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Investment policy 
Objective 
This policy seeks to achieve the following: 
• Optimise investment returns while balancing risk and return considerations. 
• Ensure that investments are liquid and sufficiently flexible. 
• Diversify the mix of financial investments. 
• Managing potential capital losses as a result of interest rate movements. 
• Providing for termination of investments before maturity if deemed necessary. 
• Safeguard Council’s financial market investments by establishing and regularly 

reviewing investment parameters and ensuring that all investment activities are carried 
out within these parameters 

• Produce accurate and timely information that can be relied on by senior management 
and Council for control and exposure monitoring purposes in relation to the investment 
activities of Council 

In its role as a local authority, Council recognises that any investments it holds should be 
low risk, giving preference to conservative investment policies and avoiding speculative 
instruments. It therefore is accepted that lower risk generally means lower returns. In its 
financial market investment activities, the primary objective is the protection of the 
investment capital and to minimise the risk of any loss. Accordingly, only creditworthy 
counterparties are acceptable (refer financial investments) 
Any new investments are approved by the appropriate delegated authority. 

 

1.1. Investment mix 

1.1.1. Council maintains investments in the following financial assets: 

• Equity investments 
• Loan advances 
• Property investments, including land holdings. 
• Financial investments. 

1.2. Equity investments 

Council has equity investments in Civic Assurance Limited. 
1.2.1. Civic Assurance Limited shares were acquired by virtue of Council being a local 

authority. The shares are not readily transferable. 

1.2.2. Revenue earned from the shares is minimal.  Any sale requires Council approval. 
Any disposition will be realised in a managed form, and proceeds are taken to 
general funds.  

1.2.3. The investment will be managed by reviewing annually the performance, and the 
consideration of the Statement of Intent. 
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1.2.4. Annual Reports are received and reviewed by Council. Election of directors takes 
place at the AGM held at the Local Government New Zealand annual conference.  
The Council votes by proxy. 

1.2.5. Council reviews its commitment to the scheme on an annual basis based on the 
Annual Report of the company.  As a member, Council gets to vote on the 
directorships involved. 

 

1.2.6. Notwithstanding unforeseen circumstances, Council will continue to hold its 
shares in Civic Assurance Ltd for the duration of this plan. 

1.3 Property investments (including land holdings) 

Council owns property, i.e. land holdings and buildings, only insofar as it is 
necessary to do so in order to achieve its strategic objectives.  The benefits of 
continued ownership, vis-à-vis other investment vehicles is reviewed regularly.  
The basis for the review is the most financially viable method of delivery of 
Council services. 
Any new acquisitions require Council resolution. 

1.3.1 Commercial and non-operational property 

1.3.1.1 Council holds a number of commercial properties; including property 
intended for resale, property used by the port, other property held for 
strategic purposes, plus other properties that were acquired through 
amalgamation. 

1.3.1.2 Net income/proceeds will be first applied to any outstanding monies 
owed against the property. 

1.3.1.3 Net income is used as a source of operating revenue for the 
‘Commercial and Property’ activity. 

1.3.1.4 Net proceeds from sales are transferred to special funds 

1.3.1.5 The Group Manager Corporate will review the performance of the 
property investments and make any recommendations of disposal to 
the relevant sub-committee. Financial performance will be reported 
via the Annual Report. 

1.3.2 Residential property 

1.3.2.1 Council holds a number of residential leasehold properties and 
endowment land, from the time of amalgamation in 1989. These are 
freeholded, subject to Council policy, at the resident’s request. 

1.3.2.2 Net income from endowment land is used to fund present port 
operations or set aside in a special fund for future port related 
expenditure. 

1.3.2.3 Net income from other residential leases is used as a source of 
operating revenue for the ‘Property & Housing’ activity. 
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1.3.2.4 Net proceeds from freeholdings are transferred to special funds 

1.3.2.5 The Group Manager Corporate will review the performance of the 
property investments and make any recommendations of disposal to 
the relevant sub-committee. Financial performance will be reported 
via the Annual Report. 

1.3.3 Retirement housing (Continuing-care community/Senior housing) 

1.3.3.1 Council owns a number of retirement housing properties, necessary 
for achieving the outcomes of the Long Term Plan. 

1.3.3.2 Net income from retirement housing is used for a combination of 
purposes to retire long-term debt, set aside for future 
maintenance/renewals or offset against the general rates. 

1.3.3.3 The Group Manager Corporate will review the performance of the 
property investments and make any recommendations of disposal to 
the relevant sub-committee. Financial performance will be reported 
via the Annual Report.
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1.4 Financial investments 

1.4.1 Council’s primary objective when investing is the protection of its investment, and therefore 
only creditworthy counterparties are acceptable. Council ensures prudence by applying the 
following financial market investment parameters to address risk management: 

 
Authorised Asset 
Classes 

Overall 
Portfolio 
Limit as a 
Percentage 
of the Total 
Portfolio 

Approved Financial 
Market Investment 
Instruments (must be 
be denominated in NZ 
dollars) 

 

 

 

 

 

 

 

 

   
 

Credit Rating Criteria – Standard 
and Poor’s 

(or Moody’s or Fitch equivalents) 

 

 

 

 

Limit for each 
issuer subject to 
overall portfolio 
limit for issuer 
class 

New Zealand 
Government 

 
100% 

• Government Stock 
• Treasury Bills 

Not Applicable Unlimited 

 
Rated Local 
Authorities 

 
 
70% 

• Commercial Paper 
 
• Bonds/MTNs/FRNs 

Short term S&P rating of A1 or better 
 
Long term S&P rating of BBB or better  
Long term S&P rating of A- or better 
Long term S&P rating of A+ or better 
Long term S&P rating of AA- or better 

$3.0 million 
 
$1.0 million 
$2.0 million 
$3.0 million 
$4.0 million 

 
Local Authorities 
where rates are 
used as security 

 
60% 

• Commercial Paper 
 
• Bonds/MTNs/FRNs 

 

 
 
 
 
 
 
 

Not Applicable $2.0 million 
 
$2.0 million 

New Zealand 
Registered Banks 

 
 
100% 

• Call/Term Deposits/Bank 
Bills/Commercial Paper 

 
• Bonds/MTNs/FRNs 

 

 

Short term S&P rating of A1 or better 
 
 
Long term S&P rating of BBB or better 
Long term S&P rating of A- or better 
Long term S&P rating of A+ or better 
Long term S&P rating of AA – or better 

$15.0 million 
 
 
$1.0 million 
$2.0 million 
$3.0 million 
$4.0 million 

 
State Owned 
Enterprises 

 
 
70% 

• Commercial Paper 
 
• Bonds/MTNs/FRNs 

Short term S&P rating of A1 or better 
 
Long term S&P rating of BBB or better 
Long term S&P rating of A- or better 
Long term S&P rating of A+ or better 
Long term S&P rating of AA- or better 

$3.0 million 
 
$1.0 million 
$2 million 
$3.0 million 
$4.0 million 

 
Corporates1 

 
 
60% 

• Commercial Paper 
• Bonds/MTNs/FRNs 

Short term S&P rating of A1 or better 
Long term S&P  rating of BBB or better  
Long term S&P rating of A- or better 
Long term S&P rating of A+ or better 
Long term S&P rating of AA -or better 

$3.0 million 
$1.0 million 
$2.0 million 
$3.0 million 
$4.0 million 

 
Financials2 

 
30% 

• Commercial Paper 
 
• Bonds/MTNs/FRNs 

Short term S&P rating of A1 or better 
 
Long term S&P rating of BBB or better  
Long term S&P rating of A- or better 
Long term S&P rating of A+ or better 
Long term S&P rating of AA-  or better 

$2.0 million 
 
$1.0 million 
$2.0 million 
$3.0 million 
$4.0 million 

Building Societies 20% • Call and Term Deposits To be individually approved by Council $3.0 million 

 
1 The combined holding of Corporates and Financials shall not exceed 70% of the portfolio. 

2 The combined holdings of entities rated BBB and/or BBB+ shall not exceed 25% of the portfolio. 
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1.4.2 Financial investments are held for the following reasons: 

• To invest proceeds from the sale of assets. 
• To invest funds held as ‘Special Funds’ for specific purposes. 
• To invest amounts allocated for approved future expenditure. 
• To invest surplus cash and working capital. 

1.4.3 All dividends and interest income will be shown in the applicable revenue account. 

1.4.4 Credit risk management:  

If any counterparty’s credit rating falls below the minimum specified in the above 
table, then immediate steps are taken to reduce the credit exposure to that 
counter-party to zero. 
Exposures to each counterparty are computed as follows: 
On-balance sheet  
• Total amounts invested with that counterparty. 

Off- balance sheet  
• Credit exposure on interest rate contracts computed by multiplying face value 

of outstanding transactions by an interest rate movement factor of 5%. 

1.4.5 Interest rate risk management: 

Council’s investments give rise to a direct exposure to a change in interest rates, 
impacting the return and capital value of its investments. The risk is managed by: 
• At least $2 million will be held in short-term deposits (on call) 
• The balance can be fixed through physical investment instruments (e.g. term 

deposits) 

1.4.6 Any change to this management will require approval from the Risk and 
Assurance Sub Committee and Council resolution. 

1.5 Duration control for Councils Fixed Interest Investment Portfolio (FIIP) 

1.5.1 Duration calculates the effective average term of an investment portfolio by 
combining all individual investments and weighting all the cash flows using a 
series of net present value calculations.  

1.5.2 Duration is then reported as the average life of the portfolio as if it was effectively 
one investment instrument, e.g. 2.9 years. Establishing a duration control 
provides a safeguard as it effectively limits the overall maturity profile of a FFIP. 

1.5.3 The duration for the Fixed Interest Investment Portfolio shall be controlled by 
referencing its duration against an appropriate external benchmark. Council is 
able to vary the duration of the portfolio by no more than 25% either side of the 
benchmark portfolio’s duration.  Compliance with the duration control is not 
required if the nominal value of the FIIP is less than $5.0 million. 

1.6 Management Reporting and Procedures  
1.6.1 Reports are presented to Council each month as part of the financial report. As a 

minimum the following information will be reported at least quarterly, which 
contains the following key details of the FIIP. 
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• Total nominal value of portfolio 
• Weighted average interest rate. 
• Comparison with a benchmark portfolio (provided that the benchmark 

exceeds $5.0 million) 
• Asset class profile (graphically illustrated). 
• Credit profile (graphically illustrated). 
• Maturity profile (graphically illustrated). 
• Duration measurement (provided that the benchmark exceeds $5.0 million) 
• A statement of policy compliance. 
• Details of any exception reports. 

1.6.2 Benchmarking the performance of Council’s FIIP 
The performance of the FIIP shall be compared against an external benchmark 
such as one of the NZX’s portfolios or a benchmark portfolio constructed for 
Council. Compliance with the benchmarking standard is not required if the 
nominal value of the portfolio is less than $5.0 million. 
 

1.7 New Zealand Local Government Funding Agency (LGFA) 
1.7.1 Despite anything earlier in this Investment Policy, the Council may invest in shares 

and other financial instruments of the New Zealand LGFA and may borrow to fund 
that investment.  

1.7.2 The Council’s objective in making any such investment will be to: 

1.7.2.1 Obtain a return on the investment; and 
1.7.2.2 Ensure that the LGFA has sufficient capital to become and remain viable, 

meaning that it continues as a source of debt funding for the Council. 

1.7.3 Because of this dual objective, the Council may invest in LGFA shares in 
circumstances in which the return on that investment is potentially lower than the 
return it could achieve with alternative investments. 

1.7.4 If required in connection with the investment, the Council may also subscribe for 
uncalled capital in the LGFA. 
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Liability Management 
Policy 
Objective 
This policy aims to achieve the following: 
• To maintain Council's borrowing on a prudent level. 
• Borrowing must provide a basis for inter-generational equity. 
• Minimise risk. 
• Ensure that Council has an on-going ability to meet its debts in an orderly manner as 

and when they fall due in both the short and long term, through appropriate liquidity 
and funding risk management. 

• Arrange appropriate funding facilities for Council, ensuring they are at market related 
margins utilising LGFA borrowing, bank debt facilities and/or capital markets as 
appropriate. 

• Maintain lender relationships and Council’s general borrowing profile in the local debt 
and, if applicable, capital markets, so that Council is able to fund itself appropriately 
at all times. 

• Control Council’s cost of borrowing through the effective management of its interest 
rate risks, within the interest rate risk management limits established by the Liability 
Management Policy. 

• Ensure compliance with any financing/borrowing covenants and ratios. 
• Maintain adequate internal controls to mitigate operational risks. 
• Produce accurate and timely reports that can be relied on by senior management and 

Council for control and exposure monitoring purposes in relation to the debt raising 
activities of Council. 

 
1.1. Principles 

1.1.1. In evaluating any new or renewal borrowing, Council will take the 
following into consideration: 

1.1.1.1. The size and economic life of the project to be funded. 

1.1.1.2. The impact of the new debt on borrowing limits. 

1.1.2. When raising new Council-approved borrowing, the following must be taken into 
account: 

1.1.2.1. Relevant margins under each borrowing source. 
1.1.2.2. Council's overall debt maturity profiles to avoid concentration of debt at 

roll-over time. 

1.1.2.3. Prevailing interest rates relative to term for both stock issuance and bank 
borrowing given good external advice on potential future interest rate 
movements. 
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1.1.2.4. Available terms and pricing from bank debt, bond issuance and LGFA 
funding provided that Council has not exceeded its limit with the latter. 

1.1.2.5. Legal documentation and financial covenants. 

1.2. Interest rate exposure 

1.2.1. The interest rate exposures of Council shall be managed according to the 
parameters detailed in the following table and shall apply to the projected core 
debt of Council. Core debt is defined as that contained in the Annual Plan or as 
otherwise determined by the Group Manager Corporate.  
 

Fixed Rate Hedging Percentages 

 Minimum Fixed Rate 
Amount 

Maximum Fixed Rate 
Amount 

0 – 2 years 40% 100% 
2 – 4 years 20% 80% 
4 – 8 years 0% 60% 

 

1.2.2. Any hedging in excess of 8 years must be approved by full Council. 

1.2.3. To manage the interest rate risk associated with its debt Council may use the 
following interest rate risk management instruments: 

1.2.3.1. Interest rate swaps. 
1.2.3.2. Swaptions. 

1.2.3.3. Interest rate options, including collar type structures but only in a ratio 
of 1:1. 

1.2.3.4. Forward rate agreements. 

1.2.3.5. Fixed Rate Term Loans. 

1.3. Funding and Liquidity 
1.3.1. Funding risk is defined as an inability to secure access to external lines of credit 

sufficient to enable the Council to achieve its strategic short term and long-term 
objectives where the financial requirements to achieve those goals exceed the 
funds being generated from operating activities. 

1.3.2. Funding risk covers both working capital requirements and core debt 

1.3.3. The Council must approve all new debt funding facilities and/or revision to the 
parameters of existing debt funding facilities 

1.3.4. To ensure that all of the Council’s debt is not exposed to excessive refinancing 
risk at any one time, no more than 40% of all debt facilities should mature within 
a rolling twelve-month period. Compliance with this provision is not required if 
total external debt is less than $3.0 million. 
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1.3.5. The Group Manager Corporate must renegotiate/replace maturing bank funding 
facilities on a timely basis. Specifically, the Group Manager Corporate must obtain 
an indicative letter of offer no later than two months before the maturity of any 
bank facility. Liquidity risk management has the objective of ensuring that 
adequate liquid assets and funding sources are available at all times to meet the 
short-term commitments of the Council as they arise in an orderly manner. 
Appropriate cash flow reporting mechanisms will be maintained to monitor The 
Council’s estimated liquidity position over the next twelve months. 

1.3.6. Council shall maintain headroom of not less than 110% of projected core debt’. 
Core debt is defined as that contained in the Annual Plan or as otherwise 
determined by the Group Manager Corporate. In calculating the percentage of 
available headroom financial market investments including call and term deposits 
can be included as headroom. 

1.3.7. Liquidity risk may result in Council not being able to meet its day-to-day 
commitments, including debt maturities. This is not seen to be a major issue 
except in the event of a major disruption to the financial markets or a natural 
disaster affecting Council's day-to-day revenues. As a safeguard, the following 
guidelines will apply: 

1.3.7.1. Maintain a Quick Asset Ratio for each of the subsequent months of at 
least 1:1. 

1.3.7.2. Maintain a Disaster Recovery Fund (refer Policy on Special Funds) 
1.3.7.3. Retain insurance cover of Council’s infrastructure assets 

1.3.7.4. Maintain a bank standby facility at a level that will enable Council to meet 
its obligations in terms of the Quick Asset Ratio above. 

 

1.4. Authorised funding methods 

1.4.1. Council may obtain funding utilising the following methods: 
1.4.1.1. Bank debt. 

1.4.1.2. Capital markets issuance comprising Fixed Rate Bonds, Medium Term 
Notes and  Floating Rate Notes. 

1.4.1.3. Local Government Funding Agency debt.  

1.4.1.4. Internal borrowing 

1.5. Credit exposure 
1.5.1. Council’s ability to readily attract cost effective borrowing is largely driven by: 

1.5.1.1. Ability to maintain a strong balance sheet; and 

1.5.1.2. Ability to rate; and 

1.5.1.3. Manage its image in the market; and  

1.5.1.4. Strong and positive relationship with its banker. 
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1.6. Debt repayment 

1.6.1. Council will repay debt from specific reserves, available bank facilities, or general 
funds. 

1.7. Specific borrowing limits 

1.7.1. Council acknowledges the potential implications of risk arising from systemic 
changes in financial or capital markets.  Such changes relate primarily to 
movements in interest rates.  In managing this, Council adheres to the following: 

1.7.1.1. Total debt will not exceed 20% of total carrying value of assets. 

1.7.1.2. The gross debt for rateable activities (debt on activities for which the cost 
of servicing is included in the rating requirement) will not exceed $8,600 
per rateable property.  

1.7.1.3. Net debt3 will not exceed 175% of total operating revenue. 

1.7.1.4. Gross interest must not exceed 15% of total revenue.  

1.7.1.5. Gross interest must not exceed 25% of annual rates income. 

1.8. Security 
1.8.1. Generally, a charge on rates is offered as security which is embedded in Council’s 

Debenture Trust Deed.  Should any other form of security be required, Council 
has to formally approve it. 

1.9. Internal borrowing 

1.9.1. Council currently holds a sizeable investment portfolio. Council may use these 
funds in a prudent manner that provides Council with the greatest benefit, 
including utilising a portion as internally funded borrowing.   

1.9.2. This can reduce the net interest cost payable by Council. 

1.9.3. Corporate Services is responsible for administering the internal loan portfolio 

1.9.4. Council will maintain a sufficient investment portfolio to meet its commitments 
and reasonable emergency contingencies. 

1.9.5. The interest rate charged on loan balances is equivalent to the higher of: 
1.9.5.1. Average external cost of raising debt, or 

1.9.5.2. The average return on Council fixed interest rate investments 

1.10. New Zealand Local Government Funding Agency (LGFA) 

1.10.1. Despite anything earlier in this Liability Management Policy, the Council may 
borrow from the New Zealand LGFA and, in connection with that borrowing, may 
enter into the following related transactions to the extent it considers necessary 
or desirable: 

 
3 Net debt means financial liabilities less financial assets (excluding trade and other receivables) – refer section 3 of Local Government 
(Financial Reporting and Prudence) Regulations 2014 
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1.10.1.1. Contribute a portion of its borrowing back to the LGFA as an equity 
contribution to the LGFA; 

1.10.1.2. Provide guarantees of the indebtedness of other local authorities to 
the LGFA and of the indebtedness of the LGFA itself; 

1.10.1.3. Commit to contributing additional equity (or subordinated debt) to 
the LGFA if required; 

1.10.1.4. Subscribe for shares and uncalled capital in the LGFA; and 

1.10.1.5. Secure its borrowing from the LGFA and the performance of other 
obligations to the LGFA or its creditors with a charge over the Council’s 
rates and rates revenue. 

Reporting 
Reports are presented to Council each month as part of the financial report. As a minimum 
the following information will be reported at least quarterly which contains the following 
key details of Council’s debt and hedging profile.  

• Total debt facility utilisation. 

• Interest rate hedging profile against percentage hedging limits (graphically illustrated). 

• New interest rate hedging transactions completed. 

• Weighted average cost of funds. 

• Funding maturity profile. 

• Details of liquidity. 

• A statement of policy compliance. 

• Details of any exception reports including remedial action taken or intended to be 
taken. 

  



P a g e  14 | 15 

 

Organisational Structure 
and Internal Controls 

 

1.1. Full Council 

1.1.1 Approve the Investment Policy and Liability Management Policy including any 
amendments proposed by the Chief Executive. 

1.1.2 Approve any hedging outside the parameters of the Liability Management Policy. 
1.1.3 Approve the use of any risk management products not authorised by the Liability 

Management Policy. 

1.1.4 Approve on an individual basis investment in Building Societies. 

1.1.5 Monitor treasury performance through receipt of appropriate reporting. 

1.1.6 Approve overall borrowing limits on an annual basis through the Annual Plan 
process. 

1.2. Chief Executive Officer 

1.2.1. In the absence of the Group Manager Corporate oversee the funding, interest 
rate risk management and financial market investment activities of Council. 

1.2.2. In the absence of the Group Manager Corporate undertake all his/her duties as 
detailed in the Delegations Manual or delegate the duties as appropriate. 

1.2.3. Sign documents relating to the financial market activities of Council. 

1.3. Group Manager Corporate 

1.3.1. Make decisions regarding all funding and interest rate risk management activities 
of Council prior to implementation/execution. 

1.3.2. Review of Council’s equity investments and exercising of any voting rights as 
directed by the delegation manual. 

1.3.3. Make decisions regarding all financial market investment activities of Council prior 
to execution. 

1.3.4. Report to Council on overall treasury activity on a regular basis. 

1.3.5. Manage the bank lender and capital markets relationships, providing financial 
information to lenders and negotiate new/amended borrowing facilities or 
methods for approval by Council. 

1.3.6. Conduct a review of the Investment Policy and Liability Management Policy every 
three years or on an ‘as required’ basis and submit any recommended changes 
to Council for approval once the necessary statutory processes have been 
followed. 
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1.3.7. Sign documents relating to the financial market activities of Council. 

1.3.8. Execute treasury transactions in the absence of the Finance Manager. 

1.3.9. Sign documents relating to the financial market activities of Council. 
1.3.10. Check external confirmations of financial market transactions against internal 

records, provided that they did not transact the deal in the first place. 

1.4. Finance Manager 

1.4.1. In the absence of the Group Manager Corporate, undertake all his/her the duties 
under a delegated authority. 

1.4.2. Execute treasury transactions. 
1.4.3. Assist the Group Manager Corporate in the preparation of reports to Council. 

1.4.4. Check external confirmations against internal records, provided that they did not 
transact the deal in the first place. 
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