Preamble: This draft Statement of Intent has been prepared by the director
designates of LGFA with the intention to negotiate and finalise it with proposed LGFA
Shareholders prior to establishment. The finalised Statement of Intent will then be
formally adopted by the LGFA Board once LGFA has been established.

New Zealand Local Government Funding Agency Limited

Draft Statement of Intent 2011/12

1. Introduction

This Statement of Intent (SOI) sets out the intentions and mxumnwmﬁ_o:m of Zmé Nmm_m:n_ Local
Government Funding Agency Limited (LGFA).

The LGFA is enabled under the Local Government Borrow; m >Q 2011 m:a is a council- no:.nao__mn
organisation (CCQ) for the purposes of the Local mo<m33m:ﬁ Act Noom

The SOI is prepared in accordance with section 64(1) of the _.om,.m,_,nmm,\mﬂ::,_m:ﬁ Act 2002.

2.  Nature and scope of activities = "%

") )
LGFA will raise debt funding eitheFdomestically m:w_.\.‘cmmomm:oﬁm in either NZ dollars or foreign currency
and provide debt funding. to ‘New Zealand local autho ties, and may undertake any other activities

considered by the mom_d Q“ _.m_u> to be ﬂmmmo:ma_< ﬂm_mnma or incidentally to, or in connection with, that
business.

The LGFA will .o&_,\‘_m_na_ﬂﬁ_._onm_ mc?ozzmm that enter into all the relevant arrangements with it
(Participating Local Authorities) and“camply with the LGFA’s lending policies.

3. Objectives
Principal QE.mn_E.&m.m

In accordance with the Local Government Act 2002, in carrying on its business, the principal objectives of
LGFA will be to:

O achieve the objectives of the shareholders (Shareholders) in LGFA (both commercial and non-
commercial) as specified in this SOI;
m be a good employer;

] exhibit a sense of social and environmental responsibility by having regard to the interests of the
community in which it operates and by endeavouring to accommodate or encourage these when
able to do so; and

= conduct its affairs in accordance with sound business practice.
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Based on the business case LGFA'’s financial forecasts for the three years to 30 June 2014 are;

Period to 30 June ($m) 2012 2013 2014
Local Government Interest Income 9.9 4.2 52.1
LGFA Interest Expense (8.4) (27.2) (46.4)
Net Liquidity Income (0.0) (0.1) (0.1)
Total Net Income 1.5 3.9 5.6
Overheads (1.7) (3.2) (3.3)
Net Profit (0.2) 0.7 2.3
Borrower Notes Interest (0.1) (0.5) (0.8)
Principal Shares Dividend 0 7 (0.7)
Retained Surplus / (Deficit) (0.3) (0.5) 0.8
Total Assets 621.5 1,099.5 1,605.8
Total Local Government Assets 565.0 999 5 1,459.8
Total Liabilities 592.4 1,063.9 1,562.0
Total Equity 29.2 35.6 43.8
Shareholder Funds / Total Assets 4.7% 3.2% 2.7%
Shareholder Funds means thé mwo.ﬂmomnm of:
n Paid up Principal mjmﬂm_ capital and Borrower Notes
. Retained earnings’y "
5 Asset revaluation resefves
= Other capital-and reventid reserves
Total Assets shall mean the m@mﬂm@mﬂm o?..
] .nc:\msw assets _
= Investments
" Fixed assets
] H:E:o_c_.m.mmmmnm
5. Performance targets
LGFA has the following performance targets:
[ LGFA's average cost of funds relative to the average cost of funds for New Zealand Government
Securities for the period to:
= 30 June 2012 will be less than 0.50% higher
o 30 June 2013 will be less than 0.50% higher

= 30 June 2014 will be less than 0.40% higher
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All directors are required to comply with a formal Code of Conduct, to be developed and agreed with
Shareholders.
The Board will meet on a regular basis and no less than 11 times each year.

Shareholders’ Council

The Shareholders' Council is made up of ten appointees of the Shareholders (including an appointee from
the Crown). The role of the Shareholders' Council is to:

. Review the performance of LGFA and the Board, and report to Shareholders on that performance
on a periodic basis (no less frequently than quarterly)

o Make recommendations to Shareholders as to the appointment, removal,replacement and
remuneration of directors

] Make recommendations to Shareholders as to any changes to policies; or the SOI, requiring their
approval ]

= Ensure all Shareholders are fully informed on LGFA matters and to coordifiate Shareholders on
governance decisions .

8. Information to be provided to m:wﬁ...o.nm%,

The Board aims to ensure that the Shareholders are informed of m.,__ major developments affecting LGFA’s
state of affairs, while at the same time recognising that no_.::\_ma.m_.xmm:m&(._? may preclude certain
information from being made public. The LGFA will‘adhere to a 'no slrptises' approach in its dealings
with its Shareholders. -

Annual Report

The LGFA’s balance date is30June. -

By 30 September each year;, the Board E_._._ provide to the Shareholders an Annual Report complying with
Sections 67, 68 and 69 of the |LocaliGovernmentrAct 2002, the Companies Act and Financial Reporting
Act. The Annual’Repert will contain .ij information necessary to enable an informed assessment of the
operations. ofithe company; and will include the following information:

= Directors’ Report

= _u_k:m.:n_mu Statements ‘incorporating a Statement of Financial Performance, Statement of
Movements in Equity,*Statement of Financial Position, Statement of Cashflows, Statement of
Accounting Policies and_Notes to the Accounts

i Comparison-of the LGFA’s performance with regard to the objectives and performance targets set
out in the SOI; with an explanation of any material variances

m Auditor’s Report on the financial statements and the performance targets

L] Any other information that the directors consider appropriate

Half Yearly Report

By 28 February each year, the Company will provide to the Shareholders a Half Yearly Report complying
with Section 66 of the Local Government Act 2002. The Half Yearly Report will include the following
information:

o Directors’ commentary on operations for the relevant six month period
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Currently there are no activities for which compensation will be sought from Shareholders,

11. Commercial value of Shareholder’s investment

LGFA will seek to maximise benefit to Participating Local Authorities as Borrowers rather than
Shareholders.

Subject to the Board's views on the appropriate capital structure for LGFA, the Boeard’s intention will be to
pay a dividend that provides an annual rate of return to Principal Shareholders mncm_ to LGFA cost of
funds plus 2.00% over the medium term, including taking consideration of the time value of money at
the target annual rate of return. Consequently LGFA will seek to operate So.that it only generates
sufficient free cash to enable this (ie no more and no less).

As the Shareholders will have invested in the LGFA on the basis-of this limited dividend, the Board
considers that at establishment the commercial value of LGFAjisrequal to the face value of the
Shareholders’ paid up Principal Shares - $25 million.

12. Accounting policies

LGFA has adopted accounting policies that are [consistent with the New Zealand International Financial
Reporting Standards, generally accepted accounting practice:






