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24 November 2023

Via Email:

Dear Private Individual

Official information request for information regarding LGFA agreement with Westland
District Council

| refer to your official information request dated 14 November 2023 for information regarding
LGFA agreement with Westland District Council.

You have asked for the following information:

1. Which financial year did Westland District Council (WDC) first enter into any
loan/financial agreement with the Local Government Financial Agency (LGFA)
and/or LGFA Ltd?

2018

2. When/how did the WDC ratepayers agree, approve, and accept joining/engaging
the LGFA? Please provide evidence of any agreement/approval/acceptance.

There was a consultation for members of the public to submit to Council regarding
joining the Local Government Agency. Enclosed is the consultation proposal and the
advertisement that ran.

No submissions were received therefore Council joined the LGFA.

There is no charge in supplying this information to you.

Council has adopted a Proactive Release Policy and accordingly may publish LGOIMA
responses on the Council Website at https://www.westlanddc.govt.nz/Igoima-responses.
The collection and use of personal information by the Westland District Council is regulated by
the Privacy Act 2020. Westland District Council's Privacy Statement is available on our website
here

If you wish to discuss this decision with us, please feel free to contact Mary-anne Bell, Business
Analyst at LGOIMA@westlanddc.govt.nz, 03 756 9091.

Sincerely,

Simon Bastion | Chief Executive

SB/MB
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25 August 2017

Advertising
Hokitika Guardian

Can you please:

1. Insert the following notice in tiw Hokitika Guardian on
Monday 28 August 2017.

2. Quote order number 101378

3. Ensure that the headirfg stands out as per our copy and the

Council logo is addéd: double column also.

Diane Maitland
Executive Assisvant




STATEMENT OF PROPOSALX

Participation in the New Zealand Local Government
Funding Agency Limited {LGFA)

Westland District Council has adopted the Statement of Proposal to participate
in the New Zealand Local Government Fundino"Agency Limited.

This means that Council will participatefin,the LGFA Scheme, but not as a
Principal Shareholding Local Authority ar as a Guaranteeing Local Authority,
but simply as a borrower.

Under Section 82A of the Local Géweirinient Act 2002, the proposal is available
for inspection and there is an oppestanity to make submissions. The proposal
is available at the Council’s Custcriaer Service Centre, 36 Weld Street, Hokitika,
and also on Council’s Website v vnz.westlanddc.govt.nz.

Submissions must be in_writing and addressed to the Council. Submissions
may be sent either:

e by post to the Groug Mcnager: Corporate Services, Westland District Council,
36 Weld Street, Private Bag 704, Hokitika 7842; or

e by email to contult@westlanddc.govt.nz.or

e Delivery to the,Cuistomer Service Centre, 36 Weld Street, Hokitika.

Submissions must%e received no later than 5.00 pm on 29 September 2017.
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Introduction

The Westland District Council is considering participating in the New Zealand Local Govesameit
Funding Agency Limited (LGFA), which is a council-controlled trading organisation (CGTC;

Council is proposing it will participate as a borrower but not as a Principal SharehgldingyLocal
Authority or as a Guaranteeing Local Authority.

The LGFA is established by the local authority sector and the Crown to enabl¢ local i luthorities
to borrow at lower interest margins than would otherwise be available. The LGF&,is<ecognised
in legislation.

All member local authorities are able to borrow from the LGFA, but different benefits apply
depending on the level of participation. Most local authorities borrowing wam LGFA will have
some shareholding and/or enter into guarantees in favour of th¢ 4 GFA and other local
authorities. This is certainly the case for Principal Shareholdingyaie# Guaranteeing Local
Authorities. Local authorities which borrow from the LGFA without eriterirly into the guarantee will
only be able to borrow a limited amount, and will be required to passhigiier funding costs.

Principal Shareholding Local Authorities are required to invest caaitdl in the LGFA, but expected
to receive a return on that capital.

Any local authority that borrows from the LGFA will be reqgyiired\to provide LGFA with subordinated
debt (borrower notes, to the value of a percentage of thewadnount borrowed). These borrower
notes will be held by the local authority while the boirgwing is outstanding and may be certain
situations convert to redeemable preference sharessin LSrA.

An Information Memorandum, describing the arfangements in detail, is attached as Appendix 1,
and forms part of this proposal. A number of terivis yvhich are used in this proposal are defined in
that Information Memorandum.

Summary of Proposal

Given the short nature of this entirg” Staterient of Proposal, Council is not producing a separate
summary.

Statutory Consideiqtions

Section 56 of the Local “Zovernment Act 2002 (LGA 2002) provides that a proposal to
establish a council-controlled#grganisation (CCO) (which includes a CCTO) must be adopted
following consultation t™waccérdance with section 82 before a local authority may establish or
become a shareholder tnfuve CCO. At any level of participation (including as a borrower), the
Council either willfoe¢ome a shareholder, or will enter into commitments that could result in it
becoming a sharehold3r; in LGFA. The purpose of this consultation is to enable the Council to
enter into thesescommitments.

ReasofQs\for Proposal

The Cguncil is proposing participating in the LGFA Scheme because it believes it provides an
oppol unity | hat will enable it to borrow at lower interest margins, and that this benefit outweighs
anyacoswasund risks associated with the LGFA Scheme. A discussion of these costs and benefits
ig"includ'ed as Part C of the Information Memorandum.

The Council is proposing to participate solely as a potential borrower and not as a Principal
Shareholding Local Authority or a Guaranteeing Local Authority for two reasons:



(&) Council’'s view is that for the Westland District Council the risks associated with beipa a
Principal Shareholding Local Authority or a Guaranteeing Local Authority outweighs the
rewards.

(b) Westland District Council is not in a position to commit the required capital to be a‘®¢incipal
Shareholding Local Authority.

The Council is consulting on this proposal for the reasons set out above undes "Siatutory
Considerations".

Analysis of Reasonably Practicable Options
The reasonably practicable options are as follows:
1. Participate in the LGFA Scheme as a Principal ShareholcirgiLocal Authority.

2. Participate in the LGFA Scheme as a Guaranteeing Logcal Authority, but not a
Principal Shareholding Local Authority.

3. Participate in the LGFA Scheme, but not as a<Rriricipal Shareholding Local
Authority or as a Guaranteeing Local Authority, but simply as a borrower.

4. Not participate in the LGFA Scheme.

Part C of the Information Memorandum sets outeai™analysis of the costs and benefits of
participating in the LGFA Scheme. That analysis icsSuy plemented by some consideration of the
Council's specific circumstances below.

Q. Should the Council participate in the L(GFA Scheme as a Principal Shareholding Local
Authority or as a Guaranteeing Local Autiiatity2

Investing in the LGFA Scheme _as ‘a/Pr ncipal Shareholding Local Authority would provide
the lowest cost option for borrgwir g by:

(@) As discussed in the Informauven Memorandum (in Part C), a return will be paid on the
capital investment mgaaepy Principal Shareholding Local Authorities.

(b) Ifthe Council participaias as a Principal Shareholding Local Authority, that increases the
chance that the LG~A /5cheme will be viable, and that the Council will be able to gain
the benefits of participating in it.

However fihpre isvan associated shared risk through:

e Westana District Council is not in a position to commit the required capital to be a
Princinza Shareholding Local Authority

¢« Principle Shareholding Local Authorities will be required to subscribe for uncalled capital
wkich is equal in amount to its paid up equity contribution. LGFA would only call uncalled
capital if there is a risk of imminent default. However, such a call is likely to be made
before the guarantee or additional equity commitments are utilized.

e Guaranteeing Local Authorities being required to guarantee the obligations of all other
Guaranteeing Local Authorities and the obligations of the LGFA.



e Guaranteeing Local Authorities commit to contributing additional equity to the LGRA if
there an imminent risk that the LGFA will default.

(Refer to the Summary of transactions a Council will enter into if it joins the LGFA‘Gcheme
in Appendix 1 (Information Memorandum) for detail on what commitments will sesmade if
participating as a Principal Shareholding Local Authority or as a Guarant:eingLocal
Authority.)

The risk is assessed as low. Nonetheless itis a risk that the Council is propesing 1ot to take.

Consequently, the Council is proposing that option (1) and option (23,NO7'be adopted.

Q. Should the Council participate in the LGFA Scheme as a borrowersgndvnot as a Principal
Shareholding Local Authority or a Guaranteeing Local Authority)?

It is assumed that membership would be as a non-guaranteemq borrower so current LGFA
pricing has been used for maturity terms 2021, 2022 and.2022. An amount of $15m has
been assumed to be refinanced through issuing LGFA bories’of $5m for each maturity
date. Upon repaying the bank debt, the equivalent 0i3®15m of bank facilities would be
cancelled. The Council estimates that the annual bcrrowing cost saving based on
prevailing LGFA pricing is around $80,000 per anzam.

Consequently, the Council proposes that Qptian (3) is adopted.

Investment Policy

The Council's Investment Policy includes, a=giatement to make clear that the Council's
investment activity includes the LGFA.

The primary objective for Council'sgénterest in LGFA is to lower the Council's cost of borrowing.

Liability Management Policy

The Council's Liability Mapagamerit Policy makes it clear that the Council may participate in the
LGFA Scheme, including bcirow ng from the LGFA and entering into the transactions relating to
that borrowing described in paragraph 63 of the Information Memorandum.

The primary objective “of these changes is to allow borrowing by the Council at lower
interest margins than iy currently faces.

Opporzunity to Make Submissions

This proposal \ii'i be distributed, and available for inspection and copying, as required by section
82A ofsime Local Government Act 2002.

This_swaterient of proposal is available for inspection at Council’s main office (36 Weld Street,
HoOkitikg and any other place the Council considers appropriate to ensure all interested persons
héwe /1 reasonable opportunity to view the proposal eg on Council's website;
vawvw.tvestlanddc.govt.nz. Visitor information centre, Library.




Submissions on this proposal must be in writing and addressed to the Council. Submissions may!

be sent either:

e by postto the Group Manager, Corporate Services, Westland District Council,36 Wela'Straai
Private bag 704, Hokitika 7842; or
e by email to consult@westlanddc.govt.nz.or

e Delivery to the Customer Service Centre, 36 Weld Street, Hokitika.

Submissions must be received no later than 5.00 pm on 29 September 2017.

Any person or organisation who makes a submission has a right to be heard by the
Council. Submitters who wish to be heard must request this in their submissicn

Every submission will be:

e acknowledged by the Council in accordance with the LGA 2002y
e copied and made available to the public.

The LGA 2002 requires the Council to make all written submiSsion's on this consultation available
to the public. This requirement is subject to the provigions of the Local Government Official
Information and Meetings Act 1987. If you consider thefe g, be compelling reasons why your
contact details and/or submission should be kept confidantal, you should advise within your

submission.

The consultation process

dates are as follows:

24 August 2017

adopts statement of png_ )osal and summary of proposal

28 August 2017

public notice of fproposal and consultation process in Local
newspapers, Counclavebsite, electronic newsletter and local radio
stations.

29 September 2017

submissions clage /it 5.00 pm

October 2017

If a hearigg IS necessary
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Appendix i

LOCAL GOVERNMENT FUNDING AGENCY SCHEME

INFORMATION MEMORANDUM

PART A — INTRODUCTION AND PURPOSE

Purpose of Information Memorandum

1.

This Information Memorandum provides a description of tie structure for local
authorities (LGFA Scheme), which is designed to“andale participating local
authorities (Participating Local Authorities) to borro/ atjlower interest margins
than they would otherwise pay.

The purpose of this Information Memorandum s o provide information to
supplement any consultation materials prepared . Incal authorities consulting on
whether to participate in the LGFA Scheme.

This Information Memorandum is divided inta thsge parts:

(@)

(b)

(©)

This Part A (Introduction and Purpost), which sets out the purpose of the
Information Memorandum and préwides some background on the purpose of,
and rationale for, the LGFA Schieiae,

Part B (How the LGFA Sch¢megWorks), which sets out the characteristics of
the LGFA Scheme, andthe“zainsactions that Participating Local Authorities
enter into as part of theigpardieipation in the LGFA Scheme.

Part C (Local Autoriv Costs and Benefits), which sets out the costs and
benefits to individualdocal authorities of participating in the LGFA Scheme.

Origin of the LGFA Schenfe

4.

The LGFA Scheiag’was developed by a group of New Zealand local authorities and
central governmerit,Tnat development involved:

@)

(b

(©)

undertaiin;,a detailed review and analysis of:

() “the /Jsorrowing environment in which New Zealand local authorities
borow; and

(ii)_scentralised local authority debt vehicle structures that have been
developed offshore to successfully lower the cost of local authority
borrowing;

using this review and analysis to develop a funding structure (the LGFA
Scheme), which is anticipated to deliver significant benefits to New Zealand
local authorities;

confirming with rating agencies that the proposed LGFA Scheme can
achieve a high enough credit rating to deliver the anticipated benefits;



(d) obtaining formal central government support to facilitate establishment of the
LGFA Scheme.

Rationale for LGFA Scheme

New Zealand Local Authority debt market

5.

6.

New Zealand local authorities face a number of debt related issues.

First, local authorities have significant existing and forecast agh! requirements.
Current long-term council community plans indicate that lo¢al authority debt will
reach $20,036 million over the next 5 years.

Secondly, pricing, length of funding term and other tesms®and conditions vary
considerably across the sector and are less than optima, Th's is due to:

(&) Limited debt sources — Local authorities’ debt*&nding options are limited to
the banks, private placements and wholesale“;onds (issuance to wholesale
investors), and, to a lesser extent, retail wards. Increasing local authority
sector funding requirements and domegtic funding capacity constraints are
likely to further negatively impact pricing terms and conditions and flexibility of
local authority sector debt.

(b) Fragmented sector — There are 78"iocar authorities. Individually, a significant
proportion of these local authorities Jack scale - the 10 largest account for
~70%

(c) Regulatory restrictions - Cffshiore (foreign currency) capital markets are
closed to local authoritics, and the process for local authority retail bond
issuance is burdensomes

Addressing the local authority dg'ot f3sues

8.

Each of these issues neea¥ to be addressed to rectify this situation. The LGFA
Scheme rectified(thinsituation by the following reasons:

(@) Individuallys, /Gcal authorities were not able to attain significant scale
(except organically in the long-term).

(b) At a segtes, level it may be possible to address the issue regarding
regdlation, but regulators are likely to remain reluctant to significantly ease
reswictoxs on financial management across the sector without gaining
significent comfort as to the sophistication of the financial management of all
I¢cza! authorities. Even if this issue were addressed by regulators, this change
alon2 would be insufficient to provide a major step change.

The 1/GFA Scheme was developed because of the homogenous nature of local
authorities; the large sector borrowing requirements and the high credit quality /
strong security position (i.e. charge over rates) of local authorities, created the
aonportunity for a centralised local authority debt vehicle to generate significant
benefits.



10.

11.

There are numerous precedents globally of successful vehicles which pool local
authority debt and fund themselves through issuing their own financial instrumants
to investors. Such vehicles achieve success through:

(a) “Credit rating arbitrage” — Attaining a credit rating higher than thé&s, orvthe
individual underlying assets (local authority borrowers) and therefase ©aing
able to borrow at lower margins.

(b) "Economies of scale" — By pooling debt the vehicles can accegs ajuider range
of debt sources and spread fixed operating costs, thereby recucing, .he $ cost
per $ of debt raised.

(c) “Regulatory arbitrage” — The vehicles can receive diftesznt regulatory
treatment than the underlying local authorities, imprhving their ability to
efficiently raise debt eg through access to offshore<foreign currency debt
markets.

The offshore precedents are typically owned by the locul alithorities in the relevant
jurisdiction (often with central government involvemgniy, and that is similar to the
LGFA Scheme.

PART B — HOW THE LGFA SCHEME WORKS

Basic structure of the LGFA Scheme

12.

The basic structure of the LGFA Scheme“=s_that a company is established which
will borrow funds and lend them on to lofa'*quthorities at lower interest margins than
those local authorities would pay to other lehders.

New Zealand Local Government Fundipgpigyency Limited

13.

14.

15.

16.

LGFA was incorporated as a limited,liability company under the Companies Act 1993
on 1 December 2011, and is suojiact to the requirements of the Local Government
Act 2002. Its shares are peld) eritiely by central government and by local authorities.

There are currently 31 shamholders comprising New Zealand Government at 20%
and 30 Councils at 85%, As a result the LGFA is a council-controlled organisation.

The LGFA was stahlisned solely for the purposes of the LGFA Scheme, and its
activities will be liitec to performing its function under the LGFA Scheme.

A number of ioest authorities (Principal Shareholding Local Authorities) hold all,
of those stragelyihat are not held by central government. The Principal Shareholding
Local Authoitips have contributed capital and, as compensation for their capital
contribution, Wil receive a pre-determined return on this capital. However, the over-
arching.abjéctive is that the benefits of the LGFA Scheme are passed to local
authorities as lower borrowing margins, rather than being passed to shareholders as
niaxinised profits.



Design to minimise default risk

17.

18.

One of the things which is critical to the LGFA Scheme delivering its anticipateu
benefits is the achievement of a high credit rating for the LGFA (to achie“e=thy
credit rating arbitrage referred to in paragraph 10(a)). Consequently theig,are,a
number of features of the LGFA Scheme which are included to prewidenthe
protections for creditors which rating agencies require before agreeinj to & high
credit rating. These features are described in paragraphs 19 to 54 below:

Before agreeing to a high credit rating, rating agencies will consider th: risks of
both short term and long term default. Short term default is where®a payment
obligation is not met on time. Long term default is where a paymentrobligation is
never met. In many cases short term default will inevitably translatefinto long term
default, but this is not always the case — a short term default:may be caused by a
temporary liquidity problem (ie a temporary shortage of readiy, available cash).

Features of the LGFA Scheme designed to reduce short terpieerault risk

19.

20.

21.

22.

When a local authority borrows, the risk of short ternwdefault, although low, is
probably significantly higher than its risk of long tarisdefault. In the long term it
can assess and collect sufficient rates revenue to cdver almost any shortfall, but
such revenue cannot be collected quickly. Consequently, there is a risk that
inadequate liability and revenue managemens, could lead to temporary liquidity
problems and short term default.

The principal asset of the LGFA will be igCa’ authority debt, so such temporary
liquidity risks are effectively passed qn_#g the LGFA. Consequently, the rating
agencies will look for safeguards to epsureshat liquidity problems of a Participating
Local Authority will not lead to a defelult Ly the LGFA.

There are two principal safequalds 1hat the LGFA has put in place to manage
short term default (liquidity) risk:

(@) It holds a certain ammaurtssf cash and other liquid investments (investments
which can be quiakly fawwed into cash).

(b) It has a borrowing facility with central government which allows it to borrow
funds from ceatrel'wovernment if required.

It is expected that/these safeguards will sufficiently reduce any short term default
risk.

Features of the (_G-A_Scheme designed to reduce long term default risk

23.

Therg=are a,number of safeguards that the LGFA has put in place to manage long
termideiait risk, the most important of which are set out below:

(@) 'Tne LGFA requires all local authorities that borrow from it to secure that
borrowing with a charge over that local authority’s rates revenue (Rates
Charge).

(b) The LGFA maintains a minimum capital adequacy ratio (or have some
equivalent capital adequacy safeguard).



24.

(c) The Principal Shareholding Local Authorities are required to subscribe 1ar
uncalled capital in an equal amount to their paid up equity contribution.

(d) The LGFA require most, or possibly all, Participating Local Autiariaes
(Guaranteeing Local Authorities) to guarantee the obligations of aiotver
Guaranteeing Local Authorities and the obligations of the LGFA.

(e) The Guaranteeing Local Authorities will commit to contributiag“azditional
equity to the LGFA if there an imminent risk that the LGFA wil, de’ault.

() The LGFA hedge any exposure to interest rate and foreign currency
fluctuations to ensure that such fluctuations do not significartly aifect its ability
to meet its payment obligations.

(g) The LGFA put in place risk management policies inge’ation to its borrowing
and lending designed to minimise its risk. For exampleditLvill impose limits on
the percentage of lending which is made to any @gnevacal authority to ensure
that its credit risk is suitably diversified.

(h) The LGFA ensure that its operations are«winin a way that minimises
operational risk.

Additional detail in relation to the features refgired to in paragraphs 24(a) to 24(e)
Is set out below.

Rates Charge

25.

26.

27.

All local authorities borrowing from th€ RGFA arerequired to secure that borrowing
with a Rates Charge. Many but not”&ll./ local authorities have a Rates Charge in
place already.

This is a powerful form of seeyrity for the LGFA, because it means that, if the
relevant local authority defatlts, a receiver appointed by the LGFA can assess
and collect sufficient rates 111 the relevant district or region to recover the defaulted
payments. Consequentiy, it significantly reduces the risk of long term default by a
local authority borrower.

From a local authoria#s foint of view it is also advantageous, because, so long as
the local authorify £&&es not default, it is entitled to conduct its affairs without any
interference or restriciion. This contrasts with most security arrangements, which
involve restrigtions Jbeing imposed on a borrower's use of its own assets by the
relevant lendey.

Minimum capital

28.

Onelimgestant safeguard against long-term default for the LGFA will be having a
misimumcapital adequacy ratio (a ratio which measures the relative amounts of
euuit)r and debt-based assets which an entity has). This ratio is important, because
it pro\ides an indication of the ability of the LGFA to ultimately repay all of its debts
despite local authorities that have borrowed from it defaulting or some other loss
ociurring.

The minimum capital adequacy ratio requirement is likely to be that the equity of
the LGFA is an amount equal to at least 1.6% of its total assets.



Sources of equity for capital adequacy purposes

30. The equity held by the LGFA to ensure that it meets its minimum capita’"asgquacy
ratio requirement comes from two sources. First, central governm¢nt arnd the
Principal Shareholding Local Authorities contribute initial equity as the.isswagirice of
their initial shareholdings. Secondly, it is anticipated that each Pafticirating Local
Authority will, at the time that it borrows from the LGFA, contribuie sorne of that
borrowing back as equity.

31. The way the second source of equity works is that, whenever_ a Paiticipating Local
Authority borrows, it will not receive the full amount of the borretving in cash. Instead,
a small percentage of the borrowed amount will remain witipthe LGFA as equity.
That percentage is to be 1.6% of the amount borrowed.

32. The equity contributed in this way is to be repaid when vae.Horrowing is repaid, so,
in effect, the amount which must be repaid will egluarhe cash amount actually
advanced.

33. The equity is contributed by subscribing for “Boivower Notes”. The LGFA may
convert borrower notes into redeemable shares

34. To illustrate with an example, if a local gavthority borrowed $1,000,000 for five
years from the LGFA, it would receive $9¢¢ 000 in cash and $16,000 of Borrower
Notes. At the end of the five yeard, 48 would repay $1,000,000, but would
simultaneously redeem its Borrower Mateasior $16,000, meaning its net repayment
was equal to the $984,000 it initially fege ved in cash.

35. A return will be paid on the Bagro\yzr Notes, which will be in the form of a dividend
if they are redeemable preferenceshares. The amount will be the LGFA cost of funds
plus 2.00%.. While it is anticijateqd that this return will be paid, it will be paid at the
discretion of the LGFA.

36. There is some additional rig!sto Participating Local Authorities from this arrangement,
because redemptionsefithe Borrower Notes will only occur if the LGFA is able to pay
its other debts. Fortexsin\ple, if at the end of five years, the LGFA was insolvent,
the local authofty=wedld have to repay $1,000,000, but would not receive its
$16,000 back for n2dei:ming its Borrower Notes.

Uncalled capital

37. Each{ Piincipal Shareholding Local Authority will be required to subscribe for uncalled
carital which is equal in amount to its paid up equity contribution (Uncalled Capital).

38. It is Witicipated that the Uncalled Capital will only be able to be called by the
LGFA if it determines that there is a risk of imminent default if the call is not made.
Hcowever, such a call is likely to be made before the Guarantee or additional equity
agmmitment described below are utilised.

Guarantee



39. Participating Local Authorities are required to enter into a guarantee when thav
join the LGFA Scheme (Guarantee). Under the Guarantee the Guaranteeing Loca!
Authorities guarantee the payment obligations of other Guaranteeing Local
Authoritiesto the LGFA (Cross Guarantee), and guarantee the payment obligations
of the LGFA itself (LGFA Guarantee).

40. The purpose of the Guarantee is to provide additional comfort to.lerdass (and
therefore credit rating agencies) that there will be no long term defayit, thiowgh it may
also be used to cover a short term default if there is a default vihich/cannot be
covered using the protections described in paragraphs 20 to 23 above, vut which will
ultimately be fully covered using the rates charge described in pasagraphs 26 to 28.
The Guarantee allows the LGFA to draw upon the resource of all Guaranteeing Local
Authorities to avoid defaults.

Risk from Cross Guarantee

41. There are five factors which mitigate the risk to Guaraatzeing Local Authorities
under the Cross Guarantee:

@)

(b)

(©)

(d)

(e)

The risk only materialises if another Participatiryy Local Authority defaults on
its debt obligations. It is believed that no,such G€rault has ever occurred, which
suggests that the risk of a local authority=&=fault is very low.

If a Participating Local Authority dgicults, but it is because of temporary
liquidity problems only, the safeguaiéssn place to cover temporary liquidity
shortages may be sufficient for th¢ L/OFA never to have to call upon the Cross
Guarantee. The detail of when the WGFA will be able to call upon the Cross
Guarantee is not yet finalised/ tut it is likely that it will be restricted to
situations in which there is asigkér an imminent default by the LGFA.

It is anticipated that the “Guarantee will only be called if a call on the
Uncalled Capital does (1g. gyenerate sufficient funds to eliminate the risk of
an imminent defaultsisy tiaCGFA.

If a Participating Locaal Authority defaults, the burden will be shared by all
Guaranteeing=acal Authorities.

If a Participitina L.eCal Authority defaults, the LGFA will exercise its rights under
the RatesWCherge to recover the payments defaulted on. The funds
recovered through that exercise of rights will be passed on to the local
authorivessvho have made payment under the Cross Guarantee, so those local
autbesitios should, in the long term, be reimbursed for a significant portion, if
not, all of the amount they have paid under the Cross Guarantee. The
statutoly processes involved in exercising these rights suggest that funds will
p2.able to be recovered within 18 months of default.

L2WA Sdarantee

4.2 The LGFA Guarantee will only ever be called if the LGFA defaults. Consequently, a
call on the LGFA Guarantee will only occur if the numerous safeguards put in place
to prevent an LGFA default fail. This is highly unlikely to happen.



43. If any such default did occur, and the Guaranteeing Local Authorities were called
on under the LGFA Guarantee they could potentially be called on to cover atiy:
payment obligation of the LGFA. Such payment obligations may (without limfatiarn
include obligations under the following transactions:

(a) Afailure by the LGFA to pay its principal lenders.

(b) A failure by the LGFA to repay drawings under the liquidity gaci®z with
central government.

(c) A failure by the LGFA to make payments under the hedding tranisactions
referred to in paragraph 24(f).

Guarantee risk shared

44, There is a mechanism to ensure that payments madg aader the Guarantee are
shared between all Guaranteeing Local Authorities.\Th2 proportion of any
payments borne by a single Guaranteeing Local Althexity is likely to be based on
the number of ratepayers in its district or region, or,orasome other statistic which is
a proxy for its relative ability to make payments.

Rates Charge

45. It is possible that Guaranteeing Local Adtiorities will be required to provide a
Rates Charge to secure their obligations underthe Guarantee.

Benefits of being a Guaranteeing Local Autherity

46. Participating Local Authorities 79 . permitted not to be Guaranteeing Local
Authorities, it will be on the basis't!iat their borrowings are only allowed to reach a
limited level, less than $20,000.089. Such local authorities will also be required to
pay higher interest margins.

47. Guaranteeing Local Auaopaes will, therefore, have the benefit of not having this
low limit on borrowing, ancawill pay lower funding costs.

Additional equity commitmeat

48. In addition to thw equity contributions made in conjunction with borrowing, all
Guaranteeing Local“Authorities are likely to be required to commit to contributing
equity if requiwad Gnder certain circumstances. It is expected that calls on any
such commitnients will be limited to situations in which there is a risk of imminent
default by, thi LGFA.

49, A ca'ipracditional equity contributions will only be made if calls on the uncalled
Canital anil on the Cross Guarantee will not be sufficient to eliminate the risk of
inimihent default by the LGFA. Consequently, the factors which limit the risk in
relati¢p to the Cross Guarantee also apply here.

50. If Tan additional equity contribution is required, the LGFA will lend the money
required to make that contribution to the relevant local authority. For example, if
$100,000 was required, the LGFA might issue $100,000 of shares to the local
authority and, in return, the local authority would owe it a debt of $100,000.
Consequently, there would be no requirement on the local authority to immediately
make a cash payment. However, such a debt would ultimately have to be paid if the
LGFA never regained a position in which it could buy back the shares.



51. It is possible that Guaranteeing Local Authorities will be required to provige @
Rates Charge to secure their obligations to contribute additional equity.

Initial purchase of a single share

52. It is possible that Guaranteeing Local Authorities may be require( to ijitially
subscribe for 1 share in the LGFA. This is so that, if they have, an.siigoing
commitment to subscribe for shares when required, they will alrfcedy be a
shareholder in the LGFA. The significance of this is that they will ot be required,
when subscribing for further shares, to go through the special consultative process
associated with becoming a shareholder in a council-controlled Gsganisation.

Characteristics designed to make the LGFA Scheme fair for ali,Participating Local
Authorities

53. The principal risk involved with the LGFA Scheme 5 hat Participating Local
Authorities will default on their payment obligations. Tia=greater this risk is, the
less attractive participation in the LGFA Schemeis Ter all Participating Local
Authorities.

54. The Participating Local Authorities do not create this risk in equal amounts. There
are some that carry a greater default risk tiaw, others, and therefore contribute
disproportionately to the overall risk in the L&GFEA) Scheme. Those local authorities
are also the local authorities that would(bZdikely to pay the highest interest
margins if they borrowed outside the LGEA'S<heme, and so potentially benefit the
most from the LGFA Scheme.

55. To avoid, or at least minimise, what'ig e tectively cross subsidisation of the higher
risk local authorities by the lower rigkniacal authorities different interest margins will
be paid by different local awthedties when they borrow from the LGFA, with
those carrying the higher defauinrisk paying the higher interest margins.

Viability of the LGFA Scheme gepgendént on participation levels

56. The modelling and other “analysis done by Cameron Partners and Asia Pacific
Risk Management (AFRM) suggests that the LGFA Scheme will be viable (in that

it will deliver sufficieatenefits to justify its establishment and continued existence)
if:

(a) the LGEA maintains a high enough credit rating; and
(b) sufficienidiunds are borrowed through it to obtain the economies of scale
berizfits referred to in paragraph 10(b).

57. An=AA+ credit rating with Standard and Poor and Fitch is maintained.

58. Consiqguently, the participation of sufficient local authorities, both initially as Principal
Shareholding Local Authorities (to contribute initial capital) and in meeting their
onjoing borrowing requirements through the LGFA Scheme is critical.

9. The Principal Shareholding Local Authorities has collectively contributed $20 million

by way of initial capital contribution. What this amounts to on a per-local authority
basis will depend on the number of Principal Shareholding Local Authorities.



60. The Principal Shareholding Local Authorities are required to meet a certal
proportion of their borrowing needs through the LGFA Scheme for an initial pegiod,
to ensure that the critical amount of utilisation is achieved.

Summary of transactions a Council will enter into if it joins the LGFA Schesiic

61. If a Council joins the LGFA Scheme as a Principal Shareholding Logal ~uttority, it
will:

(@) subscribe for shares in the LGFA to provide it with capital (see paragraphs 16
and 31);

(b) possibly commit to meeting a certain proportion of its Larrowing needs from
the LGFA (see paragraph 62);

(c) borrow from the LGFA;

(d) subscribe for Uncalled Capital in the LGFA (s€adiscussion in paragraphs 38
to 39 above);

(e) subscribe for Borrower Notes (see discugsion in paragraphs 32 to 37);
(f)  enter into the Guarantee (see discussien 1T paragraphs 40 to 45 above);

(g) commit to providing additional equitysto the LGFA under certain
circumstances (see discussion jir, pasagraphs 49 to 53 above);

(h) possibly purchase one shareyn“ine LGFA at the time of joining the LGFA
Scheme (see discussionin paragraph 54 above); and

()  provide a Rates Chargetg’sf2cure some or all of its obligations under the LGFA
Scheme (see discussion wi'paragraphs 26 to 28, 46 and 53 above).

62. If a Council joins the LGFAwScheme as a Guaranteeing Local Authority, but not as
a Principal Shareholdimg Local Authority, it will enter into the transactions described
in paragraph 63, othiarshan those described in paragraphs 63(a), 63(b) and 63(d).

63. If a Council joirG, feyLGFA Scheme, but not as a Guaranteeing Local Authority
(and therefore alsonrot as a Principal Shareholding Local Authority) it will only
enter into theptransactions described in paragraph 63(e) and 63(i).

PART C - LOCAL ALJZHORITY COSTS AND BENEFITS

64. The Coftsand benefits to a Participating Local Authority will depend on whether it
pasticipates as a Principal Shareholding Local Authority, a Guaranteeing Local
Autharity, or as neither.

Benegfiis to local authorities that borrow through the LGFA Scheme

65 Te LGFA is able to borrow at a low enough rate for the LGFA Scheme to be
attractive because of the three key advantages the LGFA will have over a local
authority borrower described in paragraph 10. That is — exploiting a credit rating
arbitrage, economies of scale and a regulatory arbitrage.



66.

67.

68.

(i)

69.

70.

In addition, the LGFA provides local authorities with increased certainty
access to funding and terms and conditions (including the potential access to loraer
funding terms eg ~ 10 yrs+).

The potential savings for a local authority in terms of funding costs will dépernd,on
the difference between the funding cost to that local authority whensitshomows
from the LGFA and the funding cost to the local authority when it korrow;; from
alternative sources. This difference will vary between local authorities

The funding costs each local authority pays when it borrows from tixe LG~A will be
affected by the following factors, some of which are specific to the locar authority:

(@) the borrowing margin of the LGFA,
(b) the operating costs of the LGFA,

(c) any price adjustment made by the LGFA for that{spegific local authority as
a result of:

the credit quality of the local authority;
(i)  the size of the borrowings of that locanhautiiority from the LGFA; and

(i)  the local authority being a Guaranieeing Local Authority or not.

A diagram which shows what will affect the aamount of any funding cost savings is
set out as Annex 1.

Cameron Partners and APRM have”taveloped a detailed financial model of the
LGFA Scheme and analysed the curignt’/debt markets. The table set out in Annex 2
summarises the potential savings foriqcal authorities depending on their credit status.
(The modelling is based on @anuitions prevailing at December 2010 and on a
number of assumptions regarging' the LGFA, including its credit rating and the
amount of loans it makes ta ICzal authorities.)

Costs to local asinorities that borrow through the LGFA Scheme

71.

The casts to ‘Participating Local Authorities as a result of their borrowing through
the LGFRAYScheme take two forms:

(&) | Fisst, there are some risks that they will have to assume to participate in the
<cheme, which create contingent liabilities (ie costs which will only materialise
in certain circumstances).

&%) Secondly, there is some cost associated with the Borrower Notes.



Risks

72.

73.

74.

The features of the LGFA Scheme described above which are included to obtany &
high credit rating are essentially steps which remove risk from lenders to mai=thaic
residual risk low enough to justify the high credit rating. These features reniaye rigk,
in part, by transferring it to Participating Local Authorities.

These risks are that:

(@) in the case of Guaranteeing Local Authorities, a call is inade/under the
Guarantee (see discussion in paragraphs 40 to 45 above);

(b) in the case of Guaranteeing Local Authorities, a call is made fG/" a contribution
of additional equity to the LGFA (see discussion in paragraphs 49 to 53 above);
and

(c) in the case of all Participating Local Authoritiesswre LGFA is not able to
redeem their Borrower Notes (see discussion in paragiaphs 32 to 37).

Each of these risks is discussed in some detail in theparagraphs indicated next to
the relevant risk. For the reasons set out in thase Wiscussions, it is anticipated
that each of the risks is low.

Cost of Borrower Notes

75.

76.

77.

As discussed in paragraphs 32 to 37, ai{Paurticipating Local Authorities will be
required to invest in Borrower Notes whenpstaey borrow from the LGFA. This carries
a cost in addition to the risk referred tayin saragraph 75(c), because the investment
in Borrower Notes will be funded by theriswing from the LGFA, and the cost of this
funding will be higher than the retusspcdid on the Borrower Notes.

It is anticipated that the BorrGweif Notes will pay a discretionary payment equal to
the LGFA's own cost of fiiids. %81y discretionary payment is likely to be capitalised
until maturity.

As noted in paragrazia, 36, while it is the intention for the LGFA to always pay the
proposed annual paymarit on the Borrower Notes, such payments are at the LGFA's
discretion so, in gome sitdations, those payments may not be made.

Cost/benefit analysis for tite investment by Principal Shareholding Local Authorities

78.

79.

80.

In additiop=to tYi0se costs and benefits that all Participating Local Authorities are
expected, to. receive in relation to their borrowing from the LGFA, Principal
Shareholding/_ocal Authorities will also hold shares in the LGFA (Establishment
Shargs)

Establishrient shares will pay a discretionary annual payment, which is an amount
uj) to the LGFA’s own cost of funds plus 200 bps.

While it is the intention for the LGFA to always pay the annual payment on the
Esablishment Shares, this payment will not be made, or will be reduced, if the
ngrformance of the LGFA means that the LGFA does not consider it appropriate to
make the payment.

1 A "bp" is a "basis point", which is a term that means "0.01%". 200 bps therefore refers to 2% of the amount invested.



81. Any local authority investor in Establishment Shares will also be required to subscrive
for the same amount of Uncalled Capital in the LGFA. This Uncalled Capital can be
called at the discretion of the LGFA under certain circumstances to ensure ‘e
ongoing viability of the LGFA. Once called the Uncalled Capital is called, it vw.:ivave
the same characteristics as Establishment Shares. This is an additional iisk (@and
therefore contingent cost) for Principal Shareholding Local Authorities. “&ncalled
Capital is discussed in more detail in paragraphs 38 to 39 above.

Anrex 1

DIAGRAM SHOWING FACTORS AFFECTING POTENTIALy, SAVINGS

LGFA
borrowing

LGFA
operating
costs

) Return to
LGFA

Investors

margin




Cameron Partners and APRM have developed a detailed financial model of the LGFA Sch
analysed the current debt markets. The following table summarises the potential savingsxA
authorities depending on their credit status and based on conditions prevailing at Decemb EI R nd

TABLE SHOWING ANTICIPATED PRICING BENEFITS é ;
|

a number of assumptions regarding the LGFA (including its credit rating and the amo ans it
makes to local authorities).

G

Potential LGFA 5 Year Pricing Benefits(all bps*)
LGFA Operating
Costs & Investor

LGFA Pricing LGFA Prici Standalone LA
Borrowers Margin RO Adjustment SRS Borrowing Rate

LA LGFA Borrowing

AA+ rated 65 25 -10 80 ' 120 40

AA rated 65 25 -5 8 125 40
AA- rated 65 25 0 9 130 40
A+ rated 65 25 5 135 40
A rated 65 25 10 @ 140 40
Un-rated 65 25 15 ai 155 50

As at December 2010

*A"bp"is a"basis point”. which is a term that means "0.01%".



Appendix 2

LIST OF ACTIONS FOR JOINING THE LGFA

1. LGFA notified of Westland's desire to join. This prompts LGFA to commence two frociases:
e The firstis a credit analysis of Westland, and the
e Second is an application for Westland to be accorded "Eligible Investor  status under
the Securities Act.

Credit analysis takes about a week, but that a lot longer can be required if me:2 than one Council is
joining at the same time. For example, 3-4 weeks was not enough for one Caynci! because a number
of other Councils were joining at the same time.

The "Eligible Investor" application takes 2-3 weeks. Either way, the LGFA should be notified as soon
as possible to get these processes under way.

2. Russell McVeagh (LGFA lawyers) are provided with Westland's Sebenture Trust Deed and
Registry Agreement, (refer to note 1) which they review and theri®aroyide a required list of
amendments. Allow 2-3 weeks for this.

3. Then Council’s lawyers prepare the required amendments¥if.iny). This can be done within a few
days.

4. Amendments are negotiated with the Registrar anc_T#uijtee. This can be done within a few days.

5. Russell McVeagh prepare accession documentation and Council lawyers review. This can be done
within a few days.

6. Council lawyers prepare various ancillary adsumentation and Russell McVeagh reviews. This can
be done within a few days.

7. Council lawyers send all documepis ¢ #far signing. Elected members need to sign some
documents, so this is sometimes hela%0 a bit by constraints on their availability.

8. Council lawyers and Russellf{vic\\aagh check all documents as they come back. This is usually
done within a day.

9. Council lawyers arrange foi"secrity stock to be issued and get registrar extracts. This can be done
within a day.

10. Westland providgeyits'/innual Rates Income number for the year ended 30 June. (This can be
done any time in the,pricess.)

11. Council lawyers praepare a legal opinion for the LGFA and the LGFA Security Trustee (Trustee
Executors).

12. Counciltaw rers provide a conditions precedent sign-off to the LGFA Security Trustee.



