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ATTACHMENT A 

LGFA was established in December 2011 to provide long-dated borrowing, certainty of access 

to markets and to reduce the borrowing costs for the local government sector. The original 31 

shareholders including the Crown remain as shareholders. Over the past year, we added three 

new members with Central Hawkes Bay District Council, Northland Regional Council and Waitomo 

District Council joining . Total membersh ip is now 53 councils. 

Bespoke long-dated lending continues to be popular for councils in that it provides flexibility as 

to maturity dates of borrowing and the date of drawdown. LGFA lent $707 million on a bespoke 

basis over the financial year. This was approximate ly 49% of our tota l long-dated lending over that 

period. 

Short-dated lending for terms less than 12 months has been we ll received by councils and as at 30 

June 2017, LGFA had $222 million of short-term loans outstanding to 18 councils. 

Th e tenor of lending by LGFA to the sector continued to lengthen with the average term of borrowing 

by councils over the 12-month period of 8.0 yea rs. 

Acknowledgments 

The Agency's work cannot be implemented without the support of ou r staff, fellow directors, Share
holders Council and the New Zealand Debt Management Office (NZDMO), all whose efforts should 

be acknowledged. I would like to also thank Mark Butcher, our Chief Executive for his leadership of 
the organisation over the past year. Directors believe the Agency's future remains positive and look 

forward to working with all stakeholders in the year ahead. 

Craig Stobo 
Chair, LGFA Board 
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Total assets (NZ$m) 

June 2012 June 2013 June 2014 June 2015 June 2016 June 2017 

Profit and loss (NZ$m) 

June 2012 

June 2013 June 2014 June 201 5 June 2016 June 2017 

Shareholder equity (NZ$m) 

June 2012 June 2013 June 2014 June 2015 June 2016 June 2017 

Shareholder funds and borrower notes I total assets (%) 

June 2012 June 2013 June 2014 June 20 15 June 2016 June 201 7 
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CORPORATE 
GOVERNANCE 
NZX Corporate Governance Best Practice Code 

ATTACHMENT A 

The LGFA Board is committed to ensuring the Company demonstrates ongoing commitment 
to strong and sound corporate governance . 

LGFA is a listed issuer on the NZX Main Board and th is section sets out the Company's compliance 
with the eight core principles underpinning the NZX Corporate Governance Best Practice Code 
2017. 

The Company considers that its governance practices have not materially differed from the NZX 
Code for the year ended 30 June 2017. Areas where the Company has implemented alternative 
measures to the Code are as follows: 

An Issuer should establish a nomination committee 
to recommend Director appointments to the Board. 

An Issuer should establish a remuneration committee 
to recommend remuneration packages for Directors 
to sha reholders. 

The process for the nomination and 
remuneration of directors is documented 
in the Constitution of New Zea land Loca l 
Government Funding Agency Limited 
and outlined below. 

The fo llowing governance documents referred to in this section are available on the LGFA 

webs ite: http:/ /www. lgfa .co .nz/ about -I gfa/ governance: 

• LGFA Constitution 

• Shareholders Agreement 

• Code of Ethi cs 

• Board Charter 

• Aud it and Risk Committee Charter 

• Internal Audit Charter 

• Diversity Policy 

PRINCIPLE 1- Code of ethical behaviour 

Directors should set high standards of ethical behaviour, model this behaviour and hold 
management accountable for delivering these standards throughout the organisation. 

Code of Ethics 

LGFA has adopted a formal Code of Ethics, incorporating both our Confl icts of Interest Policy and 
Code of Conduct Policy, which sets out the standards that both directors and employees of LGFA 
are expected to follow to reflect the va lues of LGFA. 

The Company recognises impartial ity and transparency in governance and adm inistration are 
essential to maintaining the integrity of LGFA. Accordingly, the Conflicts of Interest Policy formally 
provides gu idance to employees and directors of LGFA in relation to conflicts of interest and 
potential confl icts of interest, including specific guidance on the process for managing potentia l 
confl icts that may arise for non-independent d irectors. Directors and employees are expected to 
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avoid all actions, relationships and other circumstances that may impact on the ir ab ility to exercise 

their professional d uties . 

The Code of Conduct Policy requires em ployees and directors to carry out th eir ro les whi le 

maintaini ng high standards of integrity and conduct by clearly settin g out our standa rds for 

expected behaviour. In add iti on , t he pol icy sets out the Company's comm itment to behave in 

a fair and reasonable manner to em ployees, while provid ing a fa ir and safe working envi ronment. 

The Company has adopted a Protected Disclosures and W histle Blowing Policy which p rovides 

procedure, support and protection to persons who discl ose information which th ey reasonably 

believe to be about seri ous wrong doing in or by LGFA. 

Financial Products Trading Policy 

LGFA has formally adopted a Financial Products Trading Policy, which applies to all directors, 

employees and contractors, and details LGFA's policy on, and rules for dealing in, listed debt 

securities issued by LGFA and any other quoted financial products of LGFA. 

PRINCIPLE 2- Board composition & performance 

To ensure an effective Board, there should be a balance of independence, skills, knowledge, 

experience and perspectives. 

LGFA Board Charter 

The LGFA Board has adopted a Board Charter which describes the Board's role and responsibilities 

and regulates th e Board 's procedures. The Board Charter states that the rol e of the Board is to 

ensure the Company achieves the Company goals. Having regard to its role the Board will direct, 
and supervise the management of, the business and affairs of the Company, including: 

• ensuring that the Company goals are clearly established, and that strategies are in place 

for achieving them (such strategies being expected to originate, in the first instance, from 

management); 

• establishing policies for strengthening the performance of the Company; 

• ensuring strategies are in place for meeting expectations set out in the current Statement of 

Intent and monitoring performance against those expectations, in particular the Company's 
primary objective of optimising the debt funding terms and conditions for participating local 

authorities; 

• monitoring the performance of managem ent; 

• appointing the CEO, setting the terms of the CEO's employment contract and, where necessary, 

terminating th e CEO's employment with th e Company; 

• deciding on whatever steps are necessary to protect the Company's financial position and the 

ability to meet its debts and other obligations when they fall due, and ensuring that such steps 

are taken; 

• ensuring that the Company's financial statements are true and fair and otherwise conform with law; 

• ensuring t hat the Company adheres to high standards of ethi cs and corporate behaviour; and 

• ensuring that the Company has appropriate risk management/ regulatory compliance poli cies 
in pla ce. In the normal course of events, day-to-d ay management of the Company w ill be 

in t he hands of management. The Board will satisfy itself that the Company is achieving the 

Company goals; and engagin g and communicat ing w ith Shareholders Council. 
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Board composition 

Th e LGFA Board must comprise between four and seven directors, the majority of which are 
required to be independent. An independent director is a director who, with in five years prior to 
appointment, was not an employee of any shareholder, employee of a CCO owned by a shareholder, 
or a councillor of any local authority which is a shareholder. 

The directors of LGFA as at the date of this Annual Report are: 

Craig Stobo. Independent Chair 
BA (Hans) Economics. First Class, Otago 

Craig has worked as a diplomat, econom ist, investment banker and Chief Executive Officer of BT 
Funds Management (NZ) Limited . He ha s completed the Advanced Management Programme at 
Wharton Business School in Philadelphia, authored reports to the New Zealand Government on 

the Taxation of Investment Income (which led to the PIE regime) and the creation of New Zealand 
as a funds domicile . He currently chairs the listed companies Precinct Properties New Zealand 
Limited, AIG Insurance (NZ board) and Fliway Group Limited. He has directorship and private 
equity interests in financial services and other businesses. He was chair of the Establishment 
Board and acting Chief Executive of LGFA. He is chair of the Establishment Board of the Local 

Government Risk Agency. 

John Avery. Independent Director 
LLB, CF/nstD 

John was managing partner, then Chairman of Hesketh Henry. He was a director of The Warehouse 
Group Limited, Signify Limited, several start-up businesses and an industry cooperative "ITM." 
He is currently an independent director of Fund Managers Auckland Limited, Regional Facilities 

Auckland Limited, Spider Tracks Limited and Strategic Pay Limited, and a trustee of the New Zealand 

School of Dance . 

Philip Cory-Wright. Independent Director 
LLB (Hans), BCA Business Management, INFINZ (Cert}, CF/nstD 

Philip is a solicitor of the High Court of New Zealand and Victoria. He has worked as a corporate 
finance adviser in New Zealand to the corporate sector on debt and equity matters for more than 
25 years . He is currently a director of South Port New Zealand Limited, Papa Rererangi i Puketapu 
(New Plymouth Airport) and Matariki Forests Limited and strategic adviser to clients in the energy 
and infrastructure sectors. He was a member of the Local Government Infrastructure Expert 
Advisory Group tasked with advising the Minister of Local Government on improvements in local 

government infrastructure efficiency. 

Abby Foote. Independent Director and Chair, Audit and Risk Committee 
LLB (Hans), BCA, INFINZ (Cert), CMinstD 

Abby is an experienced director of both publicly listed and Crown companies. Based in Christchurch, 
she has worked in a range of corporate, treasury and legal roles over the last 20 years. Abby is a 
director of a number of companies including Z Energy Limited, Livestock Improvement Corporation 
Limited , The Museum of New Zealand Te Papa Tongarewa and Television New Zealand Limited. 

Linda Robertson. Independent Director 
B. Com, Dip Banking, INFINZ (Fellow}, CF/nst.D, GA/CD 

Linda is a professional director with over 30 years' experience in executive finance roles, having 
worked in the banking and energy sector in New Zealand. She is currently a director of Auckland 
Council Investments Limited, Dunedin City Holdings Limited, Dunedin City Treasury Limited, NZ 
Registry Services Limited, NZPM Group Limited, Crown Irrigation Investments Limited and King 
Country Energy Limited . Linda is also a member of the Audit & Risk Committee for the Ministry of 
Social Development, a member of the Treasury Advisory Committee of the New Zealand Export 
Credit Office and Chair of the Audit and Risk Committee for Central Otago District Council. Her 
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previous directorship rol es include New Zealand Post Li mited , Kiwibank Limited, the Earthquake 
Commissi on, Catalyst Risk Management Limited and Speirs Group Limited. 

Mike Timmer. Non-independent Director 
CA, BBS, BAgrSci, INFJNZ (Cert}, MlnstD 

Mike has worked for Citibank in its financial market section and held accountancy and treasury 
roles in the health sector and is presently Treasurer at the Greater Wellington Regional Council. 
He is Chairman of the Finance Committee of Physiotherapy New Zea land Incorporated and past 
Deputy Chair of the LGFA Shareholders' Counci l. 

Nomination of Directors 

Director nominations can on ly be made by a shareholder by written notice to the Company and 
Shareholders' Council, w ith not more than three months, nor less than two months before a meeting 
of shareholders. All valid nominations are required to be sent by the Company to all persons 

entitled to attend the meeting. 

Retirement and re-election of Directors 

Directors are appointed to the Board by an Ordinary Resolution of shareholders. At each Annual 
General Meeting, two directors must retire and, if desired, seek re-election. The directors who 
retire each year are one each of the independent and non-independent, who have been longest 
in office since their last appointment or, if there are more than one of equa l term, those determined 
by lot, unless the Board resolves otherwise. 

Director tenure 

Director Originally appointed Last reappointed/elected Tenure 

Craig Stobo (Chair) 1 December 2011 19 November 2013 5 years, 7 months 

John Avery 1 December 2011 24 November 2015 5 years, 7 months 

Phi lip Cary-Wright 1 December 2011 24 November 2016 5 years, 7 months 

Abby Foote 1 December 2011 25 November 2014 5 years, 7 months 

Linda Robertson 24 November 2015 24 November 2015 2 years, 7 months 

Mike Timmer 24 November 2015 24 November 2016 2 years , 7 months 

Meetings of the Board 

The table below shows attendances at Board, committee and strategy meetings by directors during 
the year ended 30 June 2017 . In add iti on to the scheduled meetings, add itional meetings are 
convened as necessary to consider specific issues. 

, Director Board Audit & Risk Committee 

Craig Stobo (Chair) 6/6 

John Avery 5/6 

Phi li p Cory-Wright 6/6 3/4 

Abby Foote 6/6 4/4 

Linda Robertson 6/6 4/4 

Mike Timmer 6/6 4/4 
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Board performance review 

The Board has established an annual formal self-assessment procedures to assess d irector, boa rd 

and committee performance. In addition, Board performance is reviewed by external consultants 

on a period ic basis. 

Director training 

As part of LGFA's commitment to ongoing director education, LGFA regularly invites directors to 

attend relevant industry conferences and training events, as well as organ isin g for industry experts 

to attend and present to directors at Board meetings. 

Diversity 

The LGFA is committed to promoting a cu lture that supports both workplace diversity and inclusion 

within the organisation. 

The Company has formally adopted a Diversity Policy which applies to both LGFA staff and directors. 
Diversity and inclusiveness at LGFA invo lves recognising the value of individual differences and 

managing them in the workp la ce. Diversity in this context covers gender, age, ethnicity, cultural 

background, sexual orientation, religious belief, disability, education and family responsibilities. 

Appointments to the LGFA Board are made in accordance with the Constitution of the Company 
and the Shareholders Agreement. 

As at 30 June 2017, the gender diversity 
of directors is as follows: 

Female Male 

As at June 2017 2 4 

As at June 2016 2 4 

Indemnities and insurance 

As at 30 June 2017, the gender diversity 
of staff is as follows: 

Female Male 
I 

As at June 2017 2 4 

As at June 2016 2 4 

Under the Company's constitution , LGFA has indemnified directors for potential liabilities and costs 

they may incur for acts of omission in their capacity as directors. LGFA has arranged directors' and 

officers' liability insurance covering directors and management acting on behalf of the Company. 

Cover is for damages, judgements, fines, penalties, legal costs awarded and defence costs arising 

from wrongful acts committed wh il e acti ng for the Company. The types of acts that are not covered 
are dishonest, fraudulent, malicious acts, omissions, wilful breach of statute or regulation, or duty 

to the Company, improper use of information to the detriment of the Company, or breach of 

professional duty. 
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PRINCIPLE 3- Board committees 

The Board should use committees where this will enhance its effectiveness in key areas, while 
still retaining board respons ibility. 

Audit and Risk Committee 

Th e LGFA Audit and Risk Committee is a comm ittee of the Board. 

The Audit and Risk Committee is governed by an Audit and Risk Committee Charter, wh ich states 

that the purpose of the Audit and Risk Committee is to provide advice, assurance and observations 

to the Board relating to the effectiveness and adequacy of internal control and risk management 

systems, processes and activities across LGFA. It assists the Board to fulfil its duties by considering, 

reviewing, and monitoring: 

• Risk management framework and processes; 

• Internal control environment and mechanisms; 

• Processes relating to the preparation and audit of financial statements of LGFA; 

• The integrity of performance information, including financial reporting; 

• The governance framework and process; 

• Policies, processes and activities to ensure compliance with legislation, policies and procedures; 

and 

• Statutory/regulatory disclosure and reporting and performance against Statement of Intent 
targets. 

Audit and Risk Committee composition 

Audit and Risk Committee members are appointed by the Board. Membership comprises at least 
three directors, the majority of whom must be independent. The members of the Audit and Risk 

Committee as at the date of this Annual Report are: 

• Abby Foote (Chair) 

• Philip Cory-Wright 

• Linda Robertson 

• Mike Timmer 

PRINCIPLE 4- Reporting & disclosure 

The Board should demand integrity in financial and non-financial reporting, and in the 

timeliness and balance of corporate disclosures. 

The Board is committed to ensuring the highest standards are maintained in financial reporting 

and disclosure of all relevant information. 

The Audit and Risk Committee has responsibility to provide assurance to the Board that due 

process has been followed in the preparation and audit of the financial statements of LGFA and 

to ensure there are appropriate processes and activities to ensure compliance with releva nt 

regulatory and statutory requirements. 

The Company has adopted a formal Continuous Disclosure Policy, the requirements of which 
ensure that LGFA meets the continuous disclosure requirements of the NZX Listing Rules . 
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PRINCIPLE 5- Remuneration 

The remuneration of directors and the CEO shou ld be transparent, fair and reasonable. 

The remuneration of the Board takes into account the size and complexity of the Company and 
the responsibilities, skills, performance and experience of the directors. A specialist independent 
adviser may be used to ensure the remuneration is appropriate. 

Board remuneration is determined by an Ordinary Reso lution of shareholders. The current board 
remuneration was approved by shareho lder resolution at the Annua l General Meeting on 24 
November 2015 . 

The remuneration of the CEO is determined by the Board and is reviewed on an annua l basis taking 

int o cons ideration t he scope and complexity of the position with reference to the remuneration 
of CEOs of similar organisations. A specialist independent adviser may be used to ensure the 
remu neration is appropriate. 

The CEO remu neration package compri ses a f ixed cash component of $480,000 per annum as at 
30 June 2017 ($450,000, 2016) and an at-risk short-term incentive of up to 15% of the f ixed cash 
component. The short-term incentive payment is made annua lly at t he Board's discretion subject to 
t he CEO and t he Company meeting a range of specific performance objectives fo r the respective 
fin ancia l year. 

PRINCIPLE 6- Risk management 

Directors should have a sound understanding of t he material risks fa ced by t he issuer and how 
t o manage them. The Board should regularly verify that t he issuer has appropriate processes 
t hat identi fy and manage potent ia l and material risks. 

LGFA recogn ises t hat an effective ri sk management framework is a critica l part of its business 
structu re. LGFA is exposed to both busin ess and treasury related risks as a resu lt of its normal 
busi ness activi ti es that re late to ra ising and on-lend ing funds to loca l council s. 

LGFA adopts t he t hree li nes of defence mode l to ensure t hat essential risk management funct ions 
are completed using a systematic approach t hat reflects industry best practice: 

• The f irst line of defence re lates to the operational risk and control within the business. Managers 
with in the business are responsib le for identi fyi ng controls, ma intaining effective contro ls, 
assess ing the controls and mitigati ng risks . The first line of defence establ ishes risk ownership 
within the business. 

• The second line of defence re lates to establishing risk control with in the organisation. The 
second line of defence invo lves reviewi ng risk reports, checki ng compl iance against t he risk 
management framework and ensuring that risks are active ly and appropriate ly managed . 

• The th ird line of defence estab lishes risk assurance using both interna l and externa l audit 
funct ions to high light control weaknesses and inefficiencies to management. The audit functions 
provide independent assurance on the risk governance framework. 

The Audit and Risk Committee assists t he Board by cons idering, reviewing and mon itoring LGFA's 
risk management framework and processes, and the interna l control environment and mechanisms. 

LG FA continua lly rev iews its core business risks. This review process includes the identification 
and assessment of core bus iness risks which are ranked using predetermined criteria for both the 

likelihood and potential impact of each risk . LGFA ma intains a company-wide risk reg ister wh ich 
records all identif ied risks, potential impacts and t he contro ls and m itigation strateg ies used to 
manage the risks . 
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LGFA has t reasury exposures arising from its normal business activities that principally relate to 
the raising and on-lending of funds. LGFA manages treasury exposures under a Board approved 
Treasury Policy. The objectives for the Treasury Policy are to: 

• Effective ly manage balance sheet and interest rate risk within the interest rate risk control limits 
to protect LGFA's capita l position and Net Interest Margin over time. 

• Fund participating local authorit ies in the most cost-effective manner and in accordance wi th 
the operating principles, va lu es and objectives of LGFA. 

• Protect LG FA's assets and prevent unauthorised transactions. 

• Promote a professional image of financial and management control to all external parties. 

• Minimise operational risk by maintaining adequate internal controls, systems and staffing 
competencies. 

• Provide timely reporting to the LGFA Board with mean ingful and accurate reporting of interest 
rate exposures, liquidity, asset and liabi li ty maturity, funding, counterparty credit, performance 
and Policy compliance. 

A more detailed description of LGFA's risk management processes for treasury exposures is available 
on the LGFA website : www. lgfa.co.nz/for-investors/risk-management 

Internal audit 

LGFA has established an internal aud it function to provide assura nce that LGFA's risk management, 
governance and interna l contro ls are operating effectively. 

The Audit and Risk Committee has respons ibi lity for overs ight of the internal aud it function, 
including: 

• Reviewing the Internal Audit Charter, the operations of the internal audit and organ isationa l 
structure of the internal audit function; 

• Reviewing and approving the annual audit plan; 

• Reviewing the effectiveness of the internal aud it function; and 

• Meeting separately with the internal auditor to discuss any matters that the Audit and Risk 
Committee or Interna l Audit believes should be discussed privately. 

Health and safety 

LGFA is committed to a safe and healthy work environment and has forma lly adopted a LGFA Health 
and Safety Pol icy that clearly sets outs the duty of directors and staff under the Hea lth and Safety 
at Work Act 2015 . A staff health and safety committee has been established with responsibility to 
continuously review hea lth and safety issues and ongoing compliance with th e Act, with reporting 
to the Board on health and safety issues at each Board meeting . 

PRINCIPLE 7- Auditors 

The Board should ensure the quality and independence of the external audit process. 

External audit 

The external audit of LGFA is conducted in accordance w ith Section 14 of the Public Audit Act 
2001, including the appointment of t he external auditors of LGFA by the Auditor-General. 

The Audit and Risk Committee has responsibility for all processes relating to the audit of financial 
statements, including the setting of audit fees and ensuring the independence and objectivity of 
the auditors. 

LGFA ANNUAL REPORT 2017 I 15 ' 
~ 
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The external aud it of LGFA is conducted in accordance with a formal extern al audit plan which is 
reviewed and approved by the Audit and Risk Committee on an annual basis. 

The external aud itor attends the Company's Annual General M eeti ng . 

PRINCIPLE 8- Shareholder rights & relations 

The Board should respect the rights of shareholders and foster relationships with shareholders 
that encourage them to engage with the issuer. 

LGFA shareholders 

LGFA has 31 shareholders, comprising the New Zealand Government (20%) and 30 councils 
(80%). 

New Zealand Government 

Auckland Council 

Bay of Plenty Regional Council 

Christchurch City Council 

Gisborne District Council 

Greater Wellington Regional Council 

Hamilton City Counci l 

Hastings District Council 

Hauraki District Council 

Horowhenua District Council 

Hutt City Council 

Kapiti Coast District Council 

Manawatu District Council 

Marlborough District Council 

Masterton District Council 

New Plymouth District Council 

Foundation documents 

Otorohanga District Council 

Palm erston North City Council 

Se lwyn District Council 

South Taranaki District Council 

Tasman District Council 

Taupo District Counci l 

Tauranga City Council 

Tham es-Coromandel District Council 

Waimakariri District Council 

Waipa District Council 

Wel lington City Council 

Western Bay of Plenty District Counci l 

Whakatane District Council 

Whanganui District Counci l 

Whangarei District Counci l 

The LGFA Constitution and the Shareholders' Agreement are foundation documents of the Company. 

The LGFA Constitution defines the rights and the exercise of powers of shareholders, the acquisition 

and redemption of Company shares, proceedings of shareholder meetings, voting at meetings 
and the right to demand pol ls, shareholder proposa ls and review of management. 

The Shareholders' Agreement is an agreement between th e Company and its shareholders wh ich 
clearly defines the Company's business, its objectives, the role of the Board, the estab lishment 
of the Shareholders ' Council and the approval rights of the shareho lders. 

LGFA Shareholders' Council 

The LGFA Shareholders' Council comprises five to ten appointees from the Council Shareholders 
and the Crown. The role of t he Shareholders' Counci l comprises the following: 

• Review and report performance of LGFA and the Board; 

• Recommendations to Shareholders as to th e appointment , removal, replacement and 
remu neration of directors; 
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• Recommendations to Shareholders as to any changes to pol icies, or the Statement of Intent 
(SO l), requir ing their approva l; 

• Update Shareholders on LGFA matters and to coordinate Shareholders on governance 
decisions. 

As at the date of this Annual Report, the members of the LGFA Shareholders' Council are: 

• Alan Adcock, Whangarei District Council, Chair 

• Carol Bellette, Christchurch City Council 

• John Bishop, Auckland Council , Deputy Chair 

• David Bryant, Ham il ton City Council 

• Mohan De Mel, Tauranga City Council 

• Mike Drummond, Tasman District Council 

• Brian McMil lan, New Zealand Government 

• Matt Potton, Western Bay of Plenty District Counci l 

• Martin Read, Wellington City Counci l 

• Mat Taylor, Bay of Plenty Regional Council 
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Te Kuiti Wastewater Treatment Plant. 

Waitomo District Counci l. 
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The statement of service performance details LGFA's performa nce against the objectives and 
targets set out in the LG FA Statement of Intent 2016-17. 

1 2016-17 PERFORMANCE OBJECTIVES 

The Statement of Intent 20 16-17 (SO l) sets out two primary performance objectives and nine 
complementary performance objectives for LGFA for the year ended 30 June 2017: 

Primary objectives Additional objectives 

1. LGFA wil l operate with the primary objective 
of optimising the debt funding terms and 
conditions for Participating Local Authorities. 
Among other things this includes: 

1. Providing savings in annual interest costs 
for all Participating Local Authorities 
on a relative basis to other sources of 
financing; 

ii. Making longer-term borrowings available 
to Participating Local Authorities; 

iii. Enhancing the certainty of access to debt 
markets for Participating Local Authorities, 
subject always to operating in accordance 
with sound business pract ice; and 

1v. Offering more flexible lending terms to 
Participating Local Authorities. 

2. LGFA wi ll mon itor the qua lity of the asset 
book so that it remains of a high standard by 
ensuring it understands each Participating 
Local Authority's financial position and the 
general issues confronting the Local 
Government sector. This includes: 

i. LGFA wil l review each Participating 
Local Authority's financial position, its 
financial headroom under LGFA pol icies 
and visit each Participating Local 
Authority on an annual basis; 

ii. LGFA will ana lyse finances at the Council 
group level where appropriate; 

iii. LGFA will work closely with the 
Department of Internal Affairs (DIA), 
Office of the Auditor Genera l (OAG) 
and Local Government New Zea land 
(LGNZ) on sector and ind ividual council 
issues. 

1. Operate with a view to making a profit 
sufficient to pay a dividend in accordance 
with its stated Dividend Policy set out in 
section 6; 

2. Provide at least 50% of aggregate long
term debt funding for Participating Local 
Authorities; 

3. Issue a new long-dated LGFA bond; 

4. Ensure its products and services are 
delivered at a cost that does not exceed 
the forecast for issuance and operating 
expenses set out in section 4; 

5. Take appropriate steps to ensure 
compliance with the Health and Safety 
at Work Act 2015; 

6. Maintain LGFA's credit rating equal to 
the New Zealand Government sovereign 
rating where both entities are rated by 
the same Rating Agency; 

7. Achieve the Financial Forecasts (exclud ing 
the impact of AIL) set out in section 4; 

8. Meet or exceed the Performance Targets 
outl ined in section 5; and 

9. Comply with its Treasury Policy, as 
approved by the Board. 
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1 PERFORMANCE AGAINST PRIMARY OBJECTIVES 

This section sets out LGFA's performance for the year ended 30 June 2017 agai nst the two p rimary 
objectives set out in the 2016- 17 Statement of Intent. 

1.1 LGFA will operate with the primary objective of optimising the debt funding terms and 
conditions for Participating Local Authorities. Among other things this includes: 

(i) Providing savings in annual interest costs for all Participating Local Authorities on a 
relative basis to other sources of financing; 

LGFA aims to minimise its issuance margin over swap rates to provide cost-effective funding 
to counci ls. The LGFA margin to swap wi ll depend upon a number of factors including the 
relative demand and supply of high grade bonds, general credit market conditions, performance 
of New Zealand Government bonds and swap rates, investor perceptions of LGFA and the 
issuance volume and tenor of LGFA bonds. 

Given that LGFA tends to match fund its on-lending to councils, i.e. tends to issue bonds 
in the same tenor and vo lume as its on-lending, then LGFA only has influence over investor 

perception amongst the above factors that determine LGFA spreads to swap. 

There will be periods within the interest rate and credit market cycles when LGFA bonds wi ll 
outperform its benchmarks (spread narrowing) and there will be periods of time when LGFA 
bonds underperform (spreads widening). 

LGFA spreads to swap have consistently narrowed since it first began issuing bonds in February 
2012 and over the past year, spreads to swap as measured by secondary market levels have 
narrowed between 12 bps and 27 bps. 

LGFA bond margin to swap As at 30 June As at 30 June Pricing 
2017 (bps) 2016 (bps) movement (bps) 

15 Dec 17 9 21 -1 2 

15Mar19 12 33 -21 

15 Apr 20 15 38 -23 

15 May21 20 43 -23 

15 Apr 23 27 50 -23 

15 Apr 25 38 57 -19 

15 Apr 27 43 70 -27 

14 Apr 33 72 n/a n/a 

LGFA continues to provide savings in borrowing cost for councils relative to other sources of 
borrowing. We compare our secondary market spreads on LGFA bonds to those of Auckland 
Council and Dunedin City Treasury (as a proxy for councils borrowing in their own name) and 
a mix of banks (as a proxy for general market conditions) . 
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From the table below, we estimate that based upon seconda ry market spread data as at 30 
June 2017, LGFA was saving AA-rated councils between 12 bps and 22 bps depending upon 
the term of maturity. 

30 June 2017 Auckland Dunedin Dunedin Auckland Auckland 
2019 2020 2021 2022 2025 

--------~~-~--~---~----~---~-~--~-~---------·---

AA-rated councils margin to swap (bps) 33 47 50 54 66 

Less LGFA margin to swap (bps) -12 -15 -20 -24 -38 

LGFA gross funding advantage (bps) 21 32 30 30 28 

Less LGFA base margin (b ps) -9 -10 -10 -10 .5 -11 

Total saving (bps)* 12 22 20 19.5 17 

* Note that from this year we have excluded from the estimated savings any positive impact 
from the 'LGFA effect' that was equiva lent to 10 bps of savings evident when LGFA first 

commenced lending in February 2012. 

(i i) Making longer-term borrowings available to Participating local Authorities; 

In April 2017, LGFA commenced issu ance of a 16-year bond (April 2033). Because of this 
issuance, LGFA now offers counci ls the ability to extend their longest dated LGFA borrowing 
out to April 2033 from the previous maximum maturity date of April 2027 . 

The following chart shows the total LGFA bond outstand ings, including treasury stock, 
by maturity as at 30 June 2017 . 

LGFA bonds on issue ($ million) 

15 Dec 17 15 Mar 19 15 Apr 20 15 May 21 15 Apr 23 15 Apr 25 15 Apr 27 14 Apr 33 

Th e average term of borrowing by cou ncils over the 12-month period to 30 June 2017 was 
96 months compared to the average borrowing term over the prev ious 12-month period 
to June 2016 of 94 months. 

Th e following chart shows the average months to maturity for on-lending to councils at each 
tender, and the average months to maturity for all LGFA on-lending to councils as at each 
tender for the past 12 months. 
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ATTACHMENT A 

Average total months to maturity- on-lending to councils 
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(iii) Enhancing the certainty of access to debt markets for Participating Local Authorities, 
subject always to operating in accordance with sound business practices; 

LGFA listed its bonds on the NZX Debt Market in November 2015 and th is has led to greater 
awareness and participation in LGFA bonds by domestic retai l and offshore investors. Average 
turnover on the NZX Debt Market since listing has been $16 million per month or 10% of the 
total turnover of the NZX Debt Market. 

LGFA commenced the issuance of LGFA Bills for terms of three months and six months in late 2015. 
Because of this issuance, LGFA can now offer short-term loans of less than one year to council s. 
As at 30 June 2017, LGFA has short-term loans outstanding to 18 councils of $222 mi llion. 

LGFA held nine bond tenders during the 12-month period to 30 June 2017, w ith an average 
tender volume of $143 mil lion and a range of $90 million to $190 million in size. 

LGFA bond issuance by tender ($ million) 

Excludes issuance of treasury stock ($350m) 
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All tenders were successful and ful ly subscribed . The average bid-coverage ratio across the 
nin e bond tenders was 2. 96 t imes and this compared to the average of 3.30 times for all 47 
bond tenders held si nce LGFA first commenced issuance in February 2012. 

LGFA bond tender 2016-17 annual LGFA tender LGFA tender 
results by maturity issuance amount average bid average successful 

coverage ratio bid range 

15 Dec 17 Nil n/a n/a 

15Mar19 $20m 3.38 X 0 bps 

15 Apr 20 $190m 4.42 X 2 bps 

15May21 $30m 2.80 X 4 bps 

15 Apr 23 $65 m 3.20 X 3 bps 

15 Apr 25 $560m 2.50 X 6 bps 

15 Apr 27 $205m 3.30 X 2 bps 

14 Apr 33 $215m 2.40 X 7 bps 

Across al l LGFA maturities $1,285 m 2.96 X 3.7 bps 

The average successful bid range (difference between the highest and lowest successful bid 
yield) at each tender was 3. 7 basis points, with the largest ranges being on the new 2025 and 
2033 LGFA maturities. 

(iv) Offering more flexible lending terms to Participating Local Authorities. 

Councils can access flexible lending conditions by using the short-term lending and bespoke 
lending products. Councils can borrow for terms ranging from 30 days to 16 years at any time 
they wish to drawdown. 

Bespoke lending for council members has continued to grow in popularity over the past year. 
Since we introduced the ability for councils to have greater flexibility regarding borrowing 
maturity and date of loan drawdown in February 2015, we have lent $1.193 billion in bespoke 
transactions to 36 councils. During the 12-month period to 30 June 2017 we lent $707 million 
on a bespoke basis to 29 councils. This was 49% of total term lending to our council members 
over that period. 

Short-term borrowing by councils as at 30 June 2017 was $222 million comprising borrowing 
from 18 councils for terms between one and 12 months . 

1.2 LGFA will monitor the quality of the asset book so that it remains of a high standard by 
ensuring it understands each Participating Local Authority's financial position and the 
general issues confronting the Local Government sector. This includes: 

(i) LGFA will review each Participating Local Authority's financial position, its financial head
room under LGFA policies and visit each Participating Local Authority on an annual basis; 

LGFA undertakes a detailed financial assessment on each of its borrowers and meets with 

all member councils on an annual basis while monitoring council performance throughout the 
year. LGFA reviews the annua l and long-term plans for each council and the annual financial 
statements. LGFA assigns an internal credit rating to each of its council members as part of 
the review exercise. All council members were compliant with LGFA lending covenants. 



213
Statement of 
service performance 

ATTACHMENT A 

(ii) LGFA will analyse finances at the Council group level where appropriate; 

LGFA reviews the fi nancia l position of each cou ncil on a parent basis except for Auckla nd 
Council where LGFA analyses the financial statements at both pa rent and group level . This is 
because Auckland Counci l is the only counci l to del iver a wide ra nge of its essenti al services 
on a group bas is. 

(iii) LGFA will work closely with the Department of Internal Affairs (DIA), Office of the Auditor 
General (OAG) and Local Government New Zealand (LGNZ) on sector and individual 
council issues. 

LGFA staff and directors have met with DIA, OAG, LGNZ, Ministry of Business Innovation 
and Employment (MBIE), Treasury and the Local Government Commission during the 2016-17 
year to discuss sector issues. LGFA presented at each of the quarterly media briefings organised 
by LGNZ. 

2 PERFORMANCE AGAINST ADDITIONAL OBJECTIVES 

In addition to the two primary performance objectives, LGFA has nine additional performance 
objectives which complement the primary objectives. This section sets out LGFA's performance 
for the year ended 30 June 2017 against the additional objectives set out in the 2016-17 
Statement of Intent. 

2.1 Operate with a view to making a profit sufficient to pay a dividend in accordance with 
its stated Dividend Policy set out in section 6 of the SOl. 

LGFA policy is to pay a dividend that provides an annual rate of return to shareholders equal 
to LGFA cost of funds plus 2%. 

On 31 August 2017, the directors of LGFA declared a dividend for the year to 30 June 2017 
of $1,390,000 ($0.0556 per share) . This is calculated on LGFA's cost of funds for the 2016-17 
year of 3.56% plus a 2% margin. This is similar to the previous year dividend of $0.0557 per 
share . 

The impact from the current low interest rate is that LGFA has a lower cost of funds. While 
council borrowers benefit from lower borrowing costs, the dividend payment calculated on 
the above guidance is lower than it would otherwise be in an environment of higher interest 
rates. 

2.2 Provide at least 50% of aggregate long-term debt funding for Participating Local 
Authorities. 

Three councils joined LGFA in the 12-month period to June 2017, bringing the total number 
of council members to 53 . Waitomo District Council joined as a borrower and guarantor while 
Central Hawkes Bay District Council and Northland Regional Council both joined as a borrower. 

Councils have strongly supported LGFA by joining as members and borrowing from LGFA. 
As at 30 June 2017, 50 participating councils have so far borrowed from LG FA. 
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LGFA Council Members and LGFA loans outstanding 
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The fol lowing chart shows LGFA's share of new local government long-term debt issuance 
and is derived from data provided by PwC. Our share of long-term borrowing by the sector 
including non-members of LG FA was 82.9% for the 12-month period to 30 June 2017. 
The market share is influenced by the amount of debt issued by the sector's largest borrower, 

Auckland Counci l in its own name in t he domestic market. Auckland Counci l is requ ired to 
issue debt under the ir own name as LG FA is restricted by its foundation policies to a maximum 
of 40% of total loans outstanding to Auck land. If Auckland Council's external borrowing is 
excluded from the data, then LGFA estimated market share for the 12-month period to 
30 June 2017 was 91 .3%. 
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2.3 Issue a new long-dated LGFA bond. 

ATTACHMENT A 

On 5 April 2017, LGFA commenced the issuance of th e 14 Apri l 2033 bond (Tender 44). As at 
30 June 2017, there was NZD 265 mi llion on issue (including NZD 50 mill ion of t reasury stock). 

2.4 Ensure its product s and services are del ivered at a cost that does not exceed th e fo recast 
for issuance and operat ing expenses set out in section 4 of the SOl. 

Issuance and operat ing expenses for the 12-month peri od to 30 June 201 7 were $6 .468 mill ion 
which is $11 2k below SOl forecast. This variance is the consequence of: 

Issuance and on-lending costs (excluding A IL) at $1.845 million were $1 06k below budget due 
to lower fees relating to the NZDMO faci li ty and cred it rat ing agencies, offset by higher NZX 
and lega l costs from the additiona l bond issuance associated with the introduction of the bond 
lend ing facili ty. 

Operating costs at $2.828 mil lion were $22k below budget and reflected lower overheads and 
t ravel costs than forecast, offset by higher personnel costs. 

Approved Issuer Levy payments of $1.795 mill ion were in line with ou r forecast of $1.783 mill ion. 

2.5 Take appropriate st eps to ensure compliance w it h the Health and Safety at Work Act 2015. 

LGFA has a Hea lth and Safety Staff Committee and reporting on hea lth and safety issues are 
made to the LGFA board on a regu lar basis by the Ri sk and Compliance Manager. There were 
no hea lth and safety incidents durin g the 2016-17 year. 

The Kaikoura earthquake in November 2016 impacted on Wel lington CBD build ings. As a 
resu lt, st aff are currently working from the Local Government New Zea land offices until it is 
safe to return to LG FA's offices. 

2.6 Maintain LGFA's credit rating equal to the N ew Zealand Government sovereign rating 
where both ent ities are rated by t he same Rating Agency. 

LGFA met w ith both Standard & Poor's (S&P) and Fi tch rating agencies in September 2016 as 
pa rt of the ir annual review process. S&P subsequently affirmed the long-term rating of LGFA 
at AA+ (stable outlook) on 10 October 2016 and Fi tch affirmed the long-term rat ing as AA+ 
(stable outlook) on 14 November 2016. 

Both the S&P and Fitch ratings reports are available on our website (www. lgfa .co.nz/ for- investors/ 
ra t ings) . 

Both the S&P and Fi tch ratings are the sam e as, and are capped by, New Zealand 's sovereign 
credit ratings. Fitch has defined LG FA as a cred it linked Public Sector Entity and our credit 
rat ing is expl icitly linked to the New Zeal and Sovereign cred it rating. 

2.7 Achieve t he Financial Forecast s (excluding the impact of AIL) set out in section 4 of t he SOl. 

LGFA's f inancial resu lts for key items set out in Section 4 of the SOl for the 12-month period 
to 30 June 2017 are 

In$ million 30 June 2017 30 June 2017 
actual SOl forecast 

Net interest revenue 17.51 16.58 

Issuance and operating expenses excluding 4.67 4.80 
Approved Issuer Levy (AIL) 

Approved Issuer Levy (A IL) 1.80 1.78 

Net Profit 11 .05 10.0 

LGFA net interest reven ue was greater than fo recast and expenses were less than forecast. 
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2.8 M eet or exceed t he Performance Targets outli ned in section 5 of the SOl. 

LG FA achieved th ree out of its f ive performance t argets in the 12-month peri od to 30 June 
2017 

Current performance targets Target Result for Outcome 
12-month 
period to 

30 June 2017 

LGFA's average cost of funds Less than 0.50% 0.709% Not achieved (i) 

on debt issued relative to the 
average cost of funds for New 
Zealand Government Securities 

for the 12-month period 

The average margin above LGFA's No more than 0.104% Not achieved (ii) 

cost of funds charged to the 0.10% 

highest rated Participating Local 
Authorities for the period 

LGFA's annual issuance and Less than $4.67m Achieved 

operating expenses (excluding $4.80m 
AIL) 

Total lending to Participating More than $7,736m Achieved 
Local Authorities $7,341m 

Savings on borrowing costs for Demonstrate LGFA issuance Achieved 
council borrowers relative to savings to council spreads improved 
other sources of financing and borrowers on a relative to 

compared to previous years relative basis to standalone 
other sources of counci l issuers 

financing and NZ registered 
banks 

(i) The outcome is dependent upon the term of borrowing by counci ls as longer terms of 
council borrowing requ ire longer issuance by LGFA at w ider issuance spreads t han fo r 
shorter dated issuance. W hat is more relevant fo r borrowin g cou ncils is the average 

marg in to swap. 

(i i) The outcome is dependent upon the term of borrowing by counci ls as LGFA on-lend ing 
marg in reflects a term structure premium for longer borrowing. 

2. 9 Comply with its Treasury Policy, as approved by the Board . 

LGFA was complia nt at al l t imes with the Treasury Policy for t he 12-month period 
ending 30 June 2017. 
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Coutts Island. Environment Canterbury. 
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~rectors' dedaration 

In the opin ion of the directors of the New Zealand Local Government Funding Agency Limited, 

the financial statements and notes on pages 34 to 58 : 

• Comply with New Zealand generally accepted accounting practice and give a true and fair 

view of the financial position of the Company as at 30 June 2017, and 

• Have been prepared using appropriate accounting policies, which have been cons istently 

applied and supported by reasonab le judgements and estimates. 

• The directors be li eve that proper accounting records have been kept wh ich enables, with 

reasonable accuracy, the determ ination of the f inancial positon of the Company and facilitates 
the compliance of the financial statements with the Financial Reporting Act 1993. 

The directors consider that they have taken adequate steps to safeguard the assets of th e Company, 

and to prevent and detect fraud and other irregularities. Internal control procedures are also 

considered to be sufficient to provide a reasonable assurance as to th e integrity and reliability 

of the financial statements. 

For and on behalf of the Board of Directors 

~ 
~ 

C. Stobo, Director 

31 August 2017 

A. Foote, Director 

31 August 2017 
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For the year ended 30 June 20 17 in ~WOOs 

Interest income from 

Cash and cash equivalents 

Loans to local government 

Marketable securities 

Deposits 

Derivatives 

Fair va lue hedge ineffectiveness 

Total interest income 

Interest expense on 

Bills 

Bonds 

Borrower notes 

Bond repurchase transactions 

Total interest expense 

Net interest income 

Operating expenses 

Issuance and on-lending expenses 

Operati ng expenses 

Total expenses 

Net operating profit 

Total comprehensive income for the year 

ATTACHMENT A 

Note Year ended Year ended 
2017 2016 

598 1 '153 

219,852 212,438 

2,518 3,333 

3,782 3,991 

93,950 57,237 

2c 

320,700 278,152 

6,029 3,224 

293,749 256,247 

3,159 3,150 

249 

303,186 262,621 

17,514 15,531 

3 3,640 3,166 

4 2,828 2,820 

6,468 5,986 

11,046 9,545 

11,046 9,545 
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For the yea r ended 30 June 2017 in $000s 

Equity as at 30 June 2015 

Net operating profit 

Total comprehensive income for the year 

Transactions with owners 

Dividend paid on 15 October 2015 

Equity as at 30 June 2016 

Net operating profit 

Tota l comprehensive income for the year 

Transactions with owners 

Dividend pa id on 14 October 2016 

Equity as at 30 June 2017 

Statemer.•t ~~·f . 
ges 1n equ1ty 

Note Share Retained Total 
capital earnings equity 

25,000 11,287 36,287 

9,545 9,545 

9,545 9,545 

(1,608) (1,608) 

25,000 19,224 44,224 

11,046 11,046 

11,046 11,046 

(1,392) (1,392) 

11 25,000 28,878 53,878 
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As at 30 June 2017 in $000s 

Note 2017 2016 

Assets 

Financial assets 

Cash and bank balances 49,919 37,084 

Receivable unsettled bond repurchases 13,723 

Borrower notes receivable 800 

Loans to local government 5 7,783,932 6,451,332 

Marketable securities 127,641 139,339 

Deposits 149,949 89,828 

Derivatives in gain 2d 364,953 537,379 

Non-financial assets 

Prepayments 544 535 

Other assets 13 760 955 

Total assets 8,491,421 7,257,252 

Equity 

Share capita l 25,000 25,000 

Reta ined earn ings 28,878 19,224 

Total equity 53,878 44,224 

Liabilities 

Financial liabilities 

Trade and other payab les 453 182 

Loans to loca l government not yet advanced 50,000 

Accrued expenses 554 593 

Bills 6 348,179 223,916 

Bonds 7 7,865,401 6,819,658 

Borrower notes 8 131,614 108,415 

Bond repurchases 25,682 

Derivatives in loss 2d 65,660 10,264 

Total liabilities 8,437,543 7,213,028 

Total equity and liabilities 8,491,421 7,257,252 
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For the year ended 30 June 2017 in $000s 

Note Year Ended Year Ended 
2017 2016 

Cash flow from operating activities 

Cash applied to loans to local government (1 ,385,002) (1 '37 4.440) 

Interest paid on bonds issued (341,100) (296,800) 

Interest paid on bills issued (6,029) (3,224) 

Interest paid on bond repurchases (247) (26) 

Interest received from loans to local government 222,121 218,821 

Interest received from cash & cash equivalents 597 1 '142 

Interest received from marketable securities 2,688 1,076 

Interest received from deposits 2,661 4,059 

Net interest on derivatives 137,262 89.718 

Payments to suppliers and employees (6,246) (6, 165) 

Net cash flow from operating activities 10 (1 ,373,295) (1,365,838) 

Cashflow from investing activities 

Change in marketable securities 11,661 (133,068) 

Change in deposits (59,000) (19,000) 

Change in plant and equipment 195 125 

Net cashflow from investing activities (47,144) (151,943) 

Cashflow from financing activities 

Cash proceeds from bonds issued 1,267,666 1,349.468 

Cash proceeds from bil ls issued 124,263 223,916 

Cash proceeds from bond repurchases 11,957 

Cash proceeds from borrower notes 20,840 19,346 

Diviends pa id (1,392) (1,608) 

Cash applied to derivat ives 9,940 (67,964) 

Net cashflow from financing activities 1,433,274 1,523,158 

Net (decrease) I increase in cash 12,835 5,375 

Cash, cash equivalents and bank overdraft 37,084 31.708 
at beginning of year 

Cash, cash equivalents and bank overdraft 49,919 37,083 
at end of year 
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1 Statement of accounting policies 

A. REPORTING ENTITY 

ATTACHMENT A 

The New Zealand Local Government Funding Agency Limited (LGFA) is a company registered 
under th e Companies Act 1993 and is subject to the requirements of t he Local Government 
Act 2002. 

LGFA is controlled by participating loca l authorities and is a council -controlled organisation 
as defined under section 6 of the Local Government Act 2002. LGFA is a lim ited liability 

company incorporated and domiciled in New Zealand. 

The primary objective of LGFA is to optimise the debt funding terms and conditions for 
participating local authorities. 

The registered address of LGFA is Leve l 8, City Chambers, 142 Featherston Street, Wellington 

Central, Wellington 6011. 

The financial statements are as at and for the year ended 30 June 2017. 

These financial statements were authorised for issue by the Directors on 31 August 2017. 

B. STATEMENT OF COMPLIANCE 

LGFA is an FMC reporting entity under the Financial Markets Conduct Act 2013 (FMCA). 
These financial statements have been prepared in accordance with that Act and the Financial 
Reporting Act 2013. LGFA's bonds are quoted on the NZX Debt Market. 

LGFA is a profit orientated entity as defined under the New Zealand Equivalents to International 
Financial Reporting Standards (NZ I FRS). 

The financial statements have been prepared in accordance with New Zealand Generally 
Accepted Accounting Practice (NZ GAAP) and they comply with NZ I FRS and other applicable 

Financial Reporting Standards, as appropriate for Tier 1 for-profit entities. The financial statements 
also comply with International Financial Reporting Standards (I FRS). 

C. BASIS OF PREPARATION 

Measurement base 

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

The financial statements are prepared on an accrual basis. 

Functional and presentation currency 

The finan cial statements are presented in New Zealand dollars rounded to the nearest thousand, 
unless separately identified. The functional currency of LGFA is New Zealand dollars. 

Foreign currency conversions 

Transactions denominated in foreign currency are translated into New Zealand dollars using 
exchange rates applied on the trade date of the transaction. 

Changes in accounting policies 

There have been no changes in accounting policies. 

Early adoption standards and interpretations 

NZ I FRS 9: Financi al Instruments. The first two phases of this new standard were approved 
by the Accounting Standards Review Board in November 2009 and November 2010. These 
phases address the issues of classification and measurement of financial assets and financial 

liabiliti es. 
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Standards not yet adopted 

LGFA does not consider any standards or interpretations in issue but not yet effective to have 

a significant impact on its f inancial statements. Those which may be relevant to LGFA are as 
follows: 

NZ IFRS 9: Financial Instruments (2014) - Effective for periods beginning on or after 

1 January 20 18. This standard aligns hedge accounting more closely with the risk manage

ment activities of the entity and adds requirements relating to the accounting for an 
ent ity 's expected credit losses on its financial assets and commitments to extend credit. 

D. FINANCIAL INSTRUMENTS 

Financial assets 

Financial assets, other than derivatives, are recognised initially at fair value plus transaction 

costs and subsequently measured at amortised cost using the effective interest rate method. 

Cash and cash equivalents include cash on hand; cash in transit, bank accounts and deposits 

with an original maturity of no more than three months. 

Purchases and sales of all financial assets are accounted for at trade date. 

At each balance date an assessment is made whether a financial asset or group of financial 

assets is impaired. A financial asset or a group of financial assets is impaired when objective 

evidence demonstrates that a loss event has occurred after the initial recognition of the asset(s), 

and that the loss event has an impact on the future cash flows of the asset(s) that can be 

estimated reliably. 

Financial liabilities 

Financial liabilities, other than derivatives, are recognised initially at fair value less transaction 

costs and subsequently measured at amortised cost using the effective interest rate method. 

Derivatives 

Derivative financial instruments are recognised both initially and subsequently at fair value. 

They are reported as either assets or liabilities depending on whether the derivative is in 

a net gain or net loss position respectively. 

Fair value hedge 

Where a derivative qualifies as a hedge of the exposure to changes in fair value of an asset 

or liability (fair value hedge) any gain or loss on the derivative is recognised in profit and loss 

together with any changes in the fair value of the hedged asset or liability. 

The carrying amount of the hedged item is adjusted by the fair value gain or loss on the 

hedged item in respect of the risk being hedged. Effective parts of the hedge are recognised 

in the same area of profit and loss as the hedged item. 

E. OTHER ASSETS 

Property, plant and equipment (PPE) 

Items of property, plant and equipment are initially recorded at cost. 

Depreciation is charged on a straight-line basis at rates calculated to allocate the cost or 

va luation of an item of property, plant and equipment, less any estimated residual value, 

over its remaining useful life. 

Intangible assets 

Intangible assets comprise software and project costs incurred for the implementation 

of the treasury management system. Capitalised computer software costs are amortised 

on a straight line basis over the estimated useful life of the software (three to seven years) . 

Costs associated with maintaining computer software are recognised as expenses. 
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F) OTHER LIABILITIES 

Employee entitlements 

Employee ent it lements to salaries and wages, an nu al leave and other similar benefits are 

recognised in th e profit and loss when they accrue to employees , 

G) REVENUE AND EXPENSES 

Revenue 

Interest income 

Interest income is accrued using the effective interest rate m ethod, 

The effective interest rate exactly discounts estimated future cash receipts through the expected 

life of the financial asset to that asset's net carrying amount, The method applies this rate to 

the principal outstanding to determine interest income each period, 

Expenses 

Expenses are recognised in the period to which they relate, 

Interest expense 

Interest expense is accrued using the effective interest rate method, 

The effective interest rate exactly discounts estimated future cash payments through the 

expected life of the financial liability to that liability's net carrying amount, The method applies 

this rate to the principal outstanding to determine interest expense each period, 

Income tax 

LGFA is exempt from income tax under Section 14 of the Local Government Borrowing Act 

2011' 

Goods and services tax 

All items in the financial statements are presented exclusive of goods and service tax (GST), 

except for receivables and payables, which are presented on a GST-inclusive basis, Where 

GST is not recoverable as input tax, then it is recognised as part of the related asset or 

expense, 

The net amount of GST recoverable from, or payable to, the I RD is included as part of receivables 

or payables in the statement of financial position, 

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

financing activities, is classified as a net operating cash flow in the statement of cash flows, 

Commitments and contingencies are disclosed exclusive of GST 

H. LEASE PAYMENTS 

Payments made under operating leases are recognised in profit or loss on a straight-line basis 
over the term of the lease. Lease incentives received are recognised as an integral part of the 

total lease expense, over the term of the lease. 

I. SEGMENT REPORTING 

LGFA operates in one segment being funding of participating local authorities in New Zealand, 
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J. JUDGEMENTS AND ESTIMATIONS 

The preparation of these fin ancial statements requires judgements, estimates and assumptions 

t hat affect t he application of policies and reported amounts of assets and liabili t ies, and 

income and expenses. For example, the present va lue of large cash flows that are predicted 

to occur a long t ime into the future depends critically on judgements regarding future cash 

flows, including infla tion assumptions and the risk-free discount rate used to calculate present 

values. Refer note 2b for fair value determination for financial instruments. 

The estim ates and associated assumptions are based on historical experience and various 

other factors that are believed to be reasonable under the circumstances . Actual results may 
d iffer from these estimates. 

The estimates and underlying assumptions are rev iewed on an ongoing basis. Revisions to 

accounting estimates are recognised in the period in which the estimate is revised , if the revision 

affects only that period, or in the period of the revision and future periods if the revision affects 

both current and future periods. Where these judgements significantly affect the amounts 

recognised in the financia l statements they are described below and in the following notes. 

2 Analysis of financial assets and financial liabilities 

A. CATEGORIES OF FINANCIAL INSTRUMENTS 

Derivative financial instruments are the only instrument recognised in the statement of financial 

position at fair va lue. 

Derivative financial instruments are valued under level 2 of the following hierarchy. 

• Level 1 -Quoted market prices: Fair value based on quoted prices in active markets for 

identical assets or liabilities. 

• Level 2- Valuation techniques using observable market inputs: Fair value based on a va luation 
technique using other than quoted prices included within Level 1 that are observable 

for the asset or liability, either directly (as prices) or indirectly (derived from prices). 

• Level 3- Valuation techniques using significant non-observable market inputs: Fair value 

based on a valuation technique using inputs for the asset or liability that are not based 
on observable market data (unobservable inputs). 

The fair value of derivative financial instruments is determined using a discounted cash flow 

analysis. Interest rates represent the most significant assumption used in valuing derivative 
financial instruments. The interest rates used to discount estimated cash flows are based 

on the New Zealand dollar swap curves at the reporting date. 

Financial instruments recognised in the statement of financial position at amortised cost 

Fair values of financial instruments not recognised in the statement of financial position at 

fair value are determined for note disclosure as follows: 

Cash and bank, trade & other receivables, trade & other payables 

The carrying value of cash and bank, trade & other receivables, trade & other payables 

approximate their fair value as th ey are short-term instruments. 

Marketable securities and bonds 

Th e fair va lue of bonds and marketable securities are determined using the quoted price 

for the instrument (Fair va lue hierarchy level1). 

Deposits 

The fair va lu e for deposits is determined using a discounted cash flow analysis. The interest 

rates used to discount the estimated cash flows are based on cu rrent market interest rates 
(Fair va lue hierarchy leve l 2) . 
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Loans to local government 

The fair value of loans to local government authorities is determined using a discounted cash 

flow analysis. The interest rates used to discount the estimated cash flows are based on LGFA 

bond yields at the reporting date plus an appropriate credit spread to reflect the counterparty's 
credit risk (Fair value hierarchy level 2). 

Borrower notes 

The fair va lue of borrower notes is determined using a discounted cash flow analysis. The 

interest rates used to discount th e estimated cash flows are based on LGFA bond yie lds at 

the reporting date (Fair va lue hierarchy level 2). 

Fair value of financial assets and financial liabilities 

The fair va lu e of financi al assets and financial liabilities, together with the ca rrying amounts 

shown in the statement of financial position, are as follows: 

As at 30 June 2017 Financial Financial Financial Fair value 
in $000s liabilities at assets at assets 

amortised amortised measured at 
cost cost fair value in 

accordance 
with NZ 

IFRS 9 

Financial assets 

Cash and bank balances 49,919 49,919 

Trade and other receivables 

Receivable unsettled bond 13,723 13,726 
repurchases 

Loans to local government 7,783,932 8,031,625 

Marketable securities 127,641 127,818 

Deposits 149,949 150,559 

Derivatives 364,953 364,953 

8,125,164 364,953 8,738,600 

Financial liabilities 

Trade and other payables 453 453 

Bills 348,179 348,296 

Bonds 7,865,708 7,958,723 

Borrower notes 131,614 131 '1 09 

Bond repurchases 25,682 25,682 

Derivatives 65,660 65,660 

8,371,636 65,660 8,529,923 




