Fact sheet – Long Term Plan Financial Strategy

Background

As part of an “opening the books” exercise initiated by Mayor Lianne Dalziel,  Cameron Partners was commissioned to look at the performance of Christchurch City Holdings Ltd (CCHL) and Council-owned trading organisations. 

The scope of the resulting report was widened to consider all capital and operational expenditure by the Council. When released in August this year it concluded that the Council faced a potential shortfall of $800 to $900 million by 2019.  

Cameron Partners’ recommended options for filling the funding gap included:  
· increasing rates

· borrowing more

· getting money from insurance payments

· restructuring and/or the sale or partial sale of CCHL and its companies

All these options were taken into account when Councillors considered their financial strategy for the Long Term Plan that will shape the city over the next 10 years and beyond.

Our financial situation

The Council’s funding shortfall is now expected to be about $1.2 billion.

This increase on the Cameron Partners estimate is based on the following factors:

· insurers are unlikely to pay our claims in full  

· the Council’s three Year Plan assumed we could make savings of $398 million on the repair bill for horizontal infrastructure (roads and pipes) which is unrealistic 

· maintaining Council services at existing levels

· additions to the Council’s capital works programme to cover earthquake repairs and rebuilding

· allowing for extra borrowing as a contingency should the need arise

On top of this the Council is also likely to face extra costs associated with renewing  roads and pipes which now have a shorter lifespan as a result of earthquake damage. 

The Council borrows money through the Local Government Funding Agency (LGFA) and forecasts suggest that unless the Council takes action over its finances, it will reach LGFA debt limits in the next few years.
Without major changes to balance the Council’s books, the city faces rates increases of more than 20% for the next couple of years.

The proposed solution

Although the earthquakes put significant pressure on the city’s finances, the Council remains relatively wealthy with total assets worth $10.5 billion, with $3.2 billion of that sitting within CCHL which has a controlling interest in the following companies: 

· Orion New Zealand (89.3%)
· Lyttelton Port Company (100%)
· Christchurch International Airport Ltd (75%)
· Eco Central (100%)
· City Care (100%)
· Red Bus (100%)
· Enable Services (100%)
The Council proposes to cover the potential funding shortfall as follows.

Releasing $550 million from CCHL by

· selling up to 34% of Lyttelton Port Company to a suitable strategic partner

· selling 9% of Christchurch International Airport Ltd to suitable strategic partner

· selling 14.3% of Orion on condition the shares are only offered to another public entity, such as another local authority, or to an institutional investor such as the NZ Super Fund. Any investor wishing to sell its shares at a later date would have to offer them back to the Council

· receiving a one-off $90 million payment from Orion

· if necessary raising up to $150 million through preference shares 

Because of commercial sensitivities the Council cannot be specific about how much it might raise through the above sales. 
The Council may need to raise further funds once it knows the true cost of repairing horizontal infrastructure (an independent review is due out early next year), the size of insurance payments and any extra contributions from the Crown.

The Council will investigate

· the timing and scale of the capital programme
· the potential for establishing a fully integrated transport authority for greater Christchurch 

· setting up a Development Authority or similar body to take over some major Council rebuild projects

If these options are not viable, the Council will make further asset sales. It will agree on the specifics of this divestment before finalising its financial strategy and releasing the Long Term Plan consultation document in March 2015.
As required under the Local Government Act the Council’s formal public consultation on the Long Term Plan will seek residents’ views about reducing Christchurch City Holdings Ltd’s interest in Christchurch International Airport Ltd, Lyttelton Port Company and Orion.
It will also consult on removing specified assets from the Council’s current list of strategic assets. This would be on the basis that once those specified are removed from the list, they can be sold without further public consultation, provided all statutory requirements are met.

The Council also asked its Chief Financial Officer to report back by the end of January on the outcome of continued discussions with the Crown about a Crown  contribution to the Council’s financial strategy, and the review of the timing, scale and final ownership of the  anchor projects.  



