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FINANCIAL STATEMENT NOTES

21. Reconciliation of profit/(loss) for the year to net cash flow from operating activities

Actual 2005/06 Actual 2006/07

$000 $000
9,009 Profit/(loss) for the year 4,809
Add/(less) non-cash items
7,614 Depreciation/amortisation 9,198
(6,629) Vested assets (4,439)
(13) Increase/decrease in landfill aftercare provision 0
14 Impairment charges 0
112 Gain/(loss) on disposal 2,240
(57) Gain/(loss) in fair value of forestry assets 2
999 Gain/(loss) in asset revaluation (2,778)
3 Gain/(loss) in fair value of investment assets (61)
(1,060) Other non-cash operating items (44)
9,992 8,927
Add/(less) movements in working capital items
(357) Increase/decrease in trade and other receivables (124)
(654) Increase/decrease in trade and other payables (657)
(210) Increase/decrease employee benefit liaibilities 17
(852) Increase/decrease inventories (114)
(51) Increase/decrease in net GST (228)
(2,124) (1,106)
Add/(less) items classified as investing or financing activities
11 Gain/(loss) or disposal of Property, Plant and equipment 21
415 Profit/(loss) on sale of shares 0
(754) Movement in fixed asset related accounts payables 0
(328) 21
7,540 Net cash inflow from operating activities 7,842
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FINANCIAL STATEMENT NOTES

22. Kaimai Valley Services Business Unit

This is the works unit of council which undertakes operational and maintenance functions.

Actual 2005/06 Actual 2006/07

$000 $000

5,134 Operating costs 7,907
Operating recoveries

5,268 Other Council activities 8,337

5,268 Total recoveries 8,337

134 Operating profit/(loss) 430

(@) The actual operating costs for 2006/07 include purchase for materials. The budgetary provisions for these costs were made in the respective significant activities.
(b) Kaimai Valley Services expenditure includes allocated overheads of $50,000.

23. Kaimai Consultants Business Unit

This unit provides engineering design and contract management functions.

Actual 2005/06 Actual 2006/07

$000 $000

1,126 Operating costs 1,440
Operating recoveries

1,002 Land Transport NZ assisted roading for design and supervision fees 533

358 Other Council activities 1,132

1,360 Total recoveries 1,665

234 Operating profit/(loss) 225

(a) Kaimai Consultants Business Unit expenditure includes allocated overheads of $134,000.
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FINANCIAL STATEMENT NOTES

24. Overheads

Actual 2005/06 Budget 2006/07 Actual 2006/07
$000 $000 $000
Expenditure
1,679 Management 1,731 1,889
415 Administration services 398 368
445 Finance 445 442
814 Management information 780 811
0 Community Development 0 0
Operations
574 - Asset management 711 769
0 - Property 0 0
437 Customer services 468 460
335 Offices 0 0
(34) Depots 0 0
(8) Plant 221 92
4,657 Total cost 4,754 4,831
4,657 Allocated costs 4,754 4,831

Overheads have been allocated to significant activities on the basis of usage. Overhead expenditure includes the following costs:

Actual 2005/06 Budget 2006/07 Actual 2006/07

$000 $000 $000
Expenditure

4,099 Operating costs 4,412 4,360

509 Depreciation/cost of capital 342 403

49 Internal interest 0 68

4,657 4,754 4,831
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25. Related parties disclosure

Councillors and senior management, as part of a normal customer relationship, were
involved in minor transactions with the Council (such as payment of rates, purchase
of rubbish bags).

Terms and conditions of transactions with related parties are made in arms length
transactions at both normal market prices and normal commercial terms.
Outstanding balances at 30 June 2007 and 2006 are unsecured and settlement
occurs in cash.

There have been no guarantees provided or received for any related party receivables.
For the year ended 30 June 2007, the Council has not raised any provision for doubtful
debts relating to amounts owed by related parties as the payment history has been
excellent (2006: $0). This assessment is undertaken each financial year through
examining the financial position of the related party and the market in which the
related party operates. When assessed as required the Council raises such a provision.

The following elected members and senior management personnel had contracts
for the supply of goods and services to Council during the year. The nature of the
supply and the amounts involved are identified.

During the year Council purchased services from John Harris & Associates Ltd, in
which Councillor J Harris is principal. These services cost $26,237 (2006 : $7,664)
and were supplied on normal commercial terms. The services exceeded the threshold
of $25,000 as per section 3 (3)a of the Local Members Interest Act 1968. Approval
was granted from the Office of the Auditor General. There is a balance of $2,891
(2006 : $ 3,896 ) outstanding for unpaid invoices at year-end.

No services were purchased from Essentially Joinery Services of which Councillor
G Stanley was previously Managing Director of during the year (2006 : $12,604)

During the year Council purchased services from R & J Barnes Holdings Ltd, trading
as Rex Barnes Engineering, of which Councillor J Barnes is a Director. These services
cost $29,280 (2006 : $12,903) and were supplied on normal commercial terms. The
services exceeded the threshold of $25,000 as per section 3 (3)a of the Local
Members Interest Act 1968. Approval was granted from the Office of the Auditor
General. There is a balance of $0.00 (2006 : $ 2,965) outstanding for unpaid invoices
at year-end.
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During the year Council purchased land at a cost of $753,000 (2006 : $0.00)from
RG and JE Barnes Partnership of which Councilllor J Barnes is a principal partner.
The land purchase was to obtain connectivity to the Industrial land sub-division in
Matamata. . The cost exceeded the threshold of $25,000 as per section 3 (3)a of the
Local Members Interest Act 1968. Approval was granted from the Office of the
Auditor General.

During the year Council purchased insurance from Hugh Vercoe and Associates Ltd
of which Mayor H Vercoe is principal. The brokerage fees cost $5,511 (2006 : $4,249)
and were supplied on normal commercial terms.

During the year Council purchased services from Television Media Group, Matamata,
of which Matamata Community Board Chairperson D Anderson is Chief Executive
Officer. These services cost $3,013 ( 2006 : $3,134) and were supplied on normal
commercial terms. There is a balance of $875 ( 2006 : $50) outstanding for unpaid
invoices at year-end.

Key management personnel compensation

Actual 2005/06

Actual 2006/07

$000 $000

429 Salaries and other short term employee 451

{ benefits

Key management personnel include members of the executive management team.
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FINANCIAL STATEMENT NOTES

Pl AKDO

Leases can be renewed at Council's option, with rents set by reference to current
market rates for items of equivalent age and condition. Council does have the option

to purchase the asset at the end of the lease term.
Actual 2005/06 Actual 2006/07 There are no restrictions placed on Council by any of the leasing arrangements.

$000 $000

26. Capital Commitments and operating leases Capital

Operating leases as lessor

Capital commitments
4,846 | Capital expenditure contracted for at 1,200
balance date but not yet incurred for
property, plant and equipment

Council leases its property under operating leases. The majority of these leases have
a non-cancellable term of 36 months. The future aggregate minimum lease payments
to be collected under non- cancellable operating

4,846 1,200 Leases are as follows:
There are no capital commitments in relation to the Council's interest in joint venture. Actual 2005/06 Actual 2006/07
Operating leases as lessee $000 903

Council leases property, plant and equipment in the normal course of its business. Non-cancellable operating leases as
The majority of these leases have a non-cancellable term of 45 months. The future Becor
aggregate minimum lease payments to be collected under non-cancellable operating

loases arcEERIE 188 : Not later than one year 144
159 | Later than one year and not later than 15l

five years
Actual 2005/06 Actual 2006/07 9 | Later than five years 0
356 | Total non- cancellable operating leases 295

$000 $000

Non-cancellable operating leases as

lessee
30 | Not later than one year 30
68 | Later than one year and not later than 38
five years
0 | Later than five years 0

98 | Total non- cancellable operating leases 68

No contingent rents have been recognised in the statement of financial performance
during the period.
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Post Closure Responsibilities

* Treatment and monitoring of leachate;

e Ground water and surface monitoring;

e (Gas monitoring;

< Implementation of remedial measures such as needed for cover, and control
systems;

27. Contingencies
Contingent liabilities

Airport Uncalled Capital
During May 2004, the shareholders of Waikato Regional Airport (WRAL), of which

Matamata-Piako District Council has a 15.625% shareholding, authorised the company  ©

to issue further shares totalling $21.6m to shareholders. The capital restructure is
part of the WRAL Airport development and allows WRAL to borrow commercially
at favourable interest rates. While there are no plans to call up the capital, Council

Ongoing site maintenance for drainage systems, final cover and vegetation.

The cash outflows for landfill post-closure are expected to occur in one to 26 years
time (or between 2007 to 2032). The long-term nature of the liability means that

there are inherent uncertainties in estimating costs that will be incurred. The provision
has been estimated taking into account existing technology and is discounted using
a discount rate of 8%.

has a contingent liability for $3.375m for uncalled capital.

Local Authority Shared Services
The uncalled capital share of Local Authority Shared Services amounts to $1,000 as

at 30 June 2007. The following assumptions have been made in the calculation of the provision:

e Obligations for the post closure work are for 30 years after landfill closure;
e That post closure expenditure has been estimated as $20,000 per annum per

Joint venture contingent liabilities |
landfill.

There are no contingent liabilities associated with Council’s joint venture, Thames
Valley Combined Civil Defence Committee.

Transactions for 2006 are as follows: Actual 2006/07

Actual 2005/06

28. Landfill aftercare provision
$000 $000
Matamata-Piako District Council gained Resource Consents for the following landfills:
Morrinsville Landfill 31/5/2000 908 | Opening balance 895
orrinsville Landfi ; ..
Matamata Landfill 8/12/2001 Landfill.aftercare provision
Te Aroha Landfill 9/12/1998 73 i Interest unwind 66
The C ih ibil Rt o = 5 k (86) i Charged to provision (14)
e Council has responsibility under the Resource Consents to provide ongoing ; i
maintenance and monitoring of these landfills after the sites have been closed. There 895 | Closing provision 947
are closure and post closure responsibilities such as the following: Consists of:
75 | Current portion 75
Closure Responsibilities 820 | Term portion 575

< Final cover application and vegetation;

Incremental drainage control features;

Completing facilities for leachate collection and monitoring;
Completing facilities for water quality monitoring;
Completing facilities for monitoring of gas.
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29. Remuneration

Elected Representatives

Actual 2005/06 Actual 2006/07
Mayor
71,955 { VERCOE, Hugh 72,454
Councillors
15,698 i BARNES, Janet 16,510
15,698 { BOOTTEN, Len 16,510
15,698 | GRIBBLE, Michael 16,510
17,493 { HARRIS, John 20,117
22,713 | HIGHT, Maurice 22,763
18,323 { JOHNSTON, Timothy 17,683
15,698 i KIDD, Judith 16,510
19,623 | MCGRAIL, Robert 20,638
15,698 { SHERBURD, James 16,510
15,698 | STANLEY, Garry 16,510
19,808 i TISCH, Leonie 16,510

Chief Executive

The Chief Executive appointed under section 42 of the Local Government Act 2002
received a salary of $180,400. (2006 $150,300) In terms of his contract, the Chief
Executive also received the following additional benefits:

Cost during 2005/06 Cost during 2006/07

$ $

23,723 ; Vehicle (market value plus FBT) 22,435

408 i Telephone/Modem 310

2,345 | Medical insurance (market 2,552
value plus FBT)

38,600 | Superannuation subsidy 19,300

For the year ended 30 June 2007, the total annual cost including fringe benefit tax
to the Council of the remuneration package being received by the
Chief Executive is calculated at $224,997. (2006 $215,378)
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30. Severance Payments

For the year ended 30 June 2007Council made no severance payments.

31. Financial instrument risks

Council has a series of policies to manage the risks associated with financial instruments.
Council is risk averse and seeks to minimise exposure from its treasury activities. Council
has established Council approved Liability Management and Investment policies. These
policies do not allow any transactions that are speculative in nature to be entered into.

Market risk

Price risk

Price risk is the risk that the value of a financial instrument will fluctuate as a result
of changes in market prices. Council is exposed to equity securities price risk on its
investments, which are classified as financial assets held at fair value through equity.
This price risk arises due to market movements in investments. This price risk is
managed by diversification of Council’'s investment portfolio in accordance with the
limits set out in Council's Investment policy.

Council holds investment in local government stock and Power New Zealand
Investment Fund, which was established in 1998 using the proceeds from sale of
the Power New Zealand Shares. In 2007. Council has $161,162 loss on this investment
and states it in statement of equity changes as “valuation gain taken to equity”.

Currency risk

Currency risk is the risk that the value of a financial instrument will fluctuate due to
changes in foreign exchange rates. Council is not exposed to currency risk, as it does
not enter into foreign currency transactions.

Interest rate risk
The interest rates on Council's investments are disclosed in note 11 and note 18.

Fair value interest rate risk

Fair value interest rate risk is the risk that the value of a financial instrument will
fluctuate due to changes in market interest rates. All Council’s financial instruments
have fixed interest rate.
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At 30 June 2007, the fair value of Council’s Advances has been decreased by
$60,841.95, since the higher market interest rate.

At 30 June 2007, the fair value of Council’s borrowing has been decreased by
$268,692.52 as a result of the changes of market interest rate.

Cash flow interest rate risk

Cash flow interest rate risk is the risk that the cash flows from a financial instrument
will fluctuate because of changes in market interest rates. Borrowings and investments
issued at variable interest rates expose Council to cash flow interest rate risk. Council
recognises the value changes which are made by the floating of market interest rate
into Income statement.

Credit risk

Credit risk is the risk that a third party will default on its obligation to Council, causing
Council to incur a loss. Council has no significant concentrations of credit risk, as it
has a large number of credit customers, mainly ratepayers, and Council has powers
under the Local Government (Rating) Act 2002 to recover outstanding debts from
ratepayers.

Council invests funds only in deposits with registered banks and local authority stock
and its Investment policy limits the amount of credit exposure to any one institution
or organisation.

Liquidity risk

Liquidity risk is the risk that Council will encounter difficulty raising liquid funds to
meet commitments as they fall due. Prudent liquidity risk management implies
maintaining sufficient cash, the availability of funding through an adequate amount
of committed credit facilities and the ability to close out market positions. Council
aims to maintain flexibility in funding by keeping committed credit lines available.

Council manages it liquidity by:

* Appropriate cash flow management to ensure that sufficient funds are available
to meet all of its obligations as and when they fall due;

e Maintaining appropriate short-term borrowing facilities with Council’s principal
banker (current overdraft $500,000);

e Maintaining the following debt maturity profile limits:
- No more than 40% of the public debt may mature within one 12 month period;
- No more than 25% of the total debt may mature within one calendar month.

The maturity profiles of the Council's interest bearing investments and borrowings
are disclosed in notes 11 and 18 respectively.
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32. Capital management

The Council's capital is its equity (or ratepayers’ funds), which comprise retained
earnings and reserves. Equity is represented by net assets.

The Local Government Act 2002 [the Act] requires the Council to manage its revenues,
expenses, assets, liabilities, investments, and general financial dealings prudently
and in a manner that promotes the current and future interests of the community.
Ratepayer's funds are largely managed as a by-product of managing revenues,
expenses, assets, liabilities, investments, and general financial dealings.

The objective of managing these items is to achieve intergenerational equity, which
is a principle promoted in the Act and applied by the Council. Intergenerational equity
requires today's ratepayers to meet the costs of utilising the Council’s assets and
not expecting them to meet the full cost of long term assets that will benefit
ratepayers in future generations. Additionally, the Council has in place asset
management plans for major classes of assets detailing renewal and maintenance
programmes, to ensure ratepayers in future generations are not required to meet
the costs of deferred renewals and maintenance.

The Act requires the Council to make adequate and effective provision in its Long-
Term Council Community Plan (LTCCP) and in its Annual Plan (where applicable) to
meet the expenditure needs identified in those plans. And the Act sets out the
factors that the Council is required to consider when determining the most appropriate
sources of funding for each of its activities. The sources and levels of funding are
set out in the funding and financial policies in the Council's LTCCP.

Council has the following Council created reserves:
* Reserves for different areas of benefit; e Self-insurance reserves; and
e Trust and bequest reserves.

Reserves for different areas of benefit are used where there is a discrete set of rate
or levy payers as distinct from the general rate. Any surplus or deficit relating to
these separate areas of benefit is applied to the specific reserves.

Self-insurance reserves are built up annually from general rates and are made available
for specific unforeseen events. The release of these funds generally can only be
approved by Council.

Trust and bequest reserves are set up where Council has been donated funds that
are restricted for particular purposes. Interest is added to trust and bequest reserves
where applicable and deductions are made where funds have been used for the
purpose they were donated.

142




MATAMATA - PIAKO DISTRICT COUNCIL ANNUAL

FINANCIAL STATEMENT NOTES

33. Explanation of major variances against budget

REPORT

2006 /07
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Actual 2006/07

Income Statement

Rates
Rate income increased due to unbudgeted arrears income, and district growth in rateable units.

Other Income
Reserve contributions for the year were well above budget. Recoveries from industry offset the loan
repayments made by Council. Vested assets well above budget.

Other Expenses
Variances are included in the individual cost of service statements to which they relate.

Other gains/losses
Infrastructure assets replaced before reaching end of life period.

Finance Costs
Budgeted loans not raised.

$000

265

8,735

(1,669)

(3,855)

(621)
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Explanation of major variances against budget

Actual 2006/07

$000
Statement of Changes in Equity 45,594
Revaluation of Council’s assets. Profit well above budget.
Balance Sheet
Current Assets 1,955
Cash and cash equivalent Accounts Receivables above budget.
Current Liabilities 1,792
Accounts payable and portion of BNZ loan to be repaid during next financial year.
Non Current Financial Assets (1,862)
Actual growth in shares value below budget.
Fixed Assets 59,765
Significant increase in value of assets due to revaluation.
Term Liabilities (17,119)
Budgeted external loans not raised.
Revaluation Reserve (7,144)
Revaluation Reserve cleared at 1 July 2006 to comply with IFRS.
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Matamata - Piako District Council

PO Box 266
Te Aroha
Phone 0800 746 467
Fax 07 884 8865
info@mpdc.govt.nz
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