





9.

10.

11.

12.

13.

The potential sources of financing for Ministers consideration are:

a. Raising through private borrowing (Kainga Ora Board and HUD preferred option)
requiring an increase to the current protocol to $8.3 billion (a net change of $1.2
billion due to headroom in the existing approved limit due to COVID-19 delays)

b. Financed from New Zealand Debt Management Office (DMO) debt through a pre-
commitment against the multi-year capital allowance (Treasury preferred option)

Providing a lower cost option of financing costs ($6 million per annum of
additional interest relating to the increased borrowing for 30 June 2022),

Preserves the Government’s ability to prioritise and make investment
decisions across different portfolios,

Provides better financing certainty for the Crown, and

Ensures that the Government’s housing objectives can be delivered
sustainably and transparently.

If debt is raised privately, the annual private debt issuance that can be sustainably
accommodated by the market is considered to between $2-$3 billion, which this request is
within these parameters.

Te TGapapa Kura Kainga — Ministry of Housing and Urban Development (HUD) as the
monitoring agency is comfortable with the level of borrowing increase having assessed the
robustness of the forecasted spend and the associated delivery of commitments. There is a
need to improve debt governance and transparency of the spend and we will continue to
work with Kainga Ora in increasing reporting and assessment of value for money across
significant investments irrespective of the financing source.

Given the approach of private sector borrowing is in line with market expectations and work
is underway to move the focus to a medium-term financing approach, HUD is supportive of
continuing the current approach for financing through private borrowing to June 2022.

To progress this, work is currently underway with Kainga Ora, Treasury and HUD to validate
medium-term requirements with a report back expected later this year with a focus on
ensuring decision making and monitoring processes are fit for purpose to balance delivery
pace with value for money considerations.

Recommended actions

14.

It is recommended that you:

1. Note that Kainga Ora has inherited Housing New Zealand’s funding
and financing model, made up of:

1.1 Operating funding (including the Income Related Rents Subsidy
and other appropriated funding sources);

1.2 Selling surplus land; and

1.3 Borrowing (from both the private sector and the Crown).

2. Note that the Kainga Ora build programme is progressing and as
planned now seeks the private borrowing limit to be increased to
finance the next stage in their build programme out to June 2022.

3. Note that in November 2019 the Kainga Ora private borrowing limit
was raised to $7.1 billion with the understanding that more would be
sought later to finance future needs.

4. Note that Treasury have been consulted.
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24.

25.

26.

27.

This led to the agreement of a private borrowing limit of $7.1 billion which covered expected
delivery to June 2021, with private borrowing expected to be $4.6 billion at 30 June 2020 (the
recently completed year-end) and with a projected borrowing requirement of $9.3 billion in
June 2022.

As per December 2020, delays experienced during lockdowns are gradually been caught up
through increased pace of delivery, with the expectation that delivery will be back in line to
pre COVID-19 expectations by June 2022.

Some of the areas that are currently forecasted to be behind estimated spend and delivery
by 30 June 2021 (compared to the November 2019 estimate) include:

a. Construction of Income Related Rents Subsidy (IRRS) homes ($416M short of
spend and 294 less houses completed).

b. Construction of transitional homes ($614M short of spend and 524 less houses
completed).

c. The Tamaki regeneration programme is expected to be behind and to have incurred
$235M less.

d. The retrofit programme is expected to be behind and to have incurred $120M less.

e. Strategic land purchases was slowed down during COVID-19 and is expected to be
behind by $125M in incurred costs.

f. Points a to e above total reduction of cash out to 30 June 2021 from being behind is
expected to impact around $1.5 billion.

g. Due to movements in other areas the net reduction on the debt utilisation by
30 June 2021, compared to the original estimate in November 2019 is $1 billion,
which means that the estimated market borrowing by 30 June 2021 is now $6.1
billion.

To ensure cash was available through the uncertain times of the early months of COVID-19,
Kainga Ora continued to issue private debt in the second half of 2019/20 at the pace
previously communicated to the financial markets. This has resulted in a short-term
investment asset build-up, which is partly financing the increased pace of build in 2020/21
and 2021/22.

Updated forecasts and linking to Budget 2021 bids

Kainga Ora forecasts to 30 June 2022

28.

29.

30.

31.

32.

Kainga Ora is planning to deliver their share of the Budget 2018 commitments 6,400 net new
IRRS homes by 30 June 2022.

Kainga Ora forecasts that a total of $2.2 billion will be required in FY2021/22 to deliver the
forecasted capital programme, utilising short-term cash investments of $995 million, with the
remainder requiring additional financing.

Kainga Ora includes within the overall borrowing requirement prudent levels of liquidity
protection. With the increased planned capital programme this reserve has also increased
compared to previous assumptions in Long-Term Investment Plans (LTIP).

This will result in a reserve of around $750 million, for Kainga Ora to ensure they at all times
adhere to their liquidity policy of a minimum of four months. The reserve will hold the
estimated cash necessary to continue investments for up to five months without access to
increased borrowing. In the extreme cases where market liquidity is severely impacted,
Kainga Ora has an agreed stand-by credit facility with NZDMO for $1 billion.

The overall result is a forecasted financing requirement until June 2022 of $8.3 billion, an
increase of $1.2 billion on the current $7.1 billion level.
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40.

41.

42.

43.

44.

Kainga Ora is currently working on updating their long-term financial forecasts. At this time
their forecasts indicate a full delivery of current Government commitments by 30 June 2024
and at that time the total debt is forecasted to be $15.6 billion (of which $2 billion is DMO
debt). s 9(2)()

Not included in the $15.6 billion is the future requirements for financing the Strategic Land
Acquisition initiative, which could increase debt further by up to $0.6 billion from1 July 2024
to 30 June 2027. The final impact on debt levels depends on future Government decisions on
public house builds. If no further Government commitments will be made beyond the new
homes announced as part of Budget 2018 and Budget 2020 the impact on overall debt levels
may be reduced as Kainga Ora may be able to finance some or all of the expenses from their
operational profits.

Kainga Ora and HUD will work together to firm up the longer-term view, where Kainga Ora
expects to continue their build programme for at least another 10 years beyond the
Government commitments, and what that would mean to their peak debt amount and timing.
The longer-term outlook and related build programme would be subject to Crown approval,
but Kainga Ora long-term forecasts will present the possible outlook. A continuation of the
Retrofit Programme will also have an impact on future financing needs, but the actual impact
on debt depends on future Government decisions on public house and transitional homes
builds beyond current commitments.

In the short-term there are no indications that the financial sustainability of Kainga Ora is
under pressure, however, any uplift in costs flowing through the investment programme are
likely to place pressure on Crown funding (either directly for large scale projects or through
IRRS for Public Housing).

Kainga Ora’s Long-Term Investment Plan shows that future operational cash surpluses are
more than adequate to finance repayments of debts, including principal and interest
components. As long as borrowing is only used for future cash-generating assets and the
overarching Crown appropriations where relevant are funded through Budget processes, and
adequate funding is provided for non-cash generating investments, this view will not change.

Sources of financing and controls of spend

Considering whether to finance through private borrowing or DMO debt

45.

46.

47.

48.

49.

The financing requirements of Kainga Ora can be met either by increasing the private
borrowing limit or through DMO debt.

Kainga Ora and Treasury have different views of what the best approach is and they will be
presented in the coming sections.

The main focus of HUD is to ensure that Kainga Ora:

¢ Remains financially sustainable, meaning it is capable of servicing interest costs and
debt repayments through established revenue streams.

e Invests through the Kainga Ora Investment Principles ensuring debt is only used for
assets that generate future revenue and decision making is in accordance with Cabinet
Circular CO (19) 6 on Investment Management and Asset Performance in the State
Services.

e Delivers on Government budget commitments on time and to the expected quality and
level of cost.

The main tools for HUD to ensure that Kainga Ora achieves the above aims is for HUD to
have effective monitoring and reporting by Kainga Ora.

On balance, given the approach that private sector borrowing is in line with market
expectations and work is underway to move the focus to a medium-term financing approach,
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50.

HUD is supportive of continuing the current approach for financing through private borrowing
to June 2022.

The medium-term work is fundamental as it will provide certainty to both Kainga Ora and
markets (either through Kainga Ora or New Zealand DMO) of the intended financing
requirements aligned to previous policy announcements while ensuring that Ministers
interests are protected through assessment of delivery and value of money.

The Kainga Ora view on options for the sourcing of borrowing

51.

52.

53.

54.

55.

56.

57.

The current approach is for Kainga Ora to access the required finances by issuing private
debt in the market.

Kainga Ora considers that the market will be able to absorb up to $3.0 billion of het new NZD
market debt in any 12-month period, and will not be able to get much above $2.0 billion
several years in a row. This is fairly consistent with non-sovereign domestic issuers (e.g.
Local Government Funding Agency and Auckland Council).

The sensitivity of investors to volume was tested in January 2020 when Kainga Ora
announced a borrowing programme of $2.5 billion in calendar year 2020. The announcement
raised concerns with both investors and banks around whether this volume would be
possible without relying on financing in a foreign currency, and resulted in a significant
widening of spreads to New Zealand Government Bonds. With a long enough lead time
Kainga Ora believes these concerns would be less, though only as long as most years retain
a net new market debt raised closer to $2.0 billion.

To address this speed limit, Kainga Ora could consider either financing in foreign currency
(which is generally more expensive than NZD financing) or through Crown loans, the
mechanism for which has already been established for the $2.0 billion of Crown loans
currently on its balance sheet.

The general advantages and disadvantages of the different financing options, from the
viewpoint of Kainga Ora, are outlined below:

Advantages Disadvantages
NZD bondsonly e Commitments made e Limited pool of
less directly linked to investors
annual Budget process
¢ Improves NZD market
liquidity '
e Simple and proven
approach
NZD bonds + foreign s Commitments made ¢ Higher cost of financing
currency bonds less directly linked to (~0.3%) depending on
annual Budget process market
e Diversified pool of e Reduced liquidity in
investors NZD market
e Flexible issuance
approach
NZD bonds+ Crown e Predictable bond e Limited pool of
loans programmes ) investors
e Marginally lower cost e Increased complexity
¢ Reduced flexibility
e Reduced ahility to make
long term commitments

Kainga Ora believes that there is a larger degree of flexibility by utilising the private market
for financing rather than going through the DMO.

Kainga Ora also believes that by solely using private borrowing it instils in Kainga Ora a
higher sense of commercial discipline in the organisation that may be reduced by relying on
DMO debt instead.
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58.

The Kainga Ora preference is to finance its capital programme through the issuance of NZD
bonds in its own name, reflecting the nature of its asset-driven capital expenditure profile,
fungible asset base and strong free cash flows. They anticipate financing requirements are
likely to continue to grow, and would like the protocol framework to reflect that reality as it will
improve their ability to work with investors. They would also note that the pool of investors
who would be interested in Crown-issued NZD debt will also be available to Kainga Ora.

The Treasury view on options for the sourcing of borrowing

59.

60.

61.

62.

63.

Decisions on the sourcing of Kainga Ora’s borrowing need to be considered in light of their
fiscal management implications. Furthermore, Kainga Ora borrowing comes at a margin over
government bond rates, so is more costly than core Crown borrowing. To this end, the
Treasury does not support further increases to Kainga Ora borrowings outside of the Crown.
Providing funding through a capital appropriation or tagged contingency (funded by NZDM
borrowings) preserves the Government'’s ability to prioritise and make investment decisions
across different portfolios, provides better financing certainty for the Crown, and ensures that
the Government’s housing objectives can be delivered sustainably and transparently.

The borrowing programme necessary to support Kainga Ora’s current investment plans is
significant. Over the last two years, Kainga Ora has borrowed at a margin over government
bonds of between 30 and 60 basis points, equivalent to $3 million to $6 million per annum for
each $1 billion borrowed (Kainga Ora borrowing from the Crown is at a margin of 15 basis
points over the Crown’s cost of borrowing, but this is “Crown to Crown” i.e. the net cost is
zero). The scale and term of Kainga Ora’s borrowing magnifies this cost significantly.

As highlighted above (paragraph 40), Kainga Ora’s market borrowing is expected to
approach $14 billion dollars by June 2024, based on current commitments and excluding any
borrowing under the Kainga Ora Land Acquisition Programme. The table below shows the
incremental net present cost of Kainga Ora borrowing this amount from private markets.
While the annual impost is low, the cumulative impact approaches that of a major urban
development, or one of the newly established housing funds.

Incremental net present cost of borrowing $14 billion ($million)

Time to repayment (years)
Margin
(bp) 5 10 15 20 25 30
30 182 324 436 523 592 646
40 242 432 581 698 789 861
50 303 541 727 872 987 1076
60 364 649 872 1047 1184 1291

Borrowing from the Crown can provide the same funding certainty that Kainga Ora believes it
achieves through the borrowing protocol. A multi-year appropriation can provide
parliamentary approval for Treasury to incur the associated capital expenditure for up to five
years. Once the appropriation is set up, any drawdown matters (amounts, timing, etc.) can
be agreed by joint Ministers as is currently done under the borrowing protocol. The Budget
process would only be required if there was a need for additional funding. For the avoidance
of doubt the borrowing would impact on core Crown net debt unless the loans are repaid
within 10 years, in which case they would be considered fiscally neutral for Fiscal
Management Approach purposes.

Kainga Ora have cited greater commercial discipline in the organisation as a benefit of
market borrowing. While lenders are a potential source of scrutiny on a borrower's financial
performance, it is likely that in this case lenders are looking to the close relationship between
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64.

the Crown and Kainga Ora in making their lending decisions, rather than the organisation’s
investment processes and underlying financial position.

If an entity is not subject to strong commercial drivers, then an ability to borrow may act to
loosen the discipline on it to operate efficiently. Greater autonomy means it can address cost
overruns or delivery issues by tapping the capital markets for more funding, with the political
economy around Kainga Ora’s work meaning it can likely find some way of addressing those
cost issues through future budget rounds.

Current and future state of reporting and monitoring on the private borrowing

65.

66.

67.

68.

69.

As of 30 June 2020, Kainga Ora expanded their regular monthly reporting to the Kainga Ora
Board to also report quarterly on their debt protocol to HUD, showing the debt position and
selected capital spend that utilises the financing provided by debt.

The December 2020 quarterly report had already some improvements implemented and
HUD will continue to work with Kainga Ora to ensure that going forward both Kainga Ora
Board and HUD can accurately and consistently monitor significant investment decisions
(funded by debt), track deliverables/outputs against Statement of Performance Expectations
and Public Housing Plans and other forecast commitments, and track debt profiles against
projections. The end goal is provide greater transparency and analysis at appropriate levels
which may for significant investments include project or programme level analysis.

Both Kainga Ora and HUD are committed to enhancing the reporting for the borrowing
increase. This will enable Ministers, HUD and Kainga Ora Board to adequately monitor
outputs/delivery against targets/commitments/projections, track debt movements and debt
profiles; and capture significant investment decisions (funded by debt).

Included in the improved reporting will be the ability to report back on value for money and to
track the deliverables that the borrowing requirements help finance.

Based on the ability of HUD to monitor Kainga Ora spend and delivery going forward, HUD
recommends that Ministers support the requested financing to Kainga Ora to 30 June 2022,
whether by increasing the private borrowing limit or by providing DMO debt through a
Cabinet decision.

Risks and mitigations

70.

71.

72.

73.

74.

There are both some general risks with the capital investment programme of Kainga Ora,
and-also specific risks linked to the question of securing financing through private borrowing
or DMO debt. Both categories of risks are included in this section.

If the private market debt limit is not raised as Kainga Ora build programme continues,
progress will be severely reduced, unless the Government instead provides DMO debt to
finance the shortfall.

As the private debt market requires time to plan, Kainga Ora should ideally have knowledge
of future private market debt limits up to a year before they hit their current ceiling. Currently
it is forecasted that the limit will be reached midway through FY21/22. A decision in
conjunction with the release of Budget 2021 would be early enough for the private market.

Kainga Ora pays between 30 and 80 basis points (0.3-0.6%) extra on their private borrowing
compared to what they would pay through direct Crown borrowing through the DMO. That
means that for every $1 billion in debt an annual $3-6 million of extra interest will be incurred.

Depending on how long Kainga Ora continues to build houses at current levels this could
average out over the course of the next 30-50 years (which is what Kainga Ora currently
projects it will take to repay all debt) to $50-100 million per year. In this case the total amount
of extra interest costs would be significant, but in any given year it would not change the
overall sustainability of Kainga Ora, as long as debt financing is used for revenue gathering
investments.
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Significant investment decisions and deliveries to 30 June 2022

What investment decisions related to the debt limit you are expected to make and what
deliveries funded by debt will be completed from now until 30 June 2022

78.  Currently within the increased borrowing requirement there are some individual investments
which will require consultation with Ministers including:

e The decision on the full rollout of the Retrofit Programme. The pilot is planned to end
by 30 June 2021 and you will be approached concerning the full rollout as per the
new investment approval pathway approach that is currently being developed.

e Any other projects that fit within the investment approval pathway approach that is
currently being developed by Kainga Ora in line with Cabinet Office Circular
CO (19) 6.

Consultation

79. Attached as Annex C to this briefing is the formal request from the Kainga Ora Board to
increase the borrowing requirement following a discussion at Board level.

80. Treasury has been consulted on this briefing paper.

Next steps

81. Kainga Ora will provide communication to the market following the decision and if timing
aligns could form part of the Budget 2021 releases.

82. Should you choose to seek direct Crown debt, officials will draft a Cabinet paper seeking this
as a pre-commitment against the multi-year capital allowance.

83. Abriefing paper seeking a longer-term view of the debt protocol will be presented to
Ministers by the end of the year. This briefing paper will provide greater assurance on the
future spend, reporting and monitoring of the debt utilisation and associated deliverables and
will incorporate the updated financial information from the Kainga Ora strategic view and
LTIP model, that are due to be updated in April/May 2021.

84. To implement the revised Protocol, please sign the attached letter in Annex D to the Kainga
Ora Board Chair which communicates the change in the revised Protocol in Annex E.

85. HUD will arrange for the new approval to be publicly notified by Gazette notice once your
Office has notified us that the letter has been sent.

Annexes

Annex A: 30 June 2021 updated view and comparison of spend (reconciliation) between updated
forecast and the table provided in BRF19/20110505 (paragraph 48).

Annex B: 30 June 2022 updated view and comparison of spend and borrowing position between
previous estimate and updated forecast.

Annex C: Letter from Kainga Ora Board Chair formally requesting an increase to the borrowing
requirements

Annex D: Draft letter the Kainga Ora Board Chair

Annex E: Updated Borrowing and Derivatives Protocol
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Some of these contingencies are possibly not going to be triggered at a later date either and
thus constitute a permanent reduction in projected debt.

While FY2020/21 will partly recover some of the backlog experienced due to the COVID-19
delays, most of the recovery will only be completed in FY2021/22.

Overall, the level of spending on individual investments is in line with progress made to date
with further work and analysis currently being undertaken to improve transparency and
understanding at a more granular level.
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Annex C: Letter from Kainga Ora Board Chair formally requesting an increase
to the borrowing requirements
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Annex D: Draft letter the Kainga Ora Board Chair

Vui Mark Gosche

Chair, Kainga Ora - Homes and Communities
PO Box 2628

WELLINGTON 6140

Téna koe Vui
UPDATED BORROWING AND DERIVATIVES PROTOCOL

| am writing to advise you that, pursuant to section 160(1)(b) of the Crown Entities Act 2004, the
Minister of Finance and | have approved a revised Kainga Ora Borrowing and Derivatives Protocol
(attached).

The revised Protocol will take effect from 1 July 2021. The limit on Kainga Ora’s external borrowing
is increased to $8,300 million in order to allow Kainga Ora to deliver the increased level of
redevelopment activity required to meet the Government’s housing and urban development goals.

| have asked Te Tuapapa Kura Kainga — Ministry of Housing and Urban Development, as your
lead monitoring agency, to work with you to ensure that Kdinga Ora provides adequate
transparency on how the capital is being utilised and the outputs, outcomes and value for money
being achieved. The specific conditions attached to the increased borrowing capacity are outlined
in the updated Protocol.

It is important that the Board is aware of — and follows — the investment management expectations
and protocols outlined by Cabinet and Treasury set out in Cabinet Office Circular CO (19) 6. The
objective of the investment management system is to optimise value from new and existing
investments and assets for current and future generations of New Zealanders.

The Cabinet Circular outlines the roles and expectations of different parties involved in the system,
including Crown entity boards. | would like to draw your attention to the consultation and approval
requirements for investment proposals by Crown entities (as summarised in Table 2 in Annex 1)
and clause 29 which states that Cabinet has decision rights on all Crown entity investment
proposals where the investment requires new Crown funding or support.

| look forward to continuing to engage with the Kainga Ora board over the coming year, and to

receiving more detailed advice on Kainga Ora’s medium-term funding and financing options later
this year.

Yours sincerely

Hon Dr Megan Woods
Minister of Housing

cc. Mr Andrew McKenzie, Chief Executive, Kainga Ora — Homes and Communities




Annex E: Updated Borrowing and Derivatives Protocol

Kainga Ora — Homes and Communities: Borrowing and
Derivatives Protocol

Coverage

1. This Protocol sets out the joint approval of the Minister of Finance and the Minister
Responsible for Kainga Ora — Homes and Communities (“Joint Ministers”) under section 160
of the Crown Entities Act 2004 (the “Act”), for Kainga Ora — Homes and Communities
(*Kainga Ora”) to:

(a) borrow or raise money (by way of loan, overdraft, issue of debt securities, or otherwise)
(together “borrowing”); and
(b) enter into derivatives (as defined in the Act).

2. This Protocol covers Kainga Ora and all its subsidiaries, and references in this protocol to
Kainga Ora include all of its subsidiaries. All Kdinga Ora borrowing and entry into derivatives
must be made in accordance with this protocol and all relevant law.

3. This Protocol replaces the former Housing New Zealand Corporation borrowing and
derivatives protocol of December 2019, which was carried over to Kainga Ora by clause 4 of
Schedule 1 of the Kainga Ora — Home and Communities Act 2019. Any borrowing obtained,
or derivatives entered into by Housing New Zealand Corporation or Kainga Ora, before the
date that this Protocol comes into force must be treated as if they had been entered into in
accordance with this Protocol.

Definitions

4. Primary borrowing means raising debt capital in order to perform any of the Kainga Ora
functions set out in the Kadinga Ora — Homes and Communities Act 2019 and includes
borrowing by way of loan or overdraft, and issuing bonds, notes and commercial paper.

5.  For clarification, primary borrowing excludes the purchase of goods or services or the
obtaining of an advance through the use of a credit card or by a supplier supplying credit for
the purchase of goods or services, for a period of 90 days or less from the date the credit

card is used or the credit is supplied.

6. Primary borrowing also excludes borrowing between Kainga Ora and its wholly-owned
subsidiaries and between the wholly-owned subsidiaries that does not increase the level of
indebtedness of Kainga Ora, including all of its wholly-owned subsidiaries.

7. Other borrowing means all borrowing except primary borrowing.

Policies and Procedures

8. Kainga Ora is responsible for managing its borrowing and must have board/committee
approved treasury policies and procedures in place for this purpose, including policies and
procedures for derivatives.

Process

9. Primary borrowing entered into by Kainga Ora on or after the date this Protocol comes into
force must be obtained from the New Zealand Treasury (the Treasury) except that a principal
amount up to NZD$8,300 million may be obtained from other sources at the discretion of
Kainga Ora.

10. The Treasury will lend to Kainga Ora in accordance with the:

i.  terms and conditions set out in agreements entered into from time to time between the

Treasury and Kainga Ora; and
ii. amounts appropriated from time to time by Parliament.




11.

12.

13.

Kainga Ora may enter into derivatives for the purpose of managing treasury risk on
borrowing, whether primary or other, on or after the date this Protocol comes into force.
Treasury risks include, but are not limited to, credit, liquidity, interest rate, and foreign
exchange risks.

Kainga Ora must endeavour to ensure that all derivatives are sourced from the Treasury,
where it has the capacity to provide such derivatives.

Any derivatives that are not sourced from the Treasury may be sourced from another entity
providing that it has a minimum long-term credit rating of A or above from Standard & Poor’s
and/or Moodys Investor Service.

Other Borrowing

14.

Kainga Ora may enter into other borrowing other than primary borrowing provided that such
other borrowing is not inconsistent with the Kainga Ora business plan and Statement of
Intent, or any subsequent Cabinet-approved initiatives.

Monitoring

15.

16.

Borrowing and derivative transactions in accordance with this Protocol are subject to
quarterly reporting by Kainga Ora. The reporting requirement has been enhanced to support
this increase and with continuous improvement planned. The reporting aims to:

i.  Provide visibility to Kainga Ora investment decision making that is consistent with the

Government’s expectations
ii. ensure Kainga Ora’s performance delivery funded by debt demonstrates value for

money
ii.  monitor balance sheet risk and financial sustainability, that the usage and debt level is

predictable, sustainable and transparent ‘
iv.  support Ministerial decisions and oversight on Kainga Ora’s medium-term debt limit

and profile.

The following outlines detailed reporting that has been agreed between Kainga Ora and
HUD:

Assurance on investment decision making (transparency of decisions)

17.

18.

19.

The following requirements are to ensure Ministers have a meaningful opportunity to engage
in strategic investment decisions; visibility over how decisions fit into Kainga Ora gateway
process; and ensure sufficient lead-in time for review/decisions; avoid investment decisions
being made outside of the Ministerial guidelines.

Board attesting all spends for the past quarter are within proper investment decision
making rights (including Cabinet Committee Circular CO (19) 6 and Kainga Ora investment

gateway process).

Reporting pipeline and status of investment decisions requiring ministerial involvement
covering: "

i.  gross investment, revenue/income, key financial metrics, ie. IROl or NPV, and
completion date
ii. project attributes, ie. number of units, location, type of project, value/budget, RAG
status
iii. engagement category — approve, consult, inform, and
v.  commentary/key risks/issues.

Assurance on performance delivery against targets/milestones

20.

The following requirements are to ensure Kainga Ora performance delivery funded by debt
demonstrates value for money; identify any under-delivery against Government’s
expectations or cost escalation that will have flow-on implications; improve future Budget
bids costing and delivery information on delivery and value for money.




21.

22.

23.

24.

Track quarter delivery actual for the last three years (eg. Units completed, retrofit progress
made, LSP progress, strategic land purchase) against targets/milestones/forecasts for FY;
show in comparison actual v budget for the previous FY; show forecast deliverables going
out over four years.

Unit cost information, which could include a number of costing metrics, for example, taking
into account land cost, remediation cost, demolition, build cost, and typology. This will enable
Ministers to make trade-off decisions.

Indicate whether delivery/output is on track against SPE targets, over or under and any
variation is clearly reported; if under, provide mitigating narratives and actions.

For LSPs, itemise each LSP with progress against key milestones, variance against forecast,
over and underspend. There is need for LSP reporting to be updated/enhanced following
Budget 21 decisions.

Assurance on Board managing balance sheet risk, financing risk and long-term financial
sustainability

25.

26.

27.
28.

29.

30.

31.

32.

The following requirements are for the Monitors to understand that the Board fulfils its
stewardship role in managing balance sheet risk and financial sustainability ensure that the
usage and debt level is predictable, sustainable and transparent; support Ministerial
decisions and oversight on Kainga Ora medium-term debt limit and profile.

Graph showing forecast peak debt level projection, current and historical Crown and
market debt level (actual against debt limit) going back to 2018 (or initial debt protocol);
headroom against debt limit.

Historical CAPEX forecasts vs actual CAPEX spend; 3/4/6 month liquidity requirements.

Report balance sheet impact indicators including: EBITDA to total income, debt to IBITDA
ratio, interest coverage ratio; debt to equity ratio; debt to asset ratio against Board
approved tolerance level.

Report cash levels against Board approved liquidity position and any headroom for spend
over and above the liquidity position.

Report all current debt issuance showing maturity profile (and maturity in next 12 months
within policy), volume, rate, investor distribution (local vs. offshore); and duration within
Kainga Ora interest risk management policy, liquid asset cover within liquidity risk policy.

Report scheduled market debt issuance in the next 12 months, and forecast debt issuance
intentions/plan for the following year.

Provide key messages highlighting any key market developments and associated risks (this
is in another part of quarterly reporting, could be incorporated here).

Review

33.

This Protocol may be reviewed annually at the same time as the draft Statement of
Performance Expectations, or as circumstances require.

Disputes

34.

If a dispute arises between Kainga Ora and the Treasury or the Te Ttapapa Kura Kainga —
Ministry of Housing and Urban Development over the operation of this Protocol, either party
will notify the other of the dispute. Both parties will attempt to resolve the dispute within 15
working days of notice and must meet within five working days of the notice. If the dispute
cannot be resolved within 15 working days of the notice, the parties will prepare a
submission to Joint Ministers for a decision.

Amendments

35.

This Protocol can be amended at any time by Joint Ministers on written notice to Kainga Ora.
Joint Ministers will consult with Kainga Ora prior to making any changes.




Term

36. This Protocol will take effect on 1 July 2021 and, subject to clause 18, will continue in force
until it is terminated or replaced by written notice by Joint Ministers. Joint Ministers will take
Kainga Ora borrowing requirements into account in replacing this Protocol.






