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Significant Forecasting 
Assumptions and Risks 
 
We have outlined the two key principles that underpin our 10-Year Plan, being affordability 
and sustainability. In everything we do as a Council we want to ensure we are operating in 
an affordable and sustainable manner.  
 
We have acknowledged from the start that these issues are so significant and dynamic that 
we can only react to them as they arise.  So, we are focusing our efforts on the long-term 
sustainability of our services.  We want to build future resilience from these issues where we 
can.  There is a risk in this approach.  
 
This approach highlights the need for close and effective consultation that the community 
actually understands.  It also highlights the need for Council and community boards to 
assume a strong leadership role. 
 
Fortunately, we have the opportunity to update our 10-Year Plan each year during the annual 
plan process in the instance things do change dramatically.  
 
In preparing forecasts, both financial and non-financial, there is a need to provide 
assumptions to address the uncertainties of the future. This is important for a number of 
reasons, including: 
 
 allowing readers of the forecasts to understand the basis that financial information has 

been prepared on 
 providing a means of explaining differences that will inevitably occur between the 

actual result and that which was forecast 
 ensuring risks faced by the organisation in the future have been appropriately 

identified and evaluated 
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Risk Level definitions: 
Level Description 

High  

High risk which is not acceptable to Council, will require further monitoring and 
analysis.  Some risk is high but outside of Councils control, in this situation, 
Council will monitor and further analysis should be undertaken to achieve a better 
understanding of the risk. Where possible, changes should be undertaken to 
reduce the criticality. 

Medium 

The risk may be acceptable; however, redesign or other changes should be 
considered if reasonably practical. Further analysis could be undertaken to 
achieve a better understanding of the risk. The risks should be monitored to 
discover changes which may influence the risk level and include consideration 
regarding potential measures have been implemented to mitigate any risk 
movements. 

Low 
Acceptable risk. The risk is low and further risk reduction measures are not 
necessary. The risks should be monitored to discover changes which may include 
the risk level. 

 

Government Policy 
This 10-Year Plan has assumed that there will be no changes in legislation under which Council 
operates, that will impact financial estimates over the 10-Year Plan. Changes in Government 
policy may directly impact the financial estimates of Council. This risk of this assumption is 
medium. 
 
There are a number of national policies and plans, and legislation which set the scene for 
Council’s 30-year Infrastructure Strategy.  The Infrastructure Strategy documents Central Otago 
District Council’s response to these national policies, plans, and legislation. 
 

Three-Waters Reform 
Council is aware that that the government is reviewing the delivery of three waters as part of the 
Three Waters Reform Programme.  At the time of preparing these Long-term Plan assumptions 
the water reform is still in its early stages and there is insufficient information to enable any 
assumptions regarding the impact of reform on changes to responsibility for delivery of three 
waters to be entered into this plan. As a result, the assumptions in this Long-term Plan is 
‘business as usual’, recognising our community needs three-waters services regardless of who 
delivers this.  
 
Council has entered into a MoU with Central Government to explore future delivery 
options.  The Government expects to make substantive decisions in April/May 2021. Council will 
be required to decide if it will “opt out” of the reform programme in late 2021. If Council decides 
to remain in the water reform programme then delivery of water, wastewater, and possibly 
stormwater would transfer to one of the new water service delivery entities.   Government is 
preparing legislation which will inform the consultation requirements that Council will be required 
to follow to inform this decision.  For Councils that participate in the reforms, transfer of 
responsibilities and assets is likely to occur from 2023/24 onwards.  For this Council there is a 
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potential transfer of asset ownership of approximately $200 million - $355 million, depending on 
when the reform is finalised.  There is also the assumption that as part of this the associated 
debt would also transfer across to the new entity, reducing Councils debt by between $26million to 
potentially $74 million, again depending on the timing of the transfer. 
 
The risk of this assumption is high; firstly because there is so much unknown until central 
government completes their decision-making process.  The second risk is while Council is 
aware of the proposed significant changes to the legislation, there is an awareness that this 
may cause significant changes to how Council operates, and who pays for things. The risk is 
mitigated slightly by the assumption that significant legislative changes will give Council 
sufficient lead in time to make the necessary changes and respond accordingly. 

Sources of Funds for Future Replacement of Significant Assets 
Sources of funds for the future replacement of significant assets are in accordance with 
Council’s Revenue and Financing Policy. Sources of funding include, depreciation reserves, 
general reserves and borrowing.  There is a risk that Council budgeting assumptions are wrong 
or the timing of the replacement is incorrect, which may impact reserves, accumulated 
depreciation and the level of borrowings. Council has significant reserves, and headroom for 
borrowings, therefore Council consider the risk of this assumption to be low. 

Staffing and Resources 
The gap between national and Central Otago wages has been a known issue for securing and 
retaining skilled staff. Council is addressing this through a strategic salary review. However, 
there remains an ongoing risk to the sustainability of our services due to on-going shortages of 
specific skill-sets required to meet Council services. There remains a unique lifestyle trade-off 
within this district that can still be offered to staff and Council will continue to focus on these.  
Should the risk occur, and Council cannot recruit or retain the required staff, then there is a risk 
of Council having a greater reliance on contractors and outsourcing key functions. This may 
impact on continuity of knowledge and institutional knowledge.   The risk of this assumption is 
medium. 

Growth Projections  
Population, dwelling and demographic projections are produced three-yearly to support long-
term planning. They underpin all demand projections within activity management plans. They 
are also incorporated into development contributions and income projections. Our resident 
population is projected to be 28,206 by 2031 from approximately 23,985 today. Our visitor peak 
day numbers are projected to be 25,478 in 2031 from approximately 22,465 today. Our growth 
projections are derived from Rationale with local growth factors included.  
 
An over or under estimation of growth could lead to an over or underinvestment in infrastructure 
and services. We monitor asset capacity and development contributions income against 
projections annually and adjust assumptions accordingly. The risk of this assumption is low, as 
Council tends to respond to growth after it has happened. 
 
Council is considering the role the district has in balancing the affordability of sustaining our 
smaller rural towns over the next period of time. The risk of this assumption is medium. 
 



 

341 

Population Changes 
Central Otago has a significantly larger proportion of older residents in its population compared 
to the rest of New Zealand. The current proportion of people aged 65+ in our district is 23%.  
This proportion is expected to remain relatively stable at 23% by 2031. Council has considered 
this shift and its effect in the planning for major capital projects. There is a risk that Council’s 
assumption is higher or lower than stated.  If the older population grows faster than Council 
assumes, there is a risk that additional services may be required to support accessibility and 
affordability.  This risk of this assumption is medium. 
 

Average Household Size 
The average household size of a given area is the total resident population divided by the total 
number of households. A household can be one person who usually resides alone, or two or 
more people who usually reside together and share facilities in a dwelling. There may be more 
than one family in a household. The average household size for the district is currently low at 
1.96 with minimal change projected change by 2031. There is a risk if this assumption is not 
correct and average household size increase that Council will experience a greater burden on 
its infrastructure. Alternatively, if household sizes decrease, then Council may experience 
greater demand on land resources and affordability due one income per household versus two 
or more.  This risk of this assumption is low. 
 

Third Party Funding Sources 
A number of projects, including many community facility projects are reliant on funding from 
other sources.  It is assumed that funding will continue at current levels to be available as 
planned, as a conservative approach has been taken. The risk of this funding not being 
available is low. 
 

Vested Assets 
From time to time Council will receive privately constructed infrastructure assets vested in 
Council for ongoing management. There is a great deal of uncertainty around the amount and 
makeup of vested assets and as such vested assets are not included in Council’s plans. The 
long-term financial impacts of vesting assets into Council is assessed before transfer. The risk 
of this assumption is low. 
 

Natural Disasters and Business Continuity 
We assume that in the event of a significant disaster, natural or man-made, Council can 
continue to provide sufficient services to the community. Council has an Emergency Event Fund 
of just over $2.6 million in case of a natural disaster. This would likely only fund the initial 
response effort. We have assumed, if required, external borrowing would be utilised to fund the 
clean-up and ongoing capital work to rebuild damaged underground assets, for which we don’t 
currently insure, should any major disaster occur. There is a risk, depending on the extent of the 
disaster the borrowing may be difficult to acquire. However due to the size and spread of our 
communities we consider it unlikely a disaster would affect the entire district at any one time, 
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which should mitigate any borrowing difficulties. Alongside us, Central Government also has a 
role in disaster recovery and restoration works after natural disasters happen. 
 
We are also undertaking lifelines planning for all core services to improve the resilience of 
infrastructure critical to the community’s well-being. Assessments of all earthquake-prone 
buildings is also underway. Other than increased insurance costs, there is no other allowance in 
this plan for funding the repair of infrastructure and riverbanks damaged by any future natural 
disasters. Equally, the occurrence of drought has a major impact by reducing the incomes of 
primary sector businesses; this will influence decisions on the affordability of the 10-Year Plan. 
The risk of this occurring is medium. 
 
Council prepared an Infrastructure Resilience Plan, and Infrastructure Response Plan in 2020. 
The Resilience Plan identifies the natural events that will create risks to three waters and 
roading infrastructure and services, and the likelihood and consequence of these events 
occurring.   
 
The Resilience Plan identifies where critical asset failures could occur and mitigations required 
to address these.  Mitigation projects have been included in the infrastructure work program for 
the next 30 years.   
 

Asset Sales 
Selling some property assets has been proposed within this plan. Money collected from selling 
property assets will be used to fund proposed upgrades to infrastructure or to reduce financial 
liabilities. There is a risk that the proceeds from asset sales is not as much as anticipated. 
Should this happen then Council may need to review its funding options, use of reserves and 
debt levels.  The risk of this occurring is low. 
 

Asset Purchases for investment purposes 
The plan assumes proceeds for asset sales will be invested in cash due to the uncertainty of the 
type and timing of reinvestments.  The operating and capital expenditure is not dependent on 
either asset sales or asset reinvestment. The risk of this occurring is low. 
 

Climate Change 
Central Otago District Council commissioned Bodeker Scientific to undertake analysis and 
prepare a report of climate change impacts on the Central Otago District in 2017.  This includes 
the scenario under the worst case or highest warming scenario, as well as the implications this 
may have for the district. The Otago Regional Council has engaged Tonkin and Taylor to 
undertake analysis of the expected impacts of climate change on the wider Otago Region.  The 
implications of climate change on Central Otago presented in the Tonkin and Taylor report are 
similar to those in the Bodeker Scientific report.   
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Central Otago District is predicted to warm by several degrees by the end of the century. Total 
precipitation is not projected to change much in the district, however; the distribution and 
intensity of rainfall is likely to alter, with a greater likelihood of more frequent extreme rainfall 
events. These events have occurred infrequently in the past, which provides valuable 
information regarding the consequences of these events to improve planning for the future.   
Central Otago District Council declared a climate crisis in Central Otago on 25 September 2019. 
Further details of this can be found in the Infrastructure Strategy. 
 
Council has joined the Toitū carbon reduce certification scheme which measures, manage and 
reduce it’s greenhouse gas emissions. This is a key strategic focus of Council’s Sustainability 
Strategy.  The emission sources that Council is responsible for have been measured for the 
2017/18, 2018/19, and 2019/20 financial years.  Emissions are broken down into three 
categories by the Greenhouse Gas Protocol, and by Council activity in order to better 
understand the source. These will be audited by June 2021, along with Council’s emissions 
management and reduction plan. 
 
There is a risk that if these assumptions are wrong, then Council could face growing costs from 
more frequent weather events, damage to assets and growing insurance costs.   Council 
continues to monitor the impact of climate change across Council’s assets. The risk of direct 
impact from climate change within the 10-Year Plan timeframe is medium. 
 

Impacts of COVID-19 
COVID-19 remains an unknown. Based on the 2019/20 and 2020/21 year we have not seen a 
significant impact on our revenue streams or our activities. As a result, we have assumed a 
‘business as usual ’approach, with minimal adjustments arising from the COVID-19 impacts. 
Year one has reflected a decrease in building consent revenue based on the 2020/21 financial 
year, where Council is tracking at 95%. Council is still assuming land sales and relevant 
development and financial contributions as a result of development. The timing of the capital 
programme of work shifted in the 2019/20 year, however, the Long-term Plan is assuming that 
Council will completed its planned programme of work. The risk of this assumption is low. 
 

Financial Assumptions 
Our Financial Strategy specifies how we will manage our finances into the future. We also have 
a Revenue and Financing Policy that defines how we decide to fund Council expenditure.  Each 
contains specific financial assumptions. The following assumptions are further to these. 
 

Interest Rates 
We plan to borrow externally within this 10-Year Plan. We have assumed the following interest 
rates: 
 
 Interest on internal borrowings is 2.0% through to 5.0% throughout the 10-Year Plan 
 Interest on external investments is 2.0% through to 3.0% 
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Council will have a greater level of risk with the increased borrowings to meet the water related 
services and to achieve the Cromwell MasterPlan.  The Liability Management Policy sets out 
the parameters to manage this risk, including Council considering tools to protect the rate-payer 
against potential fluctuations. 
 
We have also assumed that facilities to borrow externally will be available when required, based 
on recent discussions with our bankers. Overall Council believes the risk is medium. 

 

Cost Increases 
Inflation reflects erosion in the buying power of money.  Each dollar buys less and less goods 
and services over time. Depreciation staff, costs and some expenditure items have inflation 
applied from year 1 of the plan. The majority of the balance of the expenditure forecasts for 
each activity are input in the dollars of the relevant year for the first three years (e.g. water and 
wastewater renewals and other operational expenditure lines such as maintenance contracts). 
Where cost change has been applied for year four onwards, Council has used the BERL indices 
shown below. For all years from 2021 to 2031 the BERL indices shown below have also been 
applied. There is a medium risk that inflation may increase at a higher rate.  This would impact 
on the affordability of Council’s services and would be addressed as part of Council’s annual 
planning process. 
  

Year 1 

2021/22 

Year 2 

2022/23 

Year 3 

2023/24 

Year 4 

2024/25 

Year 5 

2025/26 

Year 6 

2026/27 

Year 7 

2027/28 

Year 8 

2028/29 

Year 9 

2029/30 

Year 10 

2030/31 

Inflation 
Adjustment 
Range 

0%  
to  

1.5 

0%  
to  

1.8% 

0%  
to 

3.0% 

2% 
to 

 2.9% 

1.9% 
to 

 2.9% 

1.8% 
to 

 2.9% 

1.8% 
to 

 3.1% 

1.6% 
to 

 3.4% 

1.7% 
to 

 3.4% 

1.6% 
to 

 3.1% 

 

Project Estimates 
Project estimates of cost and timing are based on the best available scope, asset and market 
information available at the time of planning. Our Procurement policy defines the delegations 
and tendering requirements of projects.  Significant estimates are independently peer reviewed.  
The timing of projects are assumed to be as planned unless significant changes to a project 
occurs. 
 
The costs to complete the wastewater scheme at Clyde are based on tendered prices and are 
estimated to be between ± 10%. 
 
The costs to complete the Lake Dunstan Water Supply scheme are based on detailed design 
and are estimated to be between ± 30%. 
 
Cromwell MasterPlan is also based on initial estimated costs, and believe they are also based 
on an accuracy of ± 30%.  These costs will be refined as Council works through the design 
process once the preferred option has been selected. The risk of any significant changes is 
medium. 
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Asset Revaluations and Data Accuracy 
Assets are revalued five-yearly for parks and reserves and three-yearly for all other asset 
groups to understand their worth and condition. We make assumptions on an asset’s useful life 
and its replacement cost based on actual life and asset condition information, market rates, and 
professional knowledge.  We mitigate the risk of these assumptions by revaluing some assets 
annually, undertaking asset testing, and regular visual condition rating.   
 
Asset renewal and maintenance forecasts are based on the condition and the remaining life of 
infrastructure assets. This data is captured within the field and stored in dedicated databases. 
The accuracy of asset data has a direct impact on the accuracy of renewals and maintenance 
forecasts. We measure the accuracy of this data and have targets to improve its accuracy. We 
also have acceptable levels of confidence around asset valuations and data, which are also 
targeted for continuous improvement. Revaluations in the 10-year plan are based on BERL 
indices for the appropriate asset class.  
  
If Councils assumptions are wrong, there is a risk that Councils assets are either under or over-
valued and also under or over insured.  Either scenario could have financial implication around 
insurance payments or insurance claims. The risk associated with the revaluations is 
considered low.  Since 2019 Council has been working to improve confidence in the plant asset 
register and the data collected. 
 

Depreciation  
Depreciation of existing assets have used the current depreciation rates based on the remaining 
useful lives of the assets. New assets have been assigned estimated lives based on similar 
assets from the existing asset register. For larger assets the asset lives are based on the 
predominate asset.  There is a risk that the life of an asset is significantly shorter or longer than 
Council assumptions.  This could result in financial implications due to changes to the capital 
works programme, or insufficient funds collected to meet the renewal programme. The risk of 
any significant changes is low. 
 

New Zealand Transport Agency funding 
Each three-year period Waka Kotahi New Zealand Transport Agency funds the majority of 
Council’s roading expenditure currently at a rate of 51%. The roading program presented in 
Councils 10 Year Plan also has planned funding from Waka Kotahi at a rate of 51% for all 
qualifying roading expenditure. Waka Kotahi is experiencing funding restrictions, which will 
impact the funding available to Councils.  The risk of Waka Kotahi not funding Council’s 
proposed roading programme is medium.  If this occurs then the work programme will be 
reduced, which will result in work being deferred which could result in a reduction in levels of 
service, and higher future costs. 
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Clyde Wastewater  
Within the options for Clyde Wastewater, presented in the 2018-28 Consultation Document, 
there are payment options for the connection fee. The payment option would give the Clyde 
residents a choice to make a one-off payment or to pay a set amount for 10 years, equivalent to 
the repayments required to repay the connection fee over 10 years at a 5% interest rate. The 
interest rate is set to recover any charges and costs incurred in administrating the 10-year 
repayments to make both alternatives cost neutral to Council. The 10-Year Plan assumes that 
50% of Clyde residents in stage one will pay the one-off connection fee of $10,000, with the 
other 50% electing to pay $1,278 per annum for 10 years from connection.  
 

Capital Expenditure Completion Rate 
Council assumes it will meet its proposed capital expenditure programme of work. Council is 
proposing significant expenditure particularly in the three-waters space. These programmes of 
work are significant.   
 
The key risk is that the Council is unable to deliver the works programmes as proposed.  Should 
the programme not be fully achieved, a backload of work arises, which could impact on levels of 
service, delays in replacing assets and price increases.  There is also the risk of assets failing 
before they can be replaced. There is also a financial risk with the introduction of external 
borrowings to fund Councils capital programme of work.  The risk with delays is medium to high 
due to the significant programme planned, the capacity of the construction sector, and three 
waters reform that may impact on the timing of the programme.  Council does have the ability, 
however, should the projects fall behind schedule to revise the speed of delivery in future 
annual plans. Any money already collected can be carried forward to a later year to be used at 
the point of construction.


