
DRAFT 

Assumptions, Disclosure and Compliance 
Assumptions 
With any financial forecasting, a number of assumptions must be made.  The following 
assumptions have been made in the preparation of this document.  Also presented for 
each assumption is the “Level of uncertainty”, “Risk” and “Financial Impact” for each.  

Legislative 
Assumption 
Local Government may be significantly affected by changes in legislation.  It is 
assumed that legislative and Government Policy changes will not significantly impact 
upon Council’s current responsibilities and activities. 

Level of Uncertainty 
Medium to high. 

Risk 
Government has signalled that it wishes to continue its reform agenda for Local 
Government including the Resource Management Act 1991 and the delivery of core 
services. It has also issued a National Policy Statement for Water and Food Hygiene 
and almost completed a major review of the Health and Safety in Employment Act. All 
of these changes and others that are likely to occur over the period of the Plan will 
potentially have a significant impact on Council. 

Financial Impact 
To date Government’s reforms have not reduced legislative obligations, costs or the 
impact on the ratepayer.  It is too early to assess the financial impact of the 
Government’s signalled policy announcements. 

Inflation 
Assumption  
The costs, revenues and asset values reflected in this plan reflect the following 
“Forecasts of Price Level Change Adjustors to 2025” produced by Business Economic 
Research Limited (BERL) in September 2014 for the Society of Local Government 
Managers. 

 
 
 
BERL also consolidates the above adjustors into a consolidated Local Government 
Cost Index (LGCI) which is further split between operating and capital expenditure. 

Year ending LGCI (annual average % change) 

LGCI OPEX CAPEX 

June 2014 1.13 1.72 0.37 
June 2015 2.00 1.95 2.08 
June 2016 2.04 1.81 2.34 
June 2017 2.46 2.34 2.61 
June 2018 2.53 2.44 2.64 
June 2019 2.61 2.57 2.67 
June 2020 2.75 2.71 2.80 
June 2021 2.90 2.85 2.96 
June 2022 3.04 2.99 3.11 
June 2023 3.19 3.13 3.27 
June 2024 3.36 3.27 3.48 
June 2025 3.53 3.42 3.67 

Adjustors:  % per annum change 
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2015 0.4 1.9 4.7 4.2 1.6 1.5 1.7 1.8 1.7 
2016 1.2 2.2 5.2 3.5 1.1 2.3 1.8 2.1 1.0 
2017 1.4 2.4 3.8 3.8 1.9 2.5 2.6 2.5 1.8 
2018 2.2 2.5 3.0 3.9 2.0 2.6 2.4 2.6 1.9 
2019 2.4 2.6 3.2 4.1 2.1 2.7 2.0 2.8 2.0 
2020 2.5 2.8 3.3 4.3 2.2 2.9 2.1 2.9 2.1 
2021 2.7 2.9 3.5 4.5 2.3 3.0 2.3 3.1 2.1 
2022 2.8 3.0 3.7 4.7 2.4 3.1 2.4 3.2 2.2 
2023 3.0 3.2 3.8 4.9 2.5 3.3 2.5 3.4 2.3 
2024 3.1 3.3 4.0 5.1 2.6 3.4 2.9 3.5 2.4 
2025 3.3 3.4 4.2 5.3 2.7 3.6 3.1 3.6 2.5 



Level of Uncertainty 
Medium to high. 

NB:  The forecast increases for Capital Expenditure are generally higher than 
operating cost increases and it is the Capital Expenditure that has historically driven 
rates increases.  

Risk 
There is a risk that the local inflation rates may be higher or lower than the national 
averages forecast by BERL. 

Financial Impact 
Should local inflation exceed the national average, this could result in either an 
increase in rates and debt servicing or deferral of capital projects which may impact 
upon the level of service that can be provided. 

Interest Rate on Council Borrowings 
Assumption 
Council has assumed a long term interest rate on loans of 7% for the entire 10 years 
covered by the Long Term Plan. 

Level of Uncertainty 
Medium. 

Risk 
As a result of the continuing impact of the Global Financial Crisis and the expectation 
of increased interest rates in the future, Council has adopted a conservative position 
compared to current market rates to mitigate the risk associated with interest rate 
movements.  Council has adopted this approach as interest rates can increase 
significantly within short timeframes, as has happened in the past.  Council will attempt 
to mitigate the impact of interest rate rises with a prudent hedging programme that 
operates in accordance with its Treasury Policy.  However, because of Council’s 
current low debt level, its ability to hedge significant amounts of its forecast debt is 
limited. 

Financial Impact 
Increases in interest rates above 7% will result in higher debt servicing costs and rates 
funding requirements.  Currently Council’s forecast maximum debt is $94.5 million, 
however it is anticipated that $15 million may not be required if capital project 
completion follows historic trends.  As a result a 1% increase in interest rates above 

the 7% forecast of Council’s maximum forecast debt of $94.5 million would result in 
increased interest costs of $795,000. 

Population Growth 
Assumption 
In preparing the Long Term Plan Council has assumed population growth will occur at 
slightly above the Department of Statistics medium population growth projection.  
Population growth is further discussed in the Key Issues and Financial Strategy 
sections of the Long Term Plan 

Level of Uncertainty 
Low. 

Risks 
Population growth occurs at rates above or below the level forecast with corresponding 
impacts on the revenue received from rates and development contributions.  

Financial Impact 
If population growth occurs at a slower rate than forecast, then the level of 
development contributions received will be lower than expected.  However, there is the 
opportunity to mitigate the financial impact by slowing the Capital Expenditure 
programme.  It is not expected that levels of service will be impacted upon significantly. 

Economic Life 
Assumption 
Council has made a number of assumptions about the useful lives of its assets.  The 
detail for each asset category is shown in the Statement of Accounting Policies.  The 
useful lives are consistent with Council’s experience with respect to its ongoing 
replacement programme. 

Level of Uncertainty 
Low. 

Risk 
Assets wear out and need to be replaced earlier than anticipated.  



Financial Impact 
Depreciation and borrowing costs would increase if replacement Capital Expenditure 
was required earlier than anticipated.  However, these impacts could be mitigated in 
part by reprioritising the Capital Expenditure programme.  There may also be an 
increase in maintenance costs to keep the asset operational until it is decided to 
proceed with replacement. 

Subsidy Rates 
Assumption 
The New Zealand Transport Agency (NZTA) has recently reviewed its financial 
assistance policy and it is assumed that Council will retain, for the period of the Plan, 
its newly established subsidy rate of 51% for road maintenance and construction 
works.  

Level of Uncertainty 
Low. 

Risk 
NZTA will either reduce the subsidy rate and/or toughen the criteria for the inclusion of 
works in the qualifying programme.   

Financial Impact 
If the subsidy rate is reduced, either a reduction in the level of service or an increase in 
rates would be required.  Council is already receiving very good pricing for road 
maintenance compared to other Local Authorities, through its collaboration with NZTA 
in the form of Marlborough Roads. 

Natural Disasters 
Assumption 
Should a major natural disaster occur the District could be faced with significant repair 
and reconstruction costs.  Council has estimated the maximum probable loss 
(MPL)/cost as a result of a major earthquake, flood or tsunami at approximately $75 
million.  It is assumed that this forecast is accurate.  It is also assumed that: 

 The forecast contributions from the Local Authority Protection Programme 
(LAPP), insurance, Government and the NZTA will be received.  

 Through a combination of Council’s reserves, investment realisation, credit 
facilities and rescheduling capital and other works, Council can meet the 
remaining costs associated with a major disaster. 

The LAPP fund is a mutual pool set up to assist Councils cover their share of damage 
to “below ground” and river protection assets resulting from a significant natural event.  
At the time the fund was formed commercial insurance alternatives for these assets 
was not available.  There was also a clear requirement from Central Government that 
any assistance given to rebuild infrastructure following a disaster will only be made 
available if Council has made adequate financial provisions to cover its own repair 
obligations. 

Above ground assets are insured through commercial insurance.  These costs are in 
addition to LAPP contributions and have more than doubled over recent years as a 
direct result of national and international disasters. This has led Council to consider 
self-financing an agreed level of risk in exchange for premium savings.  This process 
involves balancing savings against risk, together with an acknowledgement that not all 
current assets would be replaced immediately, if at all, following a significant disaster.  
This generally means that above ground assets with a value of less than $500,000 will 
be self-insured.  While there has been some softening in the insurance market, 
premium reductions have been offset by increases in the value of assets insured.  It is 
unlikely that insurance premiums will return to previous levels in the near future. 

Level of Uncertainty 
Low. 

Risks 
The actual costs of recovery from a major natural disaster are higher than the forecast 
MPL of approximately $75 million. 

Financial Impact 
Should Council’s current estimate of MPL and existing arrangements prove 
inadequate, either an increase in debt and corresponding increase in rates or a 
slowing in the rebuild would need to occur.  

Taxation Framework 
Assumption 
Council has assumed that existing taxation framework for the Marlborough District 
Council group will continue for the period of the Long Term Plan. 

Level of Uncertainty 
Low. 



Risk 
That the Inland Revenue Department (IRD) takes a view that Council’s Holding 
Company structure is inconsistent with taxation legislation resulting in an increase in 
associated tax costs.   

Financial Impact 
Council has mitigated the potential for this to happen by obtaining independent legal 
advice and a “Binding Ruling” from the IRD on the establishment of MDC Holdings Ltd.  
Council has not deviated from the principles determined at establishment, so the risk 
and financial impacts should be low.  

Asset Ownership and Valuation 
In the preparation of the Long Term Plan it has been assumed that Council will retain: 

 Ownership of MDC Holdings Limited and its subsidiaries: 

 Its ownership share (88.5%) in Marlborough Regional Forestry, with Kaikoura 
District Council owning the remaining 11.5%. 

 Ownership of all substantial assets currently owned. 

It has also been assumed that Council will revalue its major assets annually. 

Level of Uncertainty 
Low. 

Risk 
The asset values shown in the Long Term Plan have been adjusted based on the 
BERL indices.  The risk is that the results of actual revaluations may be higher or lower 
than those disclosed in the Long Term Plan.  

Financial Impact 
If asset revaluations are higher than forecast, this will increase the resulting 
depreciation cost and rates as Council moves to provide for asset replacement.  

Sources of Funds for Capital Expenditure 
Page XX of the Financial Strategy identifies the expected sources of funds for 
Council’s Capital Expenditure programme.  It has been assumed that the funds 
identified for each of these sources will be received. 

Level of Uncertainty 
Low. 

Risk 
That the forecast funding will not be received as forecast. 

Financial Impact 
As it is proposed to fund Capital Expenditure from a range of sources it should be 
possible to compensate a funding shortfall from one source with funding from another 
i.e.  borrowing.  If it is decided to increase borrowing a debt servicing cost and a 
corresponding increase in rates will arise.  The alternative is to slow Capital 
Expenditure especially if the project is growth related and the funding shortfall relates 
to Development Contributions. 

Climate Change 
Council has assumed that the climate changes in relation to rainfall, temperature and 
sea level will occur as predicted.  It has been further assumed that climate change will 
have minimal impact over the period of the Long Term Plan. 

Level of Uncertainty 
Low. 

Risk 
That asset and hazard planning has not adequately assessed climate change. 

Financial Impact 
For the period of the Long Term Plan, the financial impact is assessed as low as 
climate change on the whole is occurring very slowly, providing extended lead times 
for mitigation measures if required. 

Emissions Trading Scheme (ETS) 
Any direct impacts of the ETS through potential price increases are assumed to be 
covered by Council’s inflation assumptions and thus factored into the forecasts. 

Specific ETS costs relating to waste and landfill have been incorporated into those 
estimates, together with the increased revenue that will be received. 

Pre 1990 forestry has been registered.  Any costs associated with ETS will be minimal 
given Council’s rotation and replanting policy. 



Level of Uncertainty 
Low. 

Risk 
The impact and scope of the ETS may be more than assumed. 

Financial Impact 
The Council will face increased compliance and operating costs, which if significant 
enough, may require higher fees and charges or increased rating requirements to fund 
them.  However, Council had already taken steps to reduce the landfill liability and fix 
the price of the Emission Trading Units that will be required to be surrendered for the 
first three years of the Scheme’s operation. 

Resource Consents 
Council has assumed that it will continue to hold and comply with appropriate resource 
consents to enable it to continue its activities, especially in relation to sewerage and 
stormwater. 

Level of Uncertainty 
Low. 

Risk 
Appropriate consents are either not renewed or require improvements in level of 
service before being granted. 

Financial Impact 
The main financial impact could occur if levels of service require improvement before a 
resource consent renewal is granted.  The resulting increase in costs will require an 
increase in borrowing which in turn will impact on rates. 
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