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Nelson Regional Sewerage
Business Unit

8 February 2011

REPORT 1033037
Proposal to Distribute Future Business Unit Surpluses

i. Purpose of Report

1.1.  To align the budgets in the 2011/12 Business Plan with the objective of
repaying debt over 30 years to ensure the principle of intergenerational
equity is maintained.

2. Recommendations

THAT the NRSBU establishes a principle that future
operating surpluses be returned to the Shareholders
provided that there is provision to repay loans over 30
years.

AND THAT the revised 2011/12 Business Plan which
includes the proposed distribution of surpluses be
approved.

Background

3.1. The Joint Shareholders Group considered this issue at their meeting of 1
March 2010. The Minutes record the following :-

"Nelson Regional Sewerage Business Unit Surplus Income

Report No 880820, agenda pages 6-8 refers

The Chairperson of the Business Unit gave a background to the report. The
Joint Committee expressed the view that it was appropriate that any surplus
come to the two owners.

Recommendation to the Nelson City Council and the Tasman District Council

THAT for this financial year the excess surplus above what
was budgeted for from the Nelson Regional Sewerage
Business Unit be returned to the two ccuncii shareholders in
equal proportions

Kempthorne/Thomas Carried

There was some discussion regarding the debt/equity ratio of the Business
Unit. It was agreed that within the next review of the Memorandum of
Understanding, the Councifs should give a direction to the Business Unit
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Board on what debt/equity ratio is seen as appropriate for the Business
Unit.”

3.2, When the NRSBU was established in 2000 the debt to equity ratio stood
at 70/30 with $11.4m debt and $4.8m equity. Over the last 10 years
priority has been given to reducing the level of debt with almost all
surpluses being used to repay debt. At June 2010 the Debt to Equity
ratio was 27/73. See Appendix A for a history of debt and equity levels.

3.3. Put simply, surpluses have been generated from the return on Equity
and the difference between the interest which NRSBU pays on loans and
the rate of return which is charged to customers.

4. Discussion
Proposed Use of Surpluses

4.1.  Appendix B contains a ten year financial forecast where all surpluses
continue to be used to repay debt. A review of projected investment
requirements, debt levels and surpluses shows that by continuing to
utilise surpluses to repay debt the Business Unit is reducing debt levels
to a point where the principle of intergenerational equity is compromised
by unfairly burdening current ratepayers with accelerated debt
repayments. This would result in future generations utilising high value
assets which have been paid for by current ratepayers.

4.2, Appendix C contains a revised ten year financial forecast where all
surpluses are returned to the shareholders. Under this scenario it can
be seen that debt is projected to peak at $30m in 2017 (with a Debt to
Equity ratio of 52/48) and then reduce back to $24m by 2020 (Ratio
47/53). This is considered to be sustainable.

4.3.  As can be seen from Appendix D, funds from depreciation are anticipated
to be more than sufficient to pay for renewals as well as repaying debt
over 30 years as required by the Business Plan objectives.

Impact on Council Owners

4.4,  The significant increase in contributions in 2012/13 as a result of the
replacement pipeline upgrade, are largely borne by the two Councils.
Appendix D shows the forecast NRSBU total contributor costs, the cost
to each Council, as well as each Council’s share of the Owners’
Distribution over the next 10 years.

4.5.  The increased contributions to TDC and NCC can be largely offset by
distributing operating surpluses, thus enabling Councils to avoid
significant rates increases associated with increases in their NRSBU
contributions.

Concilusion

5.1.  The proposal to return future surpluses to shareholders is consistent
with the requirements for:

- Fiscal responsibility under the Local Government Act
- Intergenerational equity

3A-1033037-Report_to_NRSBU_on_Surplus.doc 2

sasn|d.ins 3un ssoulsng a4nind a3nguisip o1 jesodold NSy



- The NRSBU 2011/12 Business Plan Objectives

Contact officer: Andrew Bishop, Management Accountant, Nelson City Council.

Attachments
Appendix A: History of Debt and Equity.

Appendix B: 10 year Projection of Debt and Equity without Owners’ Distribution.

Appendix C: 10 year Projection of Debt and Equity with Owners’ Distribution.
Appendix D: 10 year forecast of Total contributions, Council contributions, and
distributions to owners.
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Appendix A
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Appendix B
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Appendix C
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