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FORECASTING ASSUMPTIONS 

Significant forecasting assumptions and risks 

 

Schedule 10, section 17, of the Local Government Act 2002 (the Act) 
requires that Council identifies the significant forecasting assumptions 
(assumptions) and risks underlying the financial estimates in its Long-term 
Plan. Where there is a high level of uncertainty surrounding the 
assumptions, Council is required to state the reason for that level of 
uncertainty and provide an estimate of the potential effects of the 
uncertainty on the financial estimates provided.  
 
Council has made a number of assumptions in preparing this 2018-2028 
Long-term Plan. These assumptions are necessary as the planning term 
covers 10 years and the assumptions ensure that all estimates and 
forecasts are made on the same basis. 

The prospective financial information contained in this 2018-2028 Long-
term Plan is underpinned by the assumptions that the Council reasonably 
expected to occur as at 30 June 2018. The assumptions are made on the 
basis that there is an average of 20,947 ratepayers in the district. 

Actual results are likely to vary from the information presented and these 
variations may be material. This financial information should not be used 
for any other purpose. 
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Forecasting assumptions Risk Level of 
uncertainty 

Financial 
materiality 

Reasons and financial effect of uncertainty 

Population growth – The 
population of the district is 
expected to grow to a peak of 
approximately 45,000 by 2028-
2033 and drop to 44,100 by 2043.  

Dwelling growth is expected to be 
around 117 dwellings per year 
from 2018-2028 peaking in year 
2033, and then dropping to 60 
per year from 2028-2038 – with 
no new dwellings thereafter.  

The average occupancy per 
household is expected to drop 
from 2.37 to 2.28 by 2028 and to 
2.25 by 2043.  

That population growth is 
lower than projected. 
 
That population growth is 
higher than projected. 

Medium 
 
 
Medium  

Low 
 
 
Medium 

Population growth can be affected by a number of 
factors, including net migration, births, deaths and 
the trend for people to live in smaller family 
groupings. 
 
A decline in population could result in a reduction 
in the number of rateable properties and affect our 
ability to set rates at a level that is affordable to 
the community.  
 
Significantly higher population growth could 
require the extension of infrastructure into 
increasingly difficult and costly subdivisions, with 
cost increases being funded out of debt. 
 

Resource consents – Conditions 
of resource consents held by 
Council will not be altered 
significantly. 

Work is not performed in 
accordance with the 
conditions of the consent. 
 
Conditions of Council held 
resource consents are 
reviewed and altered. 

Medium 
 
 
 
Low 

Medium 
 
 
 
Medium 

Breaches of resource consent conditions may 
result in increased costs and/or legal action taken 
against Council; however, the specific extent of 
any breaches or legal actions cannot be accurately 
quantified prior to their occurrence. 

Inflation – The financial 
information is based on the 
following adjustments for 
inflation. Council has used the 

That actual inflation will be 
significantly different from 
the assumed inflation. 
 

Low  
(Years 1-3) 
Medium 
(Years 4-10) 

Low 
(Years 1-3) 
Medium (Years 4-
10) 

Inflation is affected by external economic factors. 
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Forecasting assumptions Risk Level of 
uncertainty 

Financial 
materiality 

Reasons and financial effect of uncertainty 

BERL forecasts of price level 
changes to calculate a weighted 
average inflation rate for each 
year of the plan. Where 
expenditure is subject to inflation, 
the following rates have been 
applied: 
2018/19 0% 
2019/20 2.2% 
2020/21 2.2% 
2021/22 2.2% 
2022/23 2.3% 
2023/24 2.3% 
2024/25 2.4% 
2025/26 2.5% 
2026/27 2.6% 
2027/28 2.7% 

Council’s costs and the income required to fund 
those costs will increase by Council’s average rate 
of inflation. 
 
While individual cost indices will at times vary from 
what has been included in this plan, the Council 
has relied on the Reserve Bank use of monetary 
controls to keep inflation within the 1 to 3% range. 
 
Where the actual inflation differs from the 
assumed inflation the cost of the activity will differ. 
Lower inflation may result in Council reducing the 
funding. Higher inflation may increase the funding. 

Interest – Interest paid on term 
debt is calculated at an average 
rate of 5.5% per annum.  
 

That interest rates will 
change from those used in 
the calculations over the 
period of the Long-term 
Plan. 
 
 

Medium 
 
 
 
 
 

Medium 
 
 
 
 
 

Interest rates on borrowed funds are largely 
influenced by factors external to the New Zealand 
economy. 
 
Council mitigates interest rate uncertainty through 
the use of interest rate swaps and other 
derivatives. 
 
Based on Council projected debt levels, interest 
costs will increase or decrease annually by $1.2M 
in year one of the plan to $880,000 in year 10 of 
the plan for every 1% movement in interest rates. 
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Forecasting assumptions Risk Level of 
uncertainty 

Financial 
materiality 

Reasons and financial effect of uncertainty 

A significant change in interest rates could affect 
the amount of funds available to Council. 

Interest rate risk management – 
Council continues to manage 
interest rate risk with a neutral 
effect by effectively fixing a large 
portion of its debt portfolio. 

Interest rates move in a 
downward direction with 
Council unable to take full 
advantage of this 
movement. 

Medium Low As Council’s policy is to effectively fix its interest 
rate on a large portion of its debt portfolio, a 
movement in interest rates would have a minimal 
impact in interest costs or savings. 

Raising debt – Council can raise 
debt at any time. 

That Council cannot raise 
debt as and when 
required. 

Medium Medium Council funds debt from bank credit lines and from 
issuing local authority stock, either through private 
placement or through the New Zealand Local 
Government Funding Agency. Market conditions 
may impact on lenders’ ability to continue to fund 
Council debt. 
 
New Zealand local authority stock market is 
dominated by a small number of significant 
purchasers.  Overseas markets are prone to 
fluctuations in demand for investment in a given 
Country’s securities. Market conditions may result 
in purchasers of local authority stock withdrawing 
from the market for a period. This means that in 
the short term Council may have to use cash 
reserves or investments in place of debt. In the 
medium term Council may have to delay/suspend 
current projects. In the long term additional 
funding sources would have to be found or the 
Council budget would have to be reduced to what 
could be funded from current revenues. 
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Forecasting assumptions Risk Level of 
uncertainty 

Financial 
materiality 

Reasons and financial effect of uncertainty 

The effect on projects would depend on the value 
involved and the extent to which Council could not 
fund from internal sources. 

New Zealand Transport Agency 
(NZTA) requirements and 
specifications for the grant of 
subsidised work will not alter, and 
that all work in the submitted 
programme to NZTA will be 
approved. 
 
The NZTA subsidy Council has 
used in the 10-Year Plan is 61% 

 
 

Changes in subsidy rate 
and in criteria for inclusion 
in subsidised works 
programme. 
Not all work in the 
programme submitted to 
NZTA will be approved 
resulting in that work not 
proceeding. 

Medium 
 
 
 
 
 

Medium 
 
 
 
 
 

NZTA funding priorities may change as a result of 
the Land Transport Management Act 2003 and its 
focus on delivering the key outcomes of 
integration, safety, sustainability and value for 
money. Variations in subsidy are possible through 
implementation of the New Zealand Transport 
Strategy and Government Policy Statement on 
NZTA funding. 
 
A 1% decrease in subsidy will increase Council’s 
cost by $149,000 to $228,000 per year or $7.11 to 
$10.88 per ratepayer based on 20,947 ratepayers.  
Alternatively there may be a reduction in service. 

Whanganui District Council 
Holdings Limited dividends 
 
Council is forecasting to receive 
$1M for each year of this Plan by 
way of $800k in dividends and 
$200k in loan repayments. 

That Council will not 
achieve the forecast rates 
of return. 

Medium Medium Whanganui District Council Holdings Limited 
dividends and loan repayments are derived from 
Wanganui Gas Limited, which is subject to market 
fluctuations. The projected returns are based on 
information provided by the Chairman of 
Whanganui District Council Holdings Limited. 
 
For every $100,000 of debt repayment interest 
cost savings is $5,500.  For every $100,000 of 
additional income gained or shortfall in proposed 
income, the impact on ratepayers is a $4.77 gain or 
loss respectively based on 20,947 ratepayers. 
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Forecasting assumptions Risk Level of 
uncertainty 

Financial 
materiality 

Reasons and financial effect of uncertainty 

Funding sources – Council has 
assumed it will receive  certain 
levels of user charges and grants, 
in addition to loan funding, as 
sources of funds for future 
replacement of significant assets.  

That some loan funding, 
user charges and grants 
may not be achievable. 

Low Low Levels of charges and grants have been set at 
previously achieved levels. Some user charges and 
grants under budget will be likely to be offset by 
some user charges and grants over budget. 
 
User charges and grants have generally been 
increased by the assumed rate of inflation over the 
10 year period of the plan. 
 
Some price increases may affect the demand for 
services and adversely impact on Council forecast 
user charge income. 
 
Council has secured loan facilities in addition to a 
strong credit rating from an international credit 
rating agency.  It is unlikely that it will be unable to 
source loan funding for future replacement of 
significant assets. 

Asset life –  
Assets do not necessarily fail at 
the end of their design life.  An 
asset is considered to have failed 
if its performance does not meet 
expected serviceability 
requirements. 

Earlier than planned asset 
failure. 

Low Medium/High Assets are assessed on their criticality and 
likelihood of failure and risk ratings are established 
to prioritise and optimise investment programs. 
 
Asset replacements - Capital projects may need to 
be brought forward in the event of asset failure 
affecting interest costs and levels of debt.   
 
 

Asset data knowledge – Incorrect asset data 
resulting in incorrect 

Low/Medium Medium/High Over the past few years Council has been 
undertaking extensive modelling of its 
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Forecasting assumptions Risk Level of 
uncertainty 

Financial 
materiality 

Reasons and financial effect of uncertainty 

Council has an accurate record of 
assets to enable good decision 
making. 

expenditure and loss of 
service potential. 

infrastructure networks to improve data 
information on the condition of its assets.  
However, where data information remains 
incomplete, or is inaccurate, there is potential for 
over-investment or under-investment in assets. 

Timing of capital projects and 
accuracy of cost estimates 
 
That capital projects will be 
completed within the projected 
timeframes and budget cost 
estimates. 

Capital projects are 
delayed or take longer to 
complete than estimated. 
 
Actual capital project costs 
are significantly under or 
over budget. 

Medium 
 
 
 
Medium 

Medium 
 
 
 
Medium 

Delay in completing projects could result in an 
escalation of costs in addition to Council not being 
able to deliver required levels of services. 
 
Significant variances of actual capital costs to 
budgeted capital costs may result in either: 

 Over-collecting revenue from various 
sources, such as development 
contributions, fees and rates; or. 

 Funding shortfall, placing additional 
pressure on Council resources, such as 
borrowings and rates. 

Revaluation of non-current 
assets – From time to time we 
revalue our assets to understand 
how much they are worth. 
Through our planning, we make 
assumptions about how much we 
think the assets will be worth 
when they are revalued. Council 
has used the BERL forecasts of 
price level change adjustors for 
each year of the plan. The 

Price level changes may 
not be in line with BERL 
forecasts resulting in a big 
difference between how 
much we thought the 
asset would be worth and 
how much it is actually 
worth. 

Medium Low Revaluations are impacted by information 
available on asset conditions.  As better 
information on asset condition is obtained 
revaluations may differ from those calculated in 
this Plan. 
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Forecasting assumptions Risk Level of 
uncertainty 

Financial 
materiality 

Reasons and financial effect of uncertainty 

following rates have been applied 
to the appropriate asset types:  

Year applied Water 
2019/20 8.3% 
2022/23 7.7% 
2025/26 8.6% 

Year applied Buildings 
2020/21 6.5% 
2023/24 7.0% 
2026/27 7.7% 
  

Year applied Roading 
2019/20 6.2% 
2022/23 7.1% 
2025/26 7.7% 

Year applied 
Investment 
properties 

2018/19 2.0% 
2019/20 2.2% 
2020/21 2.2% 
2021/22 2.2% 
2022/23 2.3% 
2023/24 2.3% 
2024/25 2.4% 
2025/26 2.5% 
2026/27 2.6% 
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Forecasting assumptions Risk Level of 
uncertainty 

Financial 
materiality 

Reasons and financial effect of uncertainty 

2027/28 2.7% 
 

Depreciation on planned asset 
acquisitions – Asset condition is 
as per Council’s detailed asset 
register with the  following 
average depreciation rates being  
used for planned asset 
acquisition: 
 
Infrastructure 
Roading network       3.6% 
Wastewater system 2.6%  
Stormwater system 1.7% 
Water system 2.6% 
Airport runway 2% 
Buildings & improvements  2%-
20% 
Other fixed assets           10%-33% 

Actual wear and tear of 
assets will not mirror 
current depreciation rates. 

Low Low Council has an asset management planning and 
improvement programme in place.  Asset capacity 
and condition is monitored, with replacement 
works being planned in accordance with standard 
asset management and professional practices.  
Depreciation is calculated in accordance with 
normal accounting and asset management 
practices. 

Changes in society – Based on the 
projected demographic profile of 
the district this plan assumes: 

 an aging population, 

 an increase in ethnic diversity, 
although at a lower rate than 
the rest of New Zealand,  

 an increase in the Maori 
population, 

The expected 
demographic changes do 
not transpire in the 
predicted areas, impacting 
on the provision of 
services for the area and 
the district as a whole. 

Low Low The district’s projected demographic profile was 
taken into account in preparing the asset 
management plans, service plans and activity 
plans.  A significant change in the projected profile 
could impact on the provision of age specific 
service delivery and infrastructure, which may 
become obsolete or underutilised sooner than 
anticipated. 
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Forecasting assumptions Risk Level of 
uncertainty 
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materiality 

Reasons and financial effect of uncertainty 

 the district’s ethnic make-up 
will remain predominantly 
European and Maori. 

Potential climate change impacts  

Whanganui expects:  

* average temperatures to rise by 
1° C by year 2040 and 2° C by 
year 2090  

* wetter conditions with annual 
precipitation up 3% and winter 
rainfall up 8% by year 2090  

* an 80cm sea level rise by 2090.  

This will increase the frequency 
and intensity of natural events.  

Planning has not 
adequately accounted for 
climate change impacts 
and the associated cost. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Medium 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Medium 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Accretion, sedimentation of the river, greater 
flooding, impacts on coastal environment and 
settlements, increased stormwater flooding, 
higher river levels, increased groundwater levels 
and hill side erosion and impact on resources to 
manage events.  Infrastructure damage may affect 
the levels of maintenance in any one year or 
replacement timeframes may be varied as a result. 
 
 
 
 
 
 
 
 
 
 

Carbon credits - that Council will 
not receive any carbon credits or 
pay any charges through the 
Emissions Trading Scheme. 

Government changes to 
Emissions Trading Scheme 
rules. 

High Low The National Government is currently reviewing 
the Emissions Trading Scheme providing 
uncertainty over its future, applicability and effect 
on Council. There are two main services that 
potentially trigger Emissions Trading – landfill 
gases and forestry. Council’s old landfill has 
insufficient gas emission to be of concern whilst 
Council’s forestry holding potentially triggers 
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Forecasting assumptions Risk Level of 
uncertainty 

Financial 
materiality 

Reasons and financial effect of uncertainty 

carbon credits or charges for Council. The quantum 
and eventuality of any credits or charges is 
dependent on current Government review. 

Shared services – Council partners 
with other agencies to deliver 
services in a cost effective 
manner. 

Partnerships do not 
deliver the desired 
outcomes. 
 
The desired outcomes are 
delivered at an increased 
cost. 

Low 
 
 
Low 

Low 
 
 
Medium 

External factors may impact on provider’s ability to 
deliver services at the expected level. 
 
There are existing agreements between Council 
and other agencies for the delivery of services. Non 
delivery could result in an increased cost to Council 
or an unexpected drop in service levels. 

Central government – Council is 
unable to confidently predict any 
Government statutory or policy 
changes. Therefore this plan 
assumes Council is operating 
under the current regime of 
statutory and policy provision. 

There are unexpected 
changes that alter the 
services provided by 
Council. 

Medium/High Low Most changes to legislation are programmed and 
known about in advance. Any Government 
changes to legislation will result in appropriate 
Council response during future annual and long 
term planning.  Only in extraordinary 
circumstances (such as public outcry over a 
particular incident) would unexpected changes to 
legislation be promoted.  Central government is 
likely to share part of any cost associated with 
major legislative changes. 

Earthquake strengthening of 
buildings – it is assumed a budget 
of $9.4M over this Long-term Plan 
will be sufficient for planned work 
on Council-owned buildings. 

That the costs of 
earthquake strengthening 
Council-owned buildings 
within the next 10 years 
will exceed the $9.4M to 
be raised and that the 
costs cannot be funded 
out of normal budgetary 
provisions. 

Medium Medium Council continues to review the seismic strength of 
our buildings, with a program of works scheduled 
on a priority basis. As we obtain a better 
understanding of the physical seismic work 
required for each building we are able to place a 
greater level of confidence on the budget 
allocations. For the first few years of our Long-term 
Plan we are able to place a reasonable level of 
confidence on our estimated seismic costs, with 



Whanganui District Council 
Proposed Long Term Plan 2018-2028 

FORECASTING ASSUMPTIONS 
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materiality 

Reasons and financial effect of uncertainty 

less accuracy able to apply to buildings scheduled 
to be upgraded in later years.  
. 

Insurance – it is assumed 
Council’s assets are adequately 
covered for loss. 

That the insurance market 
continues to suffer as a 
result of recent natural 
disaster events and that 
the cost of insurance 
continues to rise. 

Medium Low The effect of the Christchurch earthquake has seen 
substantial cost increases for insurance and issues 
with obtaining cover at all. Council continues to get 
insurance for significant assets, and will continue 
to self-insure lower value assets. 

Natural hazard events –  
There will be natural hazard 
events e.g. flooding, landslides, 
severe winds that cause localised 
damage about every 3-5 years 
which will be funded from a 
combination of a Roading 
Recovery rate and insurance.  
 

There are natural hazard 
events more often than 
expected risk 
assessments.  
 

Medium High Although Council has faced natural disaster events 
in the past, and coped adequately, climate change 
predictions are that some events could become 
more frequent and more intense. The potential 
effect of a natural disaster on Council’s financial 
position is dependent upon the scale, duration and 
location of the event. Central government 
assistance and insurance contracts would reduce 
some of the Council’s financial risk. Emergency 
Management plans and legislation allow for 
Government assistance where communities are 
unable to cope with the emergency relief and 
recovery works. 

Earthquakes –  
The Council is not expecting a 
significant earthquake in the 
period of this Long-term Plan that 
causes damage to Council assets. 

A significant earthquake 
strikes that causes major 
damage to Council and 
community assets. 

Low High Although the likelihood of Whanganui 
experiencing a significant earthquake that causes 
major damage is very low, recent earthquakes in 
Christchurch and Kaikoura have highlighted the 
extent of damage that can occur.  As with all 
natural hazard events Emergency Management 
plans and legislation allow for Government 
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assistance where communities are unable to cope 
with the emergency relief and recovery works. 

Development contributions – 
Growth will occur at the projected 
rate and in the projected order. 

Development 
contributions are not 
recovered to match 
expenditure of network 
upgrades. 

Medium Medium Council has undertaken careful planning of growth 
demand projects so that expenditure and recovery 
match market demand.   
 
However if growth projects are inaccurate budgets 
may be insufficient or inappropriate for the level of 
actual growth, sufficient revenue may not be 
gathered. 

Sarjeant Gallery Redevelopment 
 
It is assumed the following 
budgeted capital costs will be 
sufficient for Council to complete 
planned work on the Sarjeant 
Gallery: 
2017/18  $1.5M 
2018/19                        $12.5M 
2019/20  $12M 
2020/21   $8M 
 
Funding for this project includes 
$29M contributions from Central 
Government, corporate and 
philanthropic organisations and 
individuals.   
 

The costs of the 
redevelopment project 
will exceed $34M. 
 
 
The financial targets for 
fundraising from external 
sources will not be met. 

Medium 
 
 
 
 
High 

High 
 
 
 
 
High 

Although Council has undertaken extensive costing 
of this project there is still potential for costs to 
vary to that budgeted. 
 
Council has a team of committed volunteers and a 
proven professional fundraising organisation 
working towards meeting the required financial 
targets. However the risk remains that the 
financial targets for fundraising cannot be met 
which could result in either a redesign of the 
project, additional costs to Council, or the 
redevelopment project not proceeding   
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Wastewater Treatment Plant 
 
The wastewater treatment plant 
will be fully operational by the 
commencement of this Long-term 
Plan. 
 
Operating costs will similar to 
those forecasted. 

That the treatment plant is 
not fully operational by 
the commencement of 
this Long-term Plan.. 
 
That operating cost 
forecasts are under or 
overstated due to 
assumptions on loads, and 
current price estimates 
 
. 

Low 
 
 
 
 
 
 
 
Medium 

High 
 
 
 
 
 
 
 
High 

.  
The build and commissioning phase is due to be 
completed prior the July 2018 and is on track to 
meet these timelines.  Any delays to this could 
increase costs. 
 
Although Council has undertaken extensive costing 
of this project there is still potential for costs to 
vary to that budgeted.   

Sale of forestry assets 
 
It is assumed the sale of forestry 
assets will be completed prior to 
the commencement of this Long-
term Plan. 

That the forestry assets 
will not be sold prior to the 
commencement of this 
Long-term Plan. 

Medium Medium The sale of the forestry assets is currently awaiting 
the Overseas Investment Office approval.  It is 
expected this will be granted prior to the 
commencement of this Long-term Plan.   

 




