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Significant Forecasting Assumptions  

Introduction 
In preparing the Long Term Plan for 2018-28 a number of assumptions and 
predictions about the future have been made.  There are always inherent risks with 
such forecasting, therefore it is important that the main assumptions used in these 
forecasts are identified.  This section has been designed to identify these 
assumptions, and explain the risks associated with such assumptions. 
A number of additional assumptions are highlighted in the groups of activities section 
of this plan. 

HBRC Activities and Functions 
HBRC will continue to perform our existing functions in accordance with current 
legislation and current Council policies. These functions will be primarily carried out 
to meet our statutory role and responsibilities and to help meet the community 
outcomes for the region.  This plan links community outcomes to HBRC activities 
within each group of activities. 

Financial Presentation 
Council has not presented group prospective financial statements because it believes 
that parent prospective financial statements are more relevant to users.  The main 
purpose of prospective financial statements in a Long Term Plan is to provide users 
with information about the core services that Council intends to provide to 
ratepayers and the expected cost of those services and consequentially how much 
Council needs by way of rates to fund the intended levels of service.  The level of 
rates funding required is not affected by subsidiaries except to the extent that 
Council obtains distributions from, or further invests in, those subsidiaries.  Such 
effects are included in the prospective financial statements 

Population 
HBRC has taken into account forecast changes in population in the form of rateable 
properties.  A standard increase of 0.25% has been used for each year of the Long 

Term Plan.  The impact of these changes have a very low effect on the plan’s overall 
projections. 

Natural Disasters 
A significant disaster event, particularly a flood, may have a major impact on the 
work programmes set out in this Long Term Plan.  As these events cannot be 
anticipated they have been excluded from the Plan.  Following such an event, HBRC 
will focus on response to community needs and recovery.  Any major issues would be 
included in subsequent Annual Plans or Long Term Plan Amendments. 

Climate Change 
HBRC has allowed for a response to climate change throughout its work programme 
and levels of service.  Two major projects in this LTP which are in a direct response to 
climate change are the increase in flood protection standards in the Heretaunga 
Plains Scheme and the continuance of the Coastal Hazards Strategy 2120 which is 
looking at a joint committee approach to coastal hazard and sea level solutions. 

Interest Rates 
External Borrowing 
The interest rate assumptions for external borrowing for inclusion in the plan are set 
out below: 

• For the 2018-19 financial year    5.0% 

• For the 2019-20 financial year     5.5% 

• For the 2020-21 financial year    6.0% 

• For the remainder of the plan until 30 June 2028  6.5% 

Interest on Deposits 
The interest rate assumptions for interest on deposits for inclusion in the plan are set 
out below: 

• For the 2018-19 financial year    3.5% 

• For the 2019-20 financial year    4.0% 

• For the 2020-21 financial year    4.5% 

• For the remainder of the plan until 30 June 2028  5.0% 



Significant Forecasting Assumptions I  Page 2 

Cost Adjusters 
All expenditure projections in the financial statements for year 1 (2018-19) of the 
Long Term Plan are stated without cost adjusters.  From year 2 (2019-20) cost 
adjusters have been used to allow for the effect of inflationary pressures.  These cost 
adjuster assumptions are set out in the table 1 below: 
 

The above rates have been provided by BERL economic forecasts in September 2017.  
The salary related costs have also been considered against Strategic Pay indictors 
who are the providers HBRC uses for annual remuneration reviews. 

 

Asset Value Adjusters 
All applicable assets are revalued at various stages during the LTP.  Table 2 below 
sets out the asset value adjusters used in the Long Term Plan. 
 

The above rates for Infrastructure Assets and Hydrological Assets have been 
provided by BERL economic forecasts in September 2017. 
The rates used for Land & Buildings, Forestry Assets, Investment Property and HBRIC 
Ltd Shares were not provided by BERL so industry knowledge and previous actual 
results have been used as a guide to produce these conservation rate assumptions.  
- Property and Forestry Crops are revalued every year 
- HBRIC Ltd shares are revalued every three years starting in the 2020-21 year  
- Operational Land and Buildings and Hydrological Assets are revalued every 

Investment three years starting in the 2018-19 year. 
- Infrastructure Assets are revalued every three years starting in the 2019-20 year. 

Table 1: Cost Adjusters  
 

Year Salary Related Costs External Expenditure Works Group Costs 

Annual 
(%) 

Cumulative 
(%) 

Annual 
(%) 

Cumulative 
(%)  

Annual 
(%) 

Cumulative 
(%) 

2019-20 2.00 2.00 2.20 2.20 2.10 2.10 

2020-21 2.00 4.00 2.20 4.40 2.10 4.20 

2021-22 2.10 6.10 2.20 6.60 2.15 6.35 

2022-23 2.20 8.30 2.30 8.90 2.25 8.60 

2023-24 2.20 10.50 2.40 11.30 2.30 10.90 

2024-25 2.30 12.80 2.40 13.70 2.35 13.25 

2025-26 2.30 15.10 2.50 16.20 2.40 15.65 

2026-27 2.40 17.50 2.50 18.70 2.45 18.10 

2027-28 2.40 19.90 2.60 21.30 2.50 20.60 

Table 2: Asset Value Adjusters  

Year 
Land & 
Buildings 
(%) 

Forestry 
Assets  
(%) 

Investment 
Property 
(%) 

Infrastruct
ure Assets 
(%)  

Hydro 
Assets 
(%) 

HBRIC Ltd 
Shares  
(%) 

2018-19 3.00 6.00 5.00 1.40 2.30 5.00 

2019-20 3.00 6.00 5.00 2.20 2.50 5.00 

2020-21 3.00 6.00 5.00 2.30 2.30 5.00 

2021-22 3.00 6.00 5.00 2.30 2.40 5.00 

2022-23 3.00 6.00 5.00 2.30 2.40 5.00 

2023-24 3.00 6.00 5.00 2.30 2.50 5.00 

2024-25 3.00 6.00 5.00 2.40 2.60 5.00 

2025-26 3.00 6.00 5.00 2.40 2.60 5.00 

2026-27 3.00 6.00 5.00 2.40 2.70 5.00 

2027-28 3.00 6.00 5.00 2.40 2.80 5.00 
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Investments 

Investment Activities 
HBRC has significant investment assets which are used to generate income and help 
subsidise the operating expenditure of HBRC activities. 
The LTP proposes to maintain the current investment in: 

• Napier Port through HBRIC Limited  

• Leasehold property in Napier and Wellington 

• Existing forestry 

HBRIC Ltd 
HBRIC Ltd, the Council’s investment company, commenced activities in February 
2012.  Its principal investment is 100% ownership of Port of Napier Limited (PONL), 
which owns and operates Napier Port 
Dividends payable to HBRC will be 100% of HBRIC Ltd’s Net Profit after Tax (NPAT) as 
stated in its Statement of Intent (SOI) for the year ending 30 June 2018. 
The following table summarises the significant forecasting assumptions in respect of 
HBRIC Ltd dividends: 
 

Year $’000 Year $’000 

2018/19 10,000 2023/24 11,088 

2019/20 10,209 2024/25 11,318 

2020/21 10,422 2025/26 11,554 

2021/22 10,640 2026/27 11,794 

2022/23 10,861 2027/28 12,039 

 
 
 

Leasehold Properties 

Napier 
HBRC owns leasehold endowment property within and around Napier City. Ground 
rents paid by lessors have been predominantly set at 5% of current land value, or 
“fair annual ground rental” and reviewed every 21 years. 
From 1 July 2013, HBRC sold the annual rentals due from this portfolio over the next 
50 years (i.e. until July 2063) to ACC for a lump sum of $37.8 million.  As the annual 
rents have been sold this LTP assumes that the income received will be paid out as an 
expense with a small margin to be kept by HBRC as an administration fee. 
The underlying properties continue to be owned by HBRC and sales to lessors have 
continued, and may continue in the future, in the same way as they have done in the 
past.  HBRC has invested these funds in investments specified in HBRC investment 
policy, and will continue to do so in respect of net proceeds, (after disbursements to 
ACC), of sales of freehold interests to lessors. 

Wellington 
HBRC holds a portfolio of 12 leasehold properties in Wellington which were 
purchased from the historic proceeds of the sale of Napier leasehold properties.  
These leases provide a return of $840,814 per annum with leases renewed every 14 
years. 
  



Significant Forecasting Assumptions I  Page 4 

Forestry 
HBRC has an existing forestry portfolio consisting off: 

Site Name Area (ha) Assumptions 
CHB 168 No material investment, 

maintenance only, no harvesting in 
LTP period 

Mahia 36 No material investment, 
maintenance only, no harvesting in 
LTP period 

Waihapua 213 No material investment, 
maintenance only, no harvesting in 
LTP period 

Tutira 114 Harvesting proposed over the 
period from 2018/19 to 2022/23.  
Replanting after Harvest 

Tutira Manuka Honey 130 Maintenance continues with yearly 
honey income of $46,000 assumed  

Tangoio 150 Harvesting proposed over the 
period from 2020/21 to 2021/22.  
Replanting after Harvest 

Return on the forestry investments are determined by the harvest revenue received. 

HBRC has carbon credits associated with these forestry assets.  Council has yet to 
develop an approved carbon credit policy so for the LTP it is assumed that there are 
no carbon credit sales. 

Tangoio forestry is treated differently from all the other forestry investment as HBRC 
does not own the land but does have responsibility for the management and control 
of the forest.  Any income received from harvest is kept on reserve to fund the 
continuing maintenance programme and is not available for the funding of general 
HBRC operations. 

New Investment 

The previous LTP had proposed investment of up to $80 million into the RWSS 
project through HBRIC Limited.  As at the end of June 2017 HBRC had advanced $15 
million into the project.  In the wake of a Supreme Court decision to rule against the 
land exchange needed to continue with the project, HBRC resolved to invest no 
further capital in the RWSS and write off the full value of the advance between HBRC 
to HBRIC Ltd. 

The remaining $65 million was made up of $50 million cash funds and $15 million 
invested in Wellington Leasehold Property.  It has been proposed to keep the 
Wellington Leasehold Property and the remaining $50 million which had been set 
aside for the project are now to be preserved and to provide investment income to 
help fund the increase to Council’s operating activities. 

Instead of keeping these funds on term deposit it is proposed to make these assets 
work harder and provide more returns. This LTP assumes a return of 4.5% on the 
funds for the first year of the LTP when term deposits are being transferred and then 
a 5% return for the rest of the LTP.  Any income over those projections are to be 
transferred to reserve to cover market fluctuation risks. 

These investments may include any of the investment classes included in the 
investment policy. 

Start Up Investments 

Water Augmentation 
The LTP proposes a $5 million fund to be available for water augmentation, not fixed 
to any particular scheme but available as a grant fund for technical investigation and 
feasibility. 
Although there may be potential for future investment returns from water 
augmentation investment these have not been factored into the LTP budgeting 
process as there needs to be more clarity in this area. 
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Napier – Gisborne Rail 
The LTP proposes a commitment of $1.5 million in year one to support central 
Government’s policy to reinstate the Napier-Wairoa rail line.  No financial returns 
have been assumed over the next ten years as the final business case is not yet 
known. 

Assets 
Infrastructure Assets 
All infrastructure assets (river, flood control and drainage schemes) will be operated, 
maintained and improved as set out in the asset management plans that have been 
prepared for each of the river, flood control and drainage schemes. 
Schemes are funded to a level that ensures levels of service set for each scheme in 
the relevant asset management plan are achieved and maintained over the life of the 
assets. 
For the purposes of projecting annual movement in the values of this asset category 
to fair value, the property price adjusters covering projected movement in asset 
construction (Local Government cost index, capex) as set out by BERL have been 
used.  Refer to the Infrastructure Strategy for further details on the lifecycle of 
infrastructure assets and funding of the replacement of significant assets. 
The useful life of each category of asset is shown in the Statement of Significant 
Accounting Policies included in this plan. 
 

Plant, Property and Equipment including Intangible Assets 
It is assumed that HBRC’s other fixed assets continue to be provided at the level 
required to carry out its activities.  Depreciation on operating assets will continue to 
be fully funded. Combined with the proceeds of asset sales and loan funding, where 
appropriate, that will be sufficient to fund the ongoing programme of capital 
expenditure on operating assets. 
The useful life of each category of asset is shown in the Statement of Significant 
Accounting Policies included in this plan. 

For the purposes of projecting annual movement in the values of this asset category 
to fair value, the Local Government cost index, capex as set out by BERL have been 
used. 

Insurance of Infrastructure Assets 
HBRC currently provides cover for its infrastructure assets through a hierarchy of 
insurance and other available funding as follows. 
1. HBRC uses a commercial insurer to cover 40% of infrastructure value up to an 

estimated maximum probable loss based on a > 1 in 2000 year event of $60 
million, with an excess of $1.5 million.  The insurance will cover up to 2 events 
in any one year. 

2. Central Government, under the National Civil Defence Recovery Plan, will meet 
60% of the value of infrastructure assets critical to the functioning of the 
community, above 0.002% of regional capital value and provided HBRC has 
taken demonstrable steps to meet the remainder of the cost. 

3. Each flood control and drainage scheme has access to a disaster reserve 
account.  The scheme disaster reserves are designed to meet the costs of 
damage that may occur in any relatively minor flood event. 

4. A Regional Disaster Damage Reserve which has been set up to provide “last 
resort” funding for: 

• Cost of responding to and managing an event 

• Any difference between the deductible (excess on insurance) and the 
threshold for eligibility for Central Government assistance 

• Cost of reinstatement of any uninsured assets (e.g. pathways on top of 
stopbanks) 

• Contribution towards the cost of reinstatement of infrastructure assets to 
an equivalent standard to that in place before the damage was incurred 

• The possibility of contributing to the cost of reinstating the level of service 
provided by an asset being considerably more than the optimised 
replacement value. 

The Regional Disaster Reserve is required to be maintained with between $2.75M 
and $3.75M of investments. 
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The budgets established for the 2018-28 LTP were prepared on the basis that this 
reserve would not be drawn on within the 10 Year Plan period. 

Funding of Open Space Initiatives and Community Facility Assistance 
HBRC has historically adopted policies to approve expenditure on capital related 
open space items and assistance to community facilities within the region. This plan 
incorporates the funding of these past initiatives including the loan facility from 
Council’s Sale of Land Investment account. 

Subsidy Rates 
Funding assistance will be provided by Crown agencies, primarily the New Zealand 
Transport Agency. 

NZTA - Operations funding assistance rates 
NZTA provide various subsidies for the following services: 

• Bus services    51% of costs 

• Total Mobility scheme   60% of costs 

• Road Safe Community Programmes 75% of costs 

• Regional Land Transport Planning  75% of costs 

• Super Gold Cards.   $255,000 per year 
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Risks to Assumptions 
The following tables outline the risks to significant forecasting assumptions. If these assumptions prove to be incorrect, there could be a significant effect on the level of rates that 
HBRC plans to collect from the community. In this situation, it will re-examine its work programmes and determine if it’s appropriate to rate the community or change the scope of 
those programmes. 

Council Investment Risks 

Investments Assumption Risk to Assumption Level of Uncertainty Reasons and Financial Impact 

HBRIC Ltd Dividends will be paid 
to HBRC as scheduled 

Napier Port financial 
performance falls short of its 
forecast or natural disaster 
reduces Napier Port capacity. 

Low A substantial part of HBRC's regional income comes from HBRIC as the 
majority of HBRC's investment assets are held by HBRIC.  Any diminution of 
dividends paid by HBRIC to HBRC will have a direct negative effect on 
HBRC's operating position. HBRIC's ability to pay dividends relies in the first 
instance on the profitability and dividend payments of Napier Port. If 
dividends were not able to be received there would be a large impact on 
rates 

Wellington leasehold 
properties 

Lease payments will 
continue as scheduled 

Lessees unable to pay or natural 
disaster leaves land unleaseable  

Low A good part of HBRC's regional income comes from Wellington Leasehold 
lease payments.  Any diminution of payments will have a direct negative 
effect on HBRC's operating position 

Forestry Harvesting Log prices remain 
stable over the period 
of the LTP. 

Price for logs at harvesting is 
lower than forecast. 

Low Like all commodity markets timber is cyclical, however this risk can be 
managed by bringing forward or deferring harvesting. 

Forestry - Manuka Honey prices remain 
stable over the period 
of the LTP 

Price for honey is lower than 
forecast. 

Low A small part of HBRC’s regional income comes from honey sales. 

Managed Funds Revenue assumptions 
can be met each year 

Investments and markets can 
fluctuate effecting income and 
capital value. 

Medium A diverse portfolio will be required to mitigate the risk of investment 
fluctuations as well as trying to build up a reserve to cover fluctuations. 
Managed funds held for investment are to be in the order of $50M at the 
start of this plan.  Therefore a 0.5% movement either up or down from the 
assumed levels of returns in this plan would result in an annual exposure of 
plus or minus $250,000. 

Water Augmentation No returns assumed in 
the LTP period 

No risk Low No downside financial impact.  There may well be an upside if the 
investment can be turned into a commercial feasibly project. 
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NGR No returns assumed in 
the LTP period 

No risk Low No downside financial impact.  There may well be an upside if the 
investment can be turned into a commercial feasibly project. 

Other Risks 

Investments Assumption Risk to Assumption Level of Uncertainty Reasons and Financial Impact 

Inflation Inflation rates have 
been developed from 
BERL economic 
forecasts 

Inflation is higher or lower than 
forecast 

Medium Inflation is affected by external economic factors, most of which are outside 
of HBRC’s control and influence. The estimate of the potential effects of the 
uncertainty is best illustrated by stating that for 2019-20 a move in the cost 
adjustors provided by BERL and used in this plan by plus or minus 0.5% 
would result in either an under or over provision for external expenditure of 
$107,000 and for employment costs of $90,000 . 

Interest Rates on 
Borrowings 

Interest rates increase 
slightly over the term of 
the plan 

Interest rates are higher or lower 
than forecast 

Medium The majority of the borrowing programme proposed in this plan is to 
provide funding to cover loans to homeowners for Sustainable Homes and 
for the Integrated Catchment Activities.  The effect of any interest rate 
movements on the borrowing programme can best be illustrated by stating 
that a 0.5% movement either up or down from the assumed levels of 
interest rates in this plan would result in an annual exposure of plus or 
minus $17,000 for 2018-19 $224,000 for 2027-28 the last year of the plan. 

Asset Revaluations Asset value adjusters 
have been developed 
from a combination of 
external and industry 
knowledge and 
previous actual results 

Asset value adjusters are higher 
or lower than forecast 

Medium Asset valuations are affected by external economic factors, most of which 
are outside of HBRC’s control and influence.  While the movement in asset 
valuations are not cash transactions they do have an effect on the 
statement of comprehensive revenue and expenditure as well as increasing 
or decreasing the asset values on the statement of financial position.  The 
estimate of the potential effects of the uncertainty is illustrated in by plus or 
minus 0.5% on the asset revaluation would increase/decrease the 
revaluation amount by $73,000 for 2018-19 

Occurrence of 
Natural Disaster 

No natural disasters A natural disaster/flood event 
occurs which damages Council’s 
property, plant and equipment 

Medium Call on commercial insurance, Local Authority Protection Programme and 
Government funding through the National Civil Defence Recovery Plan. The 
use of reserves is also available to HBRC as required. 

 



 

Reporting on Significant Changes 
The Local Government Act 2002, Section 95 (5)(b) requires that subsequent Annual 
Plans identify any variation from the financial statements and funding impact 
statement which are included in the Council's Long Term Plan for the year of that 
plan.  
For the purposes of this reporting, the following material and significance levels will 
apply: 
- Where the financial impact of any change exceeds 1.5% of total budgeted 

expenditure in that year 
Other items of change where it is considered to be of interest to the public as the 
principal users of the plan. These items would include establishing new land 
drainage and flood control schemes, new projects, changes in future direction, etc. 
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