits to be obtained. Components of the capitalised
landfill asset are depreciated over their useful lives. The
discount rate used is a rate that reflects current market
assessments of the time value of money and the risks
specific to the liability.

Goods and Services Tax

These financial statements have been prepared exclusive
of GST, except for receivables and payables, which are
GST inclusive. Where GST is not recoverable as an input
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tax, it is recognised as part of the related asset or expense

Budget Figures

The budget figures are those approved by the Council at
the beginning of the year after a period of consultation with
the public as part of the LTCCP or Annual Plan process.
The budget figures have been prepared in accordance NZ
GAAP and are consistent with the accounting policies
adopted by the Council for the preparation of the financial
statements.

Cost Allocation

HDC has derived the net cost of service for each significant
activity of the Council using a system of cost allocation.

Direct Costs are charged directly to significant activities.
Indirect costs are charged to significant activities based
on cost drivers and related activity/usage information.
‘Direct’ costs are those costs directly attributable to a
significant activity.

‘Indirect costs’ are those costs, which cannot be identified
in an economically feasible manner with a specific
significant activity.

The costs of internal services not directly charged to
activities are allocated as overheads using appropriate
cost drivers such as actual usage, staff numbers and the
like.

Critical accounting estimates and assumptions

The preparation of financial statements in conformity
with NZ IFRS requires management to make judgments,
estimates and assumptions that affect the application of
policies and reported amounts of assets and liabilities,
income and expenses. The estimates and associated
assumptions are based on historical experience and
various other factors that are believed to be reasonable
under the circumstances, the results of which form the
basis of making the judgments about carrying values of
assets and liabilities that are not readily apparent from
other sources.
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Management has exercised the following critical
judgments in applying the accounting policies to
the preparation of the 2009-2019 Long Term Council
Community Plan. Estimates over useful lives of property,
plant and equipment and intangible assets, classification
of property as an investment property, landfill aftercare
provision, probability of reaching vesting date for long
service liability, sick leave provisions, valuations of
infrastructural assets. Therefore, actual results may differ
from these estimates.

The estimates and underlying assumptions are reviewed
on an ongoing basis. Revisions to accounting estimates
are recognised in the period to which the estimate is
revised if the revision affects only that period or the period
of the revision and future periods if the revision affects
both current and future periods.
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