
Question on financial swaps 

I don't claim to be any sort of financial accountant so I hope my questions are clear. It is a bit hard to 
read some of the annual report as this PDF was produced as a scan and parts are hard to read and a 
little blurry. Neither can one search the PDF due to it being a scan. In fact I wish you would produce 
documents like this as an original so one could do that. Just a suggestion after getting double vision 
from trying to read it! 

I see in the annual plan that interest on borrowings and swaps were $5.3m. Have our interest rate 
swaps been costing us money or making us money over the last 12 months and how does that 
compare to the previous 12 months? 

I see on P156/160 "Losses from derivative financial instruments" is $2.439m. Is this part of the $5.3? 

Where do I find Council's policy on swaps? 

 

 

Council’s Liability Management Policy (link below) states (p.6) that Council’s fixed rate loan position 
must be within the range of 55% - 90% of its total loan portfolio.  This requirement is to mitigate the 
risk of interest rate fluctuations as well as provide some certainty of interest costs going forward, 
while also allowing a degree of flexibility should market conditions change favourably.  The way we 
fix our loans is mainly through the use of swaps (i.e. derivative financial instruments) as these do 
provide more flexibility than simply taking out a fixed rate loan.  Our current swap portfolio ranges 
from 1 year through to 9 years. 

 

The accounting standards we are required to follow in producing the annual report requires us to do 
a mark-to-market valuation each year on our swaps.  This valuation does not represent any cash 
payments but simply recognises changes in market conditions for interest rates.  A loss on swaps 
means interest rates have moved lower than predicted, whereas a gain means interest rates have 
moved higher than predicted (last year there was a small gain on swaps).  Given the relative 
turbulent market conditions over the past number of years we would expect to see both gains and 
losses on swaps over an extended period of time. 

 

The $2.4m is not part of the $5.3m.  The $5.3m represents interest payments made whereas the 
$2.4m is a non-cash valuation movement. 

 

https://www.whanganui.govt.nz/Your-Council/Policies-Bylaws/Policies/Liability-Management-Policy   

https://www.whanganui.govt.nz/Your-Council/Policies-Bylaws/Policies/Liability-Management-Policy

