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STATEMENT OF ACCOUNTING POLICIES FOR THE 
PERIODS ENDING 30 JUNE 2024-34 

REPORTING ENTITY 

Horizons Regional Council (HRC) is the trading name of the Manawatū-
Whanganui Regional Council, a Local Authority governed by the Local 
Government Act 2002 (LGA), and is domiciled in New Zealand. 

The Horizons Regional Council Group (the Group) consists of Horizons 
Regional Council (the ‘parent entity’) and its subsidiary, MWRC Holdings 
Limited (MWRCH), domiciled in New Zealand. 

Horizons has the following as investments on the balance sheet: 

 15.5% equity share of Regional Software Holdings Ltd (RSHL), and 

 14.29% (1/7) of the shares in MW LASS Limited 

MW LASS Limited has been set up as a shared service across six territorial 
authorities (TAs) and HRC, of which HRC has the above shareholding. 

The prospective financial statements presented are those of the ‘parent 
entity’ only and are to the year ending 30 June 2034. These statements have 
been prepared at the ‘parent entity’ level only, as group financials are not 
considered appropriate because the group information is not readily 
available. Also, group financials have no impact on the Funding Impact 
Statement (FIS). 

The prospective financial statements of the ‘parent entity’ HRC comprise the 
following groups of activities: Partnership, governance and leadership; 
Strategy, science and regulation; Catchment operations; and Transport and 
regional services. As these activities are carried out for environmental and 
community benefit and not for financial return, HRC has designated itself a 
Public Benefit Entity (PBE) for the purposes of New Zealand equivalents to 
International Public Sector Accounting Standards (IPSAS). 

The prospective financial statements presented are those of HRC for the 
periods ending 30 June 2024-34. Council is planning to authorise for issue 
the 2024-34 Long-term Plan on 12 June 2024. 

BASIS OF PREPARATION 

The prospective financial statements have been prepared on the going 
concern basis, and the accounting policies have been applied consistently 
throughout the period. In particular, these prospective statements have been 
prepared in accordance with PBE Financial Reporting Standard-42: 
Prospective Financial Statements. 

The Council is responsible for the prospective financial statements included 
in this plan, including the appropriateness of the significant financial 
assumptions these are based on, and the other disclosures in the document. 

STATEMENT OF COMPLIANCE 

The prospective financial statements of HRC have been prepared in 
accordance with the requirements of the Local Government Act 2002, which 
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include the requirement to comply with New Zealand Generally Accepted 
Accounting Practice (NZGAAP). 

The prospective financial statements have been prepared to comply with PBE 
Standards for a Tier 1 entity. In particular, these prospective financial 
statements have been prepared in accordance with PBE Financial Reporting 
Standard-42: Prospective Financial Statements. 

COMPARATIVE INFORMATION 

The Annual Plan 2023/24 adopted by Council on 27 June 2023 has been 
provided as a comparator for these prospective financial statements. The 
closing balances in this comparative differ from the opening position used to 
prepare these prospective financial statements, which is based on the most 
up-to-date forecast information. 

PRESENTATION AND CURRENCY 

The prospective financial statements have been prepared in New Zealand 
dollars, and all values (other than the River and Drainage Scheme Summary) 
are rounded to the nearest thousand dollars ($000). The functional currency 
of Horizons is New Zealand dollars. There will be rounding in numbers in the 
prospective financial statements as the financial model used calculates to the 
cent, but the Long-term Plan is rounded to the nearest thousand dollars. The 
prospective financial statements were prepared on an historical costs basis, 
modified by the revaluation of land and buildings and certain infrastructural 
assets. 

BASIS OF CONSOLIDATION 

These prospective financial statements are prepared at the ‘parent’ level only. 

Subsidiaries 

A subsidiary is an entity over which HRC has control of the entity. Control 
over an entity is determined when the Council has exposure, or rights, to 
variable benefits from its involvement with the entity and has the ability to 
affect the nature or amount of those benefits through its power over the 
other entity. The Council considers all relevant facts and circumstances in 

assessing whether it has power over another entity. For example, the ability 
to appoint or remove a majority of the entity’s governance and management, 
binding agreements the Council enters into, group voting rights, and pre-
determination mechanisms. The Council reassesses whether or not it 
controls another entity if facts and circumstances change. 

The Council will recognise goodwill where there is an excess of the 
consideration transferred over the net identifiable assets acquired and 
liabilities assumed. If the consideration transferred is lower than the net fair 
value of the Council’s interest in the identifiable assets acquired and liabilities 
assumed, the difference will be recognised immediately in surplus or deficit. 

CHANGES IN ACCOUNTING POLICIES 

The accounting policies set out below have been applied consistently to all 
periods presented in these financial statements. There are no new standards 
which are likely to have a material impact on the prospective financial 
statements and therefore have not been disclosed. 

REVENUE 

Revenue is measured at fair value. The specific accounting policies for major 
categories of revenue are outlined below: 

Rates Revenue 

The following policies for rates have been applied: 

 General rates, targeted rates, and uniform annual general charges are 
recognized at the start of the financial year to which the rates 
resolution relates. They are recognised at the amounts due.  

 Rates arising from late payment penalties are recognised as revenue 
when rates become overdue. 

 Rate remissions are recognised as a reduction of rates revenue when 
the Council has received an application that satisfies its rates remission 
policy. 
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Revenue from government 

Government grants and subsidies are recognised upon entitlement, which is 
when the conditions pertaining to eligible expenditure have been fulfilled. 
Non-expenditure-related grants are recognised within the relevant financial 
year when received or apportioned. 

Other grants received 

Other grants are recognised as revenue when they become receivable unless 
there is an obligation in substance to return the funds if conditions of the 
grant are not met. If there is such an obligation, the grants are initially 
recorded as grants received in advance and recognised as revenue when 
conditions of the grant are satisfied. 

Vested physical assets 

For assets received for no or nominal consideration, the asset is recognised 
at its fair value when Council obtains control of the asset. The fair value of 
the asset is recognised as revenue unless there is a use or return condition 
attached to the asset. 

The fair value of this asset is usually determined by reference to the cost of 
constructing the asset. 

For long-lived assets that must be used for a specific use (e.g. land that must 
be used as a recreation reserve), the Council immediately recognises the fair 
value of the asset as revenue. A liability is recognised only if the Council 
expects it will need to return or pass the asset to another party. 

Other Revenue 

Other forms of revenue (excluding investment revenue), including fees, 
charges, and other revenues, are recognised on an accrual basis in 
proportion to the stage of completion or when the services are rendered or 
goods produced. 

Dividends received are recognised when the right to the payment is 
established.

Interest revenue is recognised using the effective interest method. 

EXPENDITURE 

Expenditure is recognised on an accrual basis when the service was provided 
or the goods received. 

Salaries and wages 

Salaries and wages are recognised as an expense as employees provide 
services. 

Defined contribution schemes 

Employer contributions to KiwiSaver are accounted for as defined 
contribution superannuation schemes and are expensed in the surplus or 
deficit as incurred. 

Grant expenditure 

Non-discretionary grants are those that are awarded if the grant application 
meets the specified criteria and are recognised as expenditure when an 
application that meets the criteria has been received. 

Discretionary grants are those where HRC has no award obligation on 
receipt of the grant application and are only recognised as expenditure when 
a successful applicant is notified of the HRC’s decision. 

Borrowing costs 

Borrowing costs are recognised as an expense in the financial year in which 
they are incurred. 

Operating leases 

An operating lease is a lease that does not transfer substantially all the risks 
and rewards incidental to ownership of an asset.  Where HRC is the lessee, 
lease payments under an operating lease are recognised as an expense on a 
straight-line basis over the lease term.  SLUI land leases paid in advance will 
be amortised over the life of the contracts.  Where HRC is the lessor, lease 
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receipts under an operating lease are recognised as revenue on a straight-
line basis over the lease term.  Lease incentives received are recognised in 
the surplus or deficit as a reduction of rental expense over the lease term. 

CASH AND CASH EQUIVALENTS 

Cash and cash equivalents include cash on hand, on-demand or call 
deposits, other short-term deposits with original maturities of three months 
or less, and bank overdrafts.  Bank overdrafts are shown within borrowings in 
current liabilities in the statement of financial position. 

Although cash and cash equivalents are subject to the expected credit loss 
requirements of PBE IPSAS 41, no loss allowance has been recognised, 
because the estimated allowance is trivial. 

TRADE AND OTHER RECEIVABLES 

Short-term receivables are recorded at the amount due, less an allowance 
for expected credit losses (ECL). 

The Council and Group apply the simplified ECL model of recognising 
lifetime ECL for short-term receivables. 

In measuring ECLs, receivables have been grouped into rates receivables, and 
other receivables, and assessed on a collective basis as they possess shared 
credit risk characteristics.  They have then been grouped based on the days 
past due.  A provision matrix is then established based on historical credit 
loss experience, adjusted for forward-looking factors specific to the debtors 
and economic environment. 

Rates are “written-off”: 

 When remitted in accordance with the Council’s rate remission policy; 
and 

 In accordance with the write-off criteria of sections 90A (where rates 
cannot be reasonably recovered) and 90B (in relation to Māori freehold 
land) of the Local Government (Rating) Act 2002. 

Other receivables are written-off when there is no reasonable expectation of 
recovery. 

INVENTORIES 

Inventories of HRC are deemed to be held for distribution, being material or 
supplies to be consumed in the rendering of service, and are not supplied on 
a commercial basis.  They are measured at cost, adjusted when applicable, 
for any loss of service potential.  Inventory acquired through non-exchange 
transactions are measured at fair value at the date of acquisition.  

Inventories held for use in the provision of goods and services on a 
commercial basis are valued at the lower of cost (using the FIFO method) 
and net realisable value. 

The amount of any write-down for the loss of service potential or from cost 
to net realisable value is recognised in the surplus or deficit in the period of 
the write-down. 

FINANCIAL DERIVATIVES 

Derivative financial instruments are used to manage exposure to interest rate 
risks arising from HRC’s financing activities.  In accordance with its treasury 
policy, HRC does not hold or issue derivative financial instruments for trading 
purposes. 

Derivatives are initially recognised at fair value on the date the derivative 
contract is entered into and are subsequently remeasured at their fair value 
on each balance date.  The method of recognising the resulting gain or loss 
depends on whether the derivative is designated as a hedging instrument, 
and, if so, the nature of the item being hedged. 

The associated gains or losses on derivatives that are not hedge accounted 
are recognised in surplus or deficit. 

The full fair value of a hedge-accounted derivative is classified as non-
current if the remaining maturity of the hedged item is more than 12 months 
and as current if the remaining maturity of the hedged item is less than 12 
months.
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FINANCIAL ASSETS 

Other financial assets (other than shares in subsidiaries) are initially 
recognised at fair value. They are then classified as and subsequently 
measured under the following categories: 

 Amortised cost; 

 Fair value through other comprehensive revenue and expense 
(FVTOCRE); or 

 Fair value through surplus deficit (FVTSD) 

Transaction costs are included in the carrying value of the financial asset at 
initial recognition, unless it has been designated at FVTSD, in which case it is 
recognised in surplus or deficit. 

The classification of a financial asset depends on its cash flow characteristics 
and the Council and Group’s management model for managing them. 

A financial asset is classified and subsequently measured at amortised cost if 
it gives rise to cash flows that are ‘solely payments of principal and interest 
(SPPI)’ on the principal outstanding, and is held within a management model 
whose objective is to collect the contractual cash flows of the asset. 

A financial asset is classified and subsequently measured at FVTOCRE if it 
gives rise to cash flows that are SPPI and held within a management model 
whose objective is achieved by both collecting contractual cash flows and 
selling financial assets. 

Financial assets that do not meet the criteria to be measured at amortised 
cost of FVTOCRE are subsequently measured at FVTSD. However, the 
Council and Group may elect at initial recognition to designate an equity 
investment not held for trading as subsequently measured at FVTOCRE. 

Subsequent measurement of financial assets at amortised cost 

Financial assets classified at amortised cost are subsequently measured at 
amortised cost using the effective interest method, less any expected credit 
losses. Where applicable, interest accrued is added to the investment 

balance. Instruments in this category include term deposits and loans to 
subsidiaries and associates. 

Subsequent measurement of financial assets at FVTOCRE 

Financial assets in this category that are debt instruments are subsequently 
measured at fair value with fair value gains and losses recognised in other 
comprehensive revenue and expense, except expected credit losses (ECL) 
and foreign exchange gains and losses are recognised in surplus or deficit. 
When sold, the cumulative gain or loss previously recognised in other 
comprehensive revenue and expense is reclassified to surplus and deficit. 
The Council and Group do not hold any debt instruments in this category. 

Financial assets in this category that are equity instruments designated at 
FVTOCRE are subsequently measured at fair value with fair value gains and 
losses recognised in other comprehensive revenue and expense. There is no 
assessment for impairment when fair value falls below the cost of the 
investment. When sold, the cumulative gain or loss previously recognised in 
other comprehensive revenue and expense is transferred to accumulated 
funds within equity. The Council and Group designate into this category all 
equity investments, including our investment fund portfolio, and if they are 
intended to be held for the medium to long term. 

Subsequent measurement of financial assets at FVTSD 

Financial assets in this category are subsequently measured at fair value with 
fair value gains and losses recognised in surplus or deficit. 

Interest revenue and dividends recognised from these financial assets are 
separately presented within revenue. 

Instruments in this category include the Council and Group’s LGFA borrower 
notes and Interest Rate Swaps. 

Expected Credit Loss Allowance 

The Council and Group recognise an allowance for ECLs for all debt 
instruments not classified as FVTSD. ECLs are the probability-weighted 
estimate of credit losses, measured at the present value of cash shortfalls, 
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which is the difference between the cash flows due to Council and Group in 
accordance with the contract and the cash flows it expects to receive. ECLs 
are discounted at the effective interest rate of the financial asset. 

ECLs are recognised in two stages. ECLs are provided for credit losses that 
result from default events that are possible within the next 12 months (a 12-
month ECL). However, if there has been a significant increase in credit risk 
since initial recognition, the loss allowance is based on losses possible for the 
remaining life of the financial asset (Lifetime ECL). 

When determining whether the credit risk of a financial asset has increased 
significantly since initial recognition, the Council and Group considers 
reasonable and supportable information that is relevant and available 
without undue cost or effort. This includes both quantitative and qualitative 
information and analysis based on the Council and Group’s historical 
experience and informed credit assessment and including forward-looking 
information. 

The Council and Group considers a financial asset to be in default when the 
financial asset is more than 90 days past due. The Council and Group may 
determine a default occurs prior to this if internal or external information 
indicates the entity is unlikely to pay its credit obligations in full. 

INVESTMENT PROPERTY 

Properties leased to third parties under operating leases are classified as 
investment property unless the property is held to meet service delivery 
objectives, rather than to earn rentals or capital appreciation. 

Investment property is measured initially at its cost, including transaction 
costs. After initial recognition, all investment property is measured at fair 
value at each reporting date. Gains or losses arising from a change in the fair 
value of investment property are recognised in the surplus or deficit. 

PROPERTY, PLANT AND EQUIPMENT 

This consists of our operational assets, including operational land and 
buildings, communications equipment, computer equipment, equipment and 

electronics, fittings, furniture and equipment, plant and machinery, 
scientific/hydrological equipment, and vehicles. 

Land is measured at fair value, and buildings are measured at fair value less 
accumulated depreciation and impairment losses. All other assets are 
measured at cost, less accumulated depreciation and impairment losses. 

Included within the land assets managed by Horizons, are significant land-
holdings that are legally held in the name of the crown. This technical legal 
ownership by the Crown results from the fact that, prior to 1987, various 
government departments, e.g. the Ministry of Works, were responsible for 
acquiring land required for the various river control schemes. Since 1987, 
however, all land acquisitions were undertaken by HRC, and so legal 
ownership was vested in HRC. While the Crown is the legal owner of a 
portion of HRC’s river control scheme land-holdings, it is considered that 
HRC, or at least HRC’s ratepayers, enjoy all of the risk and benefits associated 
with ownership of these land-holdings, and so “in substance” HRC has 
ownership. However, it is noted that should HRC ever decide to sell a 
significant portion of these land-holdings, then part of the proceeds may 
have to be returned to the Crown. 

Revaluation 

Land and buildings are revalued with sufficient regularity to ensure that their 
carrying amount does not differ materially from fair value and at least every 
three years. 

Additions 

The cost of an item of property, plant, and equipment is recognised as an 
asset only when it is probable that future economic benefits or service 
potential associated with the item will flow to the Council and Group, and 
the cost of the item can be measured reliably. 

Work in progress is recognised at cost less impairment and is not 
depreciated.  
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In most instances, items are recognised at cost. Where an asset is acquired 
through a non-exchange transaction, it is recognised at fair value as at the 
date of acquisition. 

Costs incurred subsequent to initial acquisition are capitalised only when it is 
probable that future economic benefits or service potential associated with 
the item will flow to the Council and Group, and the cost of the item can be 
measured reliably. 

The costs of day-to-day servicing of property, plant, and equipment are 
recognised in surplus or deficit as they are incurred. 

Disposals 

Gains and losses on disposals are determined by comparing the proceeds 
with the carrying amount of the asset. Gains and losses on disposals are 
reported in the net surplus or deficit. When revalued assets are sold, the 
amounts included in asset revaluation reserves in respect of those assets are 
transferred to retained earnings. 

INFRASTRUCTURAL ASSETS 

Infrastructural assets are assets that deliver benefits directly to the 
community rather than being used directly by HRC. The major infrastructural 
assets owned by HRC are associated with the region’s major flood protection 
and land drainage schemes. It is generally considered that the majority of 
infrastructural assets owned by HRC would not be readily saleable. Additions 
and disposals are recognised in the same way they are for property, plant, 
and equipment. 

Revaluation 

Infrastructural assets are revalued annually at depreciated replacement cost 
by HRC engineering staff that are directly associated with the administration 
of these schemes. The valuation methodology is reviewed by suitably 
qualified, independent consultants to confirm that the methodology is 
consistent with PBE IPSAS 17. 

DEPRECIATION 

Operational assets, as listed below, are depreciated on the straight-line basis 
at rates that will write off the cost (or valuation) less their estimated residual 
values over their useful lives, as follows: 

Buildings 50 years 
Heavy plant and machinery 5-15 years 
Other plant and machinery 5-15 years 
Motor Vehicles 4-15 years 
Furniture and fittings 5-15 years 
Office equipment 5-6 years 
Scientific equipment 3-20 years 
Computer equipment 3-5 years 
Communications equipment 3-15 years 
Equipment and electronics 3-12 years 

Infrastructural assets are depreciated on the straight-line basis at rates that 
will write off the carrying amount of the assets, less their estimated residual 
values over their estimated useful lives, as follows: 

Concrete block walls 100-200 years 
Major floodgate structures 70-100 years 
Floodgate culverts (over 1.2m) 70 years 
Flow diversion structures 70-200 years 
Pump station structure 70 years 
Spillways 70 years 
Drop structures 50-120 years 
Amenity enhancements 50 years 
Concrete/timber flood walls 50-200 years 
Control electrical/mechanical 50 years 
Grade controls 70 years 
Portable flood barriers 50 years 
Pump station floodgates/pumps 50 years 
Timber retaining walls 50 years 
Weirs 70 years 
Pump station electrical/mechanical 25 years 

The residual value and useful life of an asset is reviewed, and adjusted if 
applicable, at each financial year-end. 
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Several types of infrastructural assets are deemed to have an indefinite life as 
follows: tied tree works, protection planting, bed armouring, rock work, 
concrete rip rap, stop gates, drainage channels, permeable mesh units, 
culverts, dams, groynes, gabions, forestry, and stopbanks. These assets are 
not depreciated. 

ACCOUNTING FOR REVALUATIONS 

Revaluation movements are accounted for on a class-of-asset basis. 

The net revaluation results are credited or debited to other comprehensive 
revenue and expense and are accumulated to an asset revaluation reserve in 
equity for that class-of-asset. Where this would result in a debit balance in 
the asset revaluation reserve, this balance is not recognised in other 
comprehensive revenue and expense but is recognised in surplus or deficit. 
Any subsequent increase on revaluation that reverses a previous decrease in 
value recognised in surplus or deficit will be recognised first in surplus or 
deficit up to the amount previously expensed and then recognised in other 
comprehensive revenue and expense. 

INTANGIBLE ASSETS 

Computer software 

Computer software licenses are capitalised on the basis of the costs incurred 
to acquire and bring to use the specific software. 

Costs that are directly attributable to the development of software for 
internal use are recognised as an intangible asset. Direct costs include the 
software development employee costs and an appropriate portion of 
relevant overheads. 

Staff training costs are recognised in the surplus or deficit when incurred. 

Costs associated with maintaining computer software are recognised as an 
expense when incurred. 

Costs associated with development and maintenance of the Council’s 
website are recognised as an expense when incurred. 

Amortisation 

The carrying value of an intangible asset with a finite life is amortised on a 
straight-line basis over its useful life. Amortisation begins when the asset is 
available for use and ceases at the date the asset is derecognised. The 
amortisation charge for each financial year is recognised in surplus or deficit. 
The useful lives of major classes of intangible assets have been estimated as 
follows: 

Digital Terrain Flood Modelling 10-12 years 
Other computer software 3-20 years 

Carbon credits 

Purchased carbon credits are recognised at cost on acquisition. Free carbon 
credits received from the Crown are recognised at fair value on receipt. They 
are not amortised but are instead tested for impairment annually. They are 
derecognised when they are used to satisfy carbon emission obligations. 

As an obligation to surrender carbon credits only arises on deforestation, the 
Council has elected not to recognise a liability for the surrender of its carbon 
units. The Council has also elected not to recognise a liability for the 
landowner’s residual carbon credits as these values are not able to be 
accurately calculated until our forests are harvested and the carbon credits 
required to extinguish the emissions liability are known. 

IMPAIRMENT OF PROPERTY, PLANT AND EQUIPMENT AND 
INTANGIBLES 

Intangible assets that have an indefinite useful life, or are not yet available for 
use, are not subject to amortisation and are tested annually for impairment. 

Property, plant and equipment and intangible assets subsequently measured 
at cost that have a finite useful life are reviewed for impairment whenever 
events or changes in circumstance indicate that the carrying amount may 
not be recoverable. 
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As impairment loss is recognised for the amount by which the asset’s 
carrying amount exceeds its recoverable amount. The recoverable amount is 
the higher of an asset’s fair value, less costs to sell, and its value-in-use. 

If an asset’s carrying amount exceeds its recoverable amount, the asset is 
regarded as impaired, and the carrying amount is written-down to the 
recoverable amount. The total impairment loss is recognised in the surplus 
or deficit. The reversal of an impairment loss is recognised in the surplus or 
deficit. 

Value in use for non-cash-generating assets 

Non-cash-generating assets are those assets that are not held with the 
primary objective of generating a commercial return. 

For non-cash-generating assets, value-in-use is determined using an 
approach based on either a depreciated replacement cost approach, a 
restoration cost approach, or a service units approach. The most appropriate 
approach used to measure value in use depends on the nature of the 
impairment and availability of information. 

Value in use for cash-generating assets 

Cash-generating assets are those assets that are held with the primary 
objective of generating a commercial return. 

The value in use for cash-generating assets and cash-generating units is the 
present value of expected future cash flows. 

FORESTRY ASSETS 

Standing forestry assets are independently revalued annually at fair value less 
costs to sell for one growth cycle. Fair value is determined based on the 
present value of expected net cash flows, discounted at a current market-
determined rate. This calculation is based on existing sustainable felling plans 
and assessments regarding growth, timber process, felling costs and 
silviculture costs, and takes into account consideration of environmental, 
operational and market restrictions. 

Where standing forestry assets have not been developed to the stage at 
which a revaluation is appropriate, these assets shall be carried at cost in the 
statement of financial position. 

Gains or losses arising on initial recognition of forestry assets at fair value less 
estimated costs to sell, and from a change in fair value less estimated costs 
to sell are recognised in the surplus or deficit. 

The costs to maintain forestry assets are recognised in the surplus or deficit 
when incurred. 

CREDITOR AND OTHER PAYABLES 

Creditors and other payables are initially measured at the amount payable. 

EMPLOYEE ENTITLEMENTS 

Short-term employee entitlements 

Employee benefits expected to be settled within 12 months after the end of 
the period in which the employee renders the related service are measured 
based on accrued entitlements at current rates of pay. These include salaries 
and wages accrued up to balance date, annual leave earned to, but not yet 
taken at balance date, and sick leave. 

A liability and an expense are recognised for bonuses where the Council or 
Group has a contractual obligation or where there is a past practice that has 
created a constructive obligation. 

Long-term employee entitlements 

Employee benefits that are due to be settled beyond 12 months after the end 
of the period in which the employee renders the related service, such as long 
service leave and retirement gratuities, have been calculated on an actuarial 
basis. The calculations are based on: 

 Likely future entitlements accruing to staff, based on years of service, 
years to entitlement, the likelihood that staff will reach the point of 
entitlement, and contractual entitlement, and contractual entitlement 
information, and 
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 The present value of the estimate future cash flows. 

OTHER PROVISIONS 

HRC recognises a provision for future expenditure of uncertain amount or 
timing; when there is a present obligation (either legal or constructive) as a 
result of a past event, and it is probable that expenditures will be required to 
settle this obligation, and a reliable estimate of the amount can be 
determined. Provisions are measured at the present value of the 
expenditures expected to be required to settle the obligation using a pre-tax 
discount rate that reflects current market assessments of the time value of 
money and the risks specific to the obligation. The increase in the provision 
due to the passage of time is recognised as an interest expense and is 
included in ‘finance costs’. 

BORROWINGS 

Borrowings are initially recognised at their fair value. After initial recognition, 
all borrowings are measured at amortised cost using the effective interest 
method. 

Borrowings are classified as current liabilities, unless HRC has an 
unconditional right to defer settlement of the liability for at least 12 months 
after balance date, or if expected to be settled within 12 months. 

Borrowing costs 

All borrowing costs are recognised as an expense in the period in which they 
are incurred. 

EQUITY 

Equity is the community’s interest in HRC and is measured as the difference 
between total assets and total liabilities. Equity is disaggregated and 
classified into a number of reserves. The components of equity are: 

 Asset revaluation reserves 

 Fair value through other comprehensive revenue and expense reserve 

 Restricted reserves 

 Insurance infrastructure reserve, and 

 Retained earnings 

Asset revaluation reserves 

These reserves relate to the revaluation of property, plant and equipment to 
fair value. This reserve comprises the cumulative net change in the fair value 
through other comprehensive revenue and expense. 

Fair value through other comprehensive revenue and expense 

These reserves relate to the revaluation of financial assets to fair value. This 
reserve comprises the cumulative net change in the fair value through other 
comprehensive revenue and expense. 

Restricted reserves 

These reserves are a component of equity generally representing a particular 
use to which various parts of equity were assigned. Use of these reserves 
may be legally restricted or created by legislation or HRC. 

Restricted reserves are those subject to specific conditions as binding by 
HRC, and which may not be revised by HRC without reference to the Courts 
or a third party. Transfers from these reserves may be made only for certain 
specified purpose or when certain specified conditions are met. 

Also included in restricted reserves are reserves restricted by Council 
decision. The Council may alter them without references to any third party or 
the Courts. Transfers to and from these reserves are at the discretion of the 
Council. 

Infrastructure insurance reserve 

Following the earthquake events in Christchurch and Kaikoura, our ability to 
insure our infrastructure assets has reduced considerably, as we have been 
unable to reinsure with one of our commercial providers.
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Accordingly, we have a level of rating to build reserves to provide for a level 
of self-insurance against our assets that now have limited or no insurance 
cover. 

GOODS AND SERVICES TAX 

Items in the financial statements are stated exclusive of GST, except for 
receivables and payables, which are presented on a GST-inclusive basis. 
Where GST is not recoverable as input tax, it is recognised as part of the 
related asset or expense. 

The net amount of GST recoverable from, or payable to, the IRD is included 
as part of receivables or payables in the statement of financial position.  

The net GST paid to, or received from, the IRD, including the GST relating to 
investing and financing activities, is classified as an operating cash flow in the 
statement of cash flows. 

Commitments and contingencies are disclosed exclusive of GST. 

COST ALLOCATION 

The cost of service for each project group has been derived using the cost 
allocation system outlined below: 

 Direct costs are those costs identified as being directly attributable to a 
project group, and are charged directly to that project group. 

 Indirect costs are those costs that cannot be identified, in an 
economically feasible manner, as contributing directly to a project 
group. Instead, these are charged to project groups using appropriate 
cost drivers, including actual usage, staff numbers, floor area, and 
telephone and computer units. 

INCOME TAX 

Income tax expense includes components relating to current tax and 
deferred tax.

Current tax is the amount of income tax payable based on the taxable profit 
for the current year, plus any adjustments to income tax payable in respect of 
prior years. 

Deferred tax is the amount of income tax payable or recoverable in future 
periods in respect of temporary differences and unused tax losses. 
Temporary differences are differences between the carrying amount of 
assets and liabilities in the financial statements and the corresponding tax 
bases used in the computation of taxable profit. 

Deferred tax liabilities are generally recognised for all taxable temporary 
differences. Deferred tax assets are recognised to the extent that it is 
probable that taxable profits will be available against which the deductible 
temporary differences or tax losses can be utilised. 

Deferred tax is not recognised if the temporary difference arises from the 
initial recognition of goodwill or from the initial recognition of an asset or 
liability in a transaction that affects neither accounting profit nor taxable 
profit. 

Current tax and deferred tax are measured using tax rates (and tax laws) that 
have been enacted or substantively enacted at balance date. 

Current and deferred tax is recognised against the surplus or deficit for the 
period, except to the extent that it relates to items recognised in other 
comprehensive revenue and expense or directly in equity. 

CRITICAL ACCOUNTING ESTIMATES AND ASSUMPTIONS 

In preparing these prospective financial statements, HRC has made estimates 
and assumptions concerning the future. These estimates and assumptions 
may differ from the subsequent actual results. Estimates and assumptions are 
continually evaluated and are based on historical experience and other 
factors, including expectations or future events that are believed to be 
reasonable, under the circumstances. The estimates and assumptions that 
have a significant risk of causing a material adjustment to the carrying 
amounts of assets and liabilities within the next financial year are discussed 
below:
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Infrastructural assets 

There are a number of assumptions and estimates used when performing 
Depreciated Replacement Costs (DRC) valuations over infrastructural assets. 
These include: 

 The physical deterioration and condition of an asset, e.g. HRC could be 
carrying an asset at an amount that does not reflect its actual condition. 
This risk is minimised by HRC adhering to maintenance requirements 
included in asset management plans currently in force to ensure design 
standards are adequately maintained; 

 Estimating any obsolescence or surplus capacity of an asset; and  

 Estimates are made when determining the remaining useful lives over 
which the assets will be depreciated. These estimates can be impacted 
by local conditions, for example, weather patterns and population 
and/or traffic growth. To minimise this risk, HRC’s infrastructural assets’ 
useful lives were determined in conjunction with reference to the NZ 
Infrastructural Asset Valuation and Depreciation Guidelines published 
by the National Asset Management Steering (NAMS) Group. 

Senior engineering staff working in the river and drainage area initially revise 
infrastructural asset valuations, and their methodology is then subject to 
peer review and also reviewed by experienced independent valuers. 

Fair value of investment property 

There are a number of assumptions and estimates used when performing the 
valuation of investment property. This includes but is not limited to the 
income capitalisation rate and yields. 

CRITICAL JUDGEMENT IN APPLYING ACCOUNTING POLICIES 

Management has exercised the following critical judgements in applying 
accounting policies: 

Classification of property 

HRC owns properties that are currently rented as residential 
accommodation. The receipt of market-based rental from these is incidental 
to holding them, as the properties are held for service delivery and activity 
programmes. The properties are accounted for as property, plant and 
equipment 

Fair value of investment property 

This has been valued using advice from a third party with expertise in valuing 
this kind of asset. The fair value model has been used for valuing the 
property. The valuers utilise an income capitalisation approach referred to 
the lease of the property. 

CAPITAL MANAGEMENT 

HRC’s capital is its equity (or ratepayers’ fund), which comprise retained 
earnings and reserves. This is represented by HRC’s net assets. 

The Local Government Act 2002 (the Act) requires HRC 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. Largely as a by-product of this prudential 
management, ratepayers’ funds are managed accordingly. 

In order to achieve intergenerational equity, a principle promoted in the Act, 
HRC utilises asset management plans for its major assets and groups 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 Long-term plan identifies the long-term expenditure needs in relation to 
these asset management plans, and sets out the sources and level of funding 
necessary to achieve these. 

As part of this approach to intergenerational equity, HRC has created 
reserves identifying different areas of benefit. These are used where there is a 
discrete set of ratepayers as distinct from the general rate. Any surplus or 
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deficit relating to these separate areas of benefit is applied solely to the 
specific reserves concerned. 

 

 

 

 


