Prospal to Sell Aurora Energy Submission:

From:	Grant McKenzie
Email:	gmckenzie2407@gmail.com
I have reviewed the documentation on the potential sale of Aurora Energy and do not support the sale. This is due the following reasons:
1) The current cost of funds for the Dunedin City Holdings Limited (DCHL) is currently 4.1% (Dunedin Treasury Limited 2023 annual report). The current net profit after tax (per the 2023 Aurora annual report) is 5.8% after tax (before tax 8.4%). This shows that the company can continue to pay the interest costs associated with upgrading and developing the lines network and still increasing its profit.

2) In addition, the company is also making a capital gain. What that is on an annual basis is difficult to assess unless you get an annual valuation. However, given the numbers that potentially being indicated for Aurora’s value I would expect the capital gain to be at least the same if not higher than the actual profit return. This would be giving an annual return of greater than 10% after tax. 

3) As Aurora is in a regulated environment it is guaranteed to get a return on every dollar it invests into its asset base. This is a significant advantage over the vast majority of businesses. This will longer term give very stable returns.

4) The current return rate (4.7%) set by the regulator in 2020 is in the process of being reset. In my view this rate is likely to increase as in 2020 interest rates were significantly lower than what they are now. If the city did decide to sell it could effectively be selling the asset at the worst time and likely to get a lower return. 

5) I can understand councillors and council frustration in not receiving a dividend from Aurora. That frustration is also felt by the ratepayer. However there have been other times when DCHL group companies have not paid a dividend due to trading conditions or the need to invest (City Forest/Delta have both not paid a dividend at different times).

6) There has been significant focus on councils’ debt level. What also needs to be looked at is the asset base. As per the DCC last annual report the consolidated debt for the council and the wide group was $1.084 billion. However, what is not highlighted is the total assets for the group are in excess of $6.003 billion. The debt to total assets is only 18%. This is before any revaluation due to the uplift in the asset value of some companies in the group.

7) Interest affordability may become an issue for core council. However, when you look at the wider group you need to look at the interest costs differently. The companies should be borrowing to grow their assets base and revenue and ultimately profitability.


In addition to the following I have concerns around the potential returns from an investment funds.
8) The documents do not state if the return (8%) are before or after tax and fees. If they are before tax and fees this would significantly reduce the return to council.

9) Achieving an 8% return also indicates that the asset allocation will be higher in shares and have less fixed interest assets. This would also increase the volatility of the returns from the fund significantly.

10) There is also a risk that future councils could also dip into the fund.
Finally, in my lifetime council has sold a number of assets- often forced upon council- now is not the time to be selling the biggest and best asset councils owns. I hope your kids/grand kids will thank you for your foresight.


